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ABSTRACT

Conflict of Interest in Universal Banking: Bank
Lending, Stock Underwriting and Fund Management*

Using a newly constructed data set on Israeli Initial Public Offering (IPO) firms
in the 1990s, we study costs and benefits of universal banking. We find that a
firm whose equity was underwritten by a bank-affiliated underwriter, when the
same bank was also a large creditor of the firm in the IPO year, exhibits
significantly better than average post-issue accounting performance, but that
its stock performance during the first year following the IPO is considerably
lower than average. When an investment fund managed by the same bank is
heavily involved in the IPO as buyer of the newly issued equity, the stock
performance during the first year following the IPO is even lower. This,
together with negative first day returns, is indicative of IPO overpricing. We
interpret these findings as evidence that universal banks use their superior
information regarding client firms to float the stock of the ‘cherries’, not the
‘lemons’ (as measured by post-issue accounting performance), but that bank
managed funds pay too much for bank underwritten IPOs, at the expense of
the investors in the funds. These results suggest that there is conflict of
interest in the combination of bank lending, underwriting, and fund
management.
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NON-TECHNICAL SUMMARY

Costs and benefits of universal banking are at the centre of the debate on
banking reform in many countries and public interest in this topic is likely to
rise in light of the recent move in the United States to repeal the Glass-
Steagall Act. Much attention has been devoted to potential conflict of interest
between bank lending and bank underwriting. Proponents of universal banking
emphasize economies of scope in information gathering arguing that bank (or
bank-affiliated) underwriters have better knowledge of client firms and are,
thus, more qualified to serve as underwriters. Opponents argue that bank
underwriters may take advantage precisely of such information, trying to off-
load the securities of low quality firms onto unsuspecting investors.

Existing empirical evidence on this issue is mainly from the pre-Glass-Steagall
period and there is a real need for more modern evidence. Israel provides an
excellent opportunity to study these questions since banks in Israel are truly
universal, operating in all segments of the capital market, underwriting
securities, managing investment funds and owning the equity of firms, directly
as well as via these funds. Furthermore, the early 1990s witnessed a large
wave of stock Initial Public Offerings (IPOs) on the Tel Aviv Stock Exchange
with a deep involvement of the banks, both as underwriters and as buyers of
large amounts of the issued equity, mainly through bank-managed investment
funds.

Our newly constructed data set contains information on several performance
and corporate governance measures for Israeli stock IPO manufacturing firms
in the 1990s, including ownership and bank lending concentration, the identity
of the underwriter (and whether it is bank-affiliated), whether the underwriting
bank was also a significant creditor of the underwritten firm in the IPO year
and whether investment funds managed by the same bank purchased the
newly issued equity.

Our study goes beyond existing studies on universal banking in several ways.
First, it focuses on equity offerings whereas all the above-mentioned papers
restrict attention to debt floatations. Israeli data from the 1990s are probably
the best available source of information for analysing costs and benefits of
combined bank lending and equity underwriting. Second, our study combines
post-issue accounting profitability and post-IPO stock returns as measures of
firm performance. Third, it is the first to analyse empirically implications of
combined bank lending, equity underwriting and fund management.

This aspect of universal banking – the combination of underwriting securities
and fund management – has not received attention in recent empirical work.
In 1933, with the passage of the Glass-Steagall Act, Congress barred bank



affiliates from owning and dealing in securities. (The 1934 Pecora Report
states that Congress sought to ‘completely divorce investment trusts from
investment banking.’ As a result, the SEC sought a Glass-Steagall type of
severance, but eventually had to compromise with the mutual funds industry,
achieving nevertheless substantial severance.) Investment funds and US
banks kept searching for ways to circumvent this legislation, by increasing the
amount of stock they managed as trustees or by reincorporating as holding
companies. (Since holding companies were not as stringently regulated, they
could own stock. In response, Congress enacted the 1956 Bank Holding
Company Act which restricted the activities of holding companies.) In the past
two decades the separation of investment trusts from banking has been
eroding. Banks in the United States now advise pension funds, manage trust
funds and have begun to sponsor mutual funds. The recent move to repeal
the Glass-Steagall Act will most likely increase bank involvement in these
activities.

Another noteworthy development is the consolidation wave in the financial
services industry. The number of US banks and banking organizations has
fallen by about 30% between 1988 and 1997, with the share of total assets
held by the eight largest organizations rising from 22.5 to 35.5%. The bank
merger wave and the process of consolidation of banks with non-bank
financial firms has raised concerns of excessive market power in the financial
services industry. A case in point is the recent mega-merger of Citicorp and
Travelers into one of the biggest financial groups anywhere (Citigroup) that
‘will have formidable positions in consumer banking, corporate finance,
stockbroking, mutual funds and life insurance.’ (The Economist, 11 April
1998.) The recent mega-merger wave in the French and Japanese banking
systems and the involvement of Deutche Bank in the US investment banking
industry are yet other examples of the same worldwide phenomenon.The
fusion of the banking and securities industries poses regulatory questions that
have to do with consumer protection - it is important, for example, to keep
banks from ‘stuffing shares they have underwritten into the portfolios of
unknowing customers.’ (ibid.) Our empirical work provides evidence on
precisely such behaviour.

We evaluate the relative post-issue performance of the firms in our sample
according to their affiliation with banks and bank-affiliated underwriters and
investment funds. To evaluate post-issue performance we use several
measures of accounting profitability, as well as stock returns on the first day
and during the first year following the IPO. We find that the average post-issue
accounting profitability of firms underwritten by a bank affiliated underwriter
that were also borrowers from the same bankin the IPO year, is significantly
better than average. (For brevity, we will often refer to such firms as firms with
a bank underwriter-lender.) We also find, however, that these firms exhibit
negative stock excess returns during the first year following the IPO, as well



as negative first day returns which suggests that the negative one-year returns
are partly driven by IPO overpricing. We further find that the post-IPO stock
returns for the (small) sub-sample of firms whose equity was purchased by an
investment fund affiliated with the bank underwriter-lender exhibited extremely
low stock returns both on the first day and during the first year.

We interpret these findings as evidence that universal banks use their superior
information regarding client firms to float the stock of the ‘cherries’, not the
‘lemons’ (as measured by post-accounting performance), which is fully
consistent with evidence provided by earlier work regarding debt floatations in
the United States. At the same time, the results suggest that bank-managed
funds pay too much for bank underwritten IPOs, at the expense of the
investors in the funds. Our interpretation is that financial conglomerates exhibit
higher ‘loyalty’ to client firms than to investors in funds. It is not easy for the
investors in the funds to protect themselves against such behaviour by the
universal banks due to lack of transparency and the presence of non-
negligible switching costs (which partly explains why the banks acted as they
did). Certainly, there may be collusion among the Israeli universal banks
which, no doubt, facilitates IPO overpricing, but we explain in the Paper that
the empirical results cannot be rationalized only by collusion. We believe that
these findings should raise concern about potential conflict of interest in the
combination of bank lending, underwriting and fund management.



� ,QWURGXFWLRQ

&RVWV DQG EHQHnWV RI XQLYHUVDO EDQNLQJ DUH DW WKH FHQWHU RI WKH GHEDWH RQ EDQNLQJ UHIRUP LQ PDQ\

FRXQWULHV� DQG SXEOLF LQWHUHVW LQ WKLV WRSLF LV OLNHO\ WR ULVH LQ OLJKW RI WKH UHFHQW PRYH LQ WKH 8QLWHG

�6WDWHV WR UHSHDO WKH *ODVV�6WHDJDOO $FW� 0XFK DWWHQWLRQ KDV EHHQ GHYRWHG WR SRWHQWLDO FRQoLFW RI

LQWHUHVW EHWZHHQ EDQN OHQGLQJ DQG EDQN XQGHUZULWLQJ� 3URSRQHQWV RI XQLYHUVDO EDQNLQJ HPSKDVL]H

HFRQRPLHV RI VFRSH LQ LQIRUPDWLRQ JDWKHULQJ DUJXLQJ WKDW EDQN �RU EDQN DpOLDWHG� XQGHUZULWHUV KDYH

EHWWHU NQRZOHGJH RI FOLHQW nUPV DQG DUH� WKXV� PRUH TXDOLnHG WR VHUYH DV XQGHUZULWHUV� 2SSRQHQWV

DUJXH WKDW EDQN XQGHUZULWHUV PD\ WDNH DGYDQWDJH SUHFLVHO\ RI VXFK LQIRUPDWLRQ� WU\LQJ WR Rm�ORDG WKH

VHFXULWLHV RI ORZ TXDOLW\ nUPV RQWR XQVXVSHFWLQJ LQYHVWRUV�

([LVWLQJ HPSLULFDO HYLGHQFH RQ WKLV LVVXH LV PDLQO\ IURP WKH SUH�*ODVV�6WHDJDOO SHULRG� DQG WKHUH LV D

�UHDO QHHG IRU PRUH PRGHUQ HYLGHQFH� ,VUDHO SURYLGHV DQ H[FHOOHQW RSSRUWXQLW\ WR VWXG\ WKHVH TXHVWLRQV

VLQFH EDQNV LQ ,VUDHO DUH WUXO\ XQLYHUVDO� RSHUDWLQJ LQ DOO VHJPHQWV RI WKH FDSLWDO PDUNHW� XQGHUZULWLQJ

VHFXULWLHV� PDQDJLQJ LQYHVWPHQW IXQGV� DQG RZQLQJ WKH HTXLW\ RI nUPV� GLUHFWO\ DV ZHOO DV YLD WKHVH

IXQGV� )XUWKHUPRUH� WKH HDUO\ ����V ZLWQHVVHG D ODUJH ZDYH RI VWRFN ,QLWLDO 3XEOLF 2mHULQJV �,32V� RQ

WKH 7HO $YLY 6WRFN ([FKDQJH ZLWK D GHHS LQYROYHPHQW RI WKH EDQNV� ERWK DV XQGHUZULWHUV DQG DV EX\HUV

RI ODUJH DPRXQWV RI WKH LVVXHG HTXLW\� PDLQO\ WKURXJK EDQN PDQDJHG LQYHVWPHQW IXQGV�

2XU QHZO\ FRQVWUXFWHG GDWD VHW FRQWDLQV LQIRUPDWLRQ RQ VHYHUDO SHUIRUPDQFH DQG FRUSRUDWH JRYHU�

QDQFH PHDVXUHV IRU ,VUDHOL VWRFN ,32 PDQXIDFWXULQJ nUPV LQ WKH ����V� LQFOXGLQJ RZQHUVKLS DQG EDQN

OHQGLQJ FRQFHQWUDWLRQ� WKH LGHQWLW\ RI WKH XQGHUZULWHU �DQG ZKHWKHU LW LV EDQN DpOLDWHG�� ZKHWKHU WKH

XQGHUZULWLQJ EDQN ZDV DOVR D VLJQLnFDQW FUHGLWRU RI WKH XQGHUZULWWHQ nUP LQ WKH ,32 \HDU� DQG ZKHWKHU

LQYHVWPHQW IXQGV PDQDJHG E\ WKH VDPH EDQN SXUFKDVHG WKH QHZO\ LVVXHG HTXLW\�

2XU VWXG\ JRHV EH\RQG H[LVWLQJ VWXGLHV RQ XQLYHUVDO EDQNLQJ LQ VHYHUDO ZD\V� )LUVW� LW IRFXVHV RQ

HTXLW\ RmHULQJV ZKHUHDV DOO WKH DERYH PHQWLRQHG SDSHUV UHVWULFW DWWHQWLRQ WR GHEW oRDWDWLRQV� ,VUDHOL

GDWD IURP WKH ����V DUH SUREDEO\ WKH EHVW DYDLODEOH VRXUFH RI LQIRUPDWLRQ IRU DQDO\]LQJ FRVWV DQG EHQHnWV

�6HH� H�J�� 7KH )LQDQFLDO 7LPHV� �� 2FWREHU ����� UHSRUWLQJ RQ WKH DJUHHPHQW EHWZHHQ WKH 86 &RQJUHVV DQG WKH &OLQWRQ

$GPLQLVWUDWLRQ WR UHSHDO WKH $FW�
�7KH SUH�*ODVV�6WHDJDOO SHULRG VWXGLHV ZH DUH DZDUH RI DUH $QJ DQG 5LFKDUGVRQ ������� .URV]QHU DQG 5DMDQ ������

������ DQG 3XUL ������ ������ *DQGH HW DO� ������ SURYLGH PRGHUQ HYLGHQFH H[SORLWLQJ WKH UHFHQW UHOD[DWLRQ LQ WKH 8QLWHG
6WDWHV RI VRPH *ODVV�6WHDJDOO UHVWULFWLRQV UHJDUGLQJ XQGHUZULWLQJ E\ FRPPHUFLDO EDQNV� DQG +DPDR DQG +RVKL ������ VWXG\
EDQN XQGHUZULWLQJ RI FRUSRUDWH ERQGV LQ -DSDQ DIWHU ����� LQ OLJKW RI VLPLODU UHIRUPV WKHUH� &ORVHO\ UHODWHG DUH VWXGLHV RI
WKH UHODWLYH SHUIRUPDQFH RI YHQWXUH FDSLWDO EDFNHG ,32V LQ WKH 8QLWHG 6WDWHV DQG -DSDQ� E\ *RPSHUV DQG /HUQHU ������
DQG +DPDR� 3DFNHU� DQG 5LWWHU ������� UHVSHFWLYHO\� *RPSHUV DQG /HUQHU GUDZ OHVVRQV IRU WKH GHEDWH RQ XQLYHUVDO EDQNLQJ�

�



�RI FRPELQHG EDQN OHQGLQJ DQG HTXLW\ XQGHUZULWLQJ� 6HFRQG� RXU VWXG\ FRPELQHV SRVW�LVVXH DFFRXQWLQJ

�SURnWDELOLW\ DQG SRVW�,32 VWRFN UHWXUQV DV PHDVXUHV RI nUP SHUIRUPDQFH� 7KLUG� LW LV WKH nUVW WR

DQDO\]H HPSLULFDOO\ LPSOLFDWLRQV RI FRPELQHG EDQN OHQGLQJ� HTXLW\ XQGHUZULWLQJ� DQG IXQG PDQDJHPHQW�

7KLV DVSHFW RI XQLYHUVDO EDQNLQJ_WKH FRPELQDWLRQ RI XQGHUZULWLQJ VHFXULWLHV DQG IXQG PDQDJHPHQW_

KDV QRW UHFHLYHG DWWHQWLRQ LQ UHFHQW HPSLULFDO ZRUN� ,Q ����� ZLWK WKH SDVVDJH RI WKH *ODVV�6WHDJDOO $FW�

�&RQJUHVV EDUUHG EDQN DpOLDWHV IURP RZQLQJ DQG GHDOLQJ LQ VHFXULWLHV� ,QYHVWPHQW IXQGV DQG 86 EDQNV

NHSW VHDUFKLQJ IRU ZD\V WR FLUFXPYHQW WKLV OHJLVODWLRQ� E\ UHLQFRUSRUDWLQJ DV KROGLQJ FRPSDQLHV LQ WKH

� �����V� RU E\ LQFUHDVLQJ WKH DPRXQW RI VWRFN WKH\ PDQDJHG DV WUXVWHHV� ,Q WKH SDVW WZR GHFDGHV WKH

VHSDUDWLRQ RI LQYHVWPHQW WUXVWV IURP EDQNLQJ KDV EHHQ HURGLQJ� %DQNV LQ WKH 8QLWHG 6WDWHV QRZ DGYLVH

�SHQVLRQ IXQGV� PDQDJH WUXVW IXQGV� DQG KDYH EHJXQ WR VSRQVRU PXWXDO IXQGV� 7KH UHFHQW PRYH WR

UHSHDO WKH *ODVV�6WHDJDOO $FW ZLOO PRVW OLNHO\ LQFUHDVH EDQN LQYROYHPHQW LQ WKHVH DFWLYLWLHV�

$QRWKHU QRWHZRUWK\ GHYHORSPHQW LV WKH FRQVROLGDWLRQ ZDYH LQ WKH nQDQFLDO VHUYLFHV LQGXVWU\� 7KH

QXPEHU RI 86 EDQNV DQG EDQNLQJ RUJDQL]DWLRQV KDV IDOOHQ E\ DERXW �� SHUFHQW EHWZHHQ ���� DQG �����

�ZLWK WKH VKDUH RI WRWDO DVVHWV KHOG E\ WKH HLJKW ODUJHVW RUJDQL]DWLRQV ULVLQJ IURP ���� WR ���� SHUFHQW�

7KH EDQN PHUJHU ZDYH DQG WKH SURFHVV RI FRQVROLGDWLRQ RI EDQNV ZLWK QRQ�EDQN nQDQFLDO nUPV KDV

UDLVHG FRQFHUQV RI H[FHVVLYH PDUNHW SRZHU LQ WKH nQDQFLDO VHUYLFHV LQGXVWU\� $ FDVH LQ SRLQW LV WKH UHFHQW

PHJD�PHUJHU RI &LWLFRUS DQG 7UDYHOHUV LQWR RQH RI WKH ELJJHVW nQDQFLDO JURXSV DQ\ZKHUH �&LWLJURXS� WKDW

?ZLOO KDYH IRUPLGDEOH SRVLWLRQV LQ FRQVXPHU EDQNLQJ� FRUSRUDWH nQDQFH� VWRFNEURNLQJ� PXWXDO IXQGV DQG

��OLIH LQVXUDQFH�� �7KH (FRQRPLVW� $SULO ��� ������ 7KH IXVLRQ RI WKH EDQNLQJ DQG VHFXULWLHV LQGXVWULHV

�'DWD OLPLWDWLRQV UHQGHU VXFK D VWXG\ IRU WKH 8QLWHG 6WDWHV YHU\ KDUG� ,Q WKH VDPSOH FRQVWUXFWHG E\ .URV]QHU DQG
5DMDQ ������� IRU H[DPSOH� WKHUH DUH RQO\ �� FRPPRQ VWRFN LVVXHV EXW ��� ERQG LVVXHV E\ EDQN XQGHUZULWLQJ DpOLDWHV� $V
D FRQVHTXHQFH� .URV]QHU DQG 5DMDQ IRFXV DOPRVW HQWLUHO\ RQ ERQG LVVXHV� $V IRU &RQWLQHQWDO (XURSHDQ FRXQWULHV� DOWKRXJK
EDQNLQJ LQ WKHVH FRXQWULHV LV W\SLFDOO\ XQLYHUVDO� VWRFN PDUNHWV DUH QRW YHU\ DFWLYH� FHUWDLQO\ QRW LQ WHUPV RI ,32V� UHQGHULQJ
VXFK D VWXG\ KDUG WR SHUIRUP�

�0RVW RI WKH VWXGLHV PHQWLRQHG LQ IRRWQRWH � IRFXV RQ SRVW�LVVXH ERQG \LHOGV RU GHIDXOW UDWHV�
�5RH ������� TXRWLQJ IURP WKH ���� 3HFRUD 5HSRUW� VWDWHV WKDW &RQJUHVV VRXJKW WR ?FRPSOHWHO\ GLYRUFH LQYHVWPHQW

WUXVWV IURP LQYHVWPHQW EDQNLQJ�� $V D UHVXOW� WKH 6(& VRXJKW D *ODVV�6WHDJDOO W\SH RI VHYHUDQFH� EXW HYHQWXDOO\ KDG WR
FRPSURPLVH ZLWK WKH PXWXDO IXQGV LQGXVWU\� DFKLHYLQJ QHYHUWKHOHVV VXEVWDQWLDO VHYHUDQFH� VHH SDJHV �� DQG ���^��

�6LQFH KROGLQJ FRPSDQLHV ZHUH QRW DV VWULQJHQWO\ UHJXODWHG� WKH\ FRXOG RZQ VWRFN� ,Q UHVSRQVH� &RQJUHVV HQDFWHG WKH
���� %DQN +ROGLQJ &RPSDQ\ $FW ZKLFK UHVWULFWHG WKH DFWLYLWLHV RI KROGLQJ FRPSDQLHV�

�,Q WKH ����V� :ULJKW 3DWPDQ� KHDG RI WKH +RXVH %DQNLQJ &RPPLWWHH� LQYHVWLJDWHG ELJ EDQNV
 RZQHUVKLS RI VWRFN DV
WUXVWHHV� UHVXOWLQJ LQ WKH 3DWPDQ UHSRUW ZKLFK ZDUQHG DJDLQVW WKH JURZLQJ SRZHU RI EDQN WUXVW GHSDUWPHQWV� VHH 5RH
������� S����

�5RH ������ IRRWQRWH �� S���� FLWHV D ���� 86 &RXUW UXOLQJ XSKROGLQJ WKH )HGHUDO 5HVHUYH
V DXWKRUL]DWLRQ RI %DQN RI
$PHULFD WR DFTXLUH 6FKZDE� D VHFXULWLHV GHDOHU� DQG WKH )HGHUDO 5HVHUYH
V DSSURYDO RI DQ DSSOLFDWLRQ RI FRPPHUFLDO EDQNV
WR HQJDJH LQ VRPH EURNHUDJH DFWLYLWLHV� *DQGH HW DO� ������ SURYLGH DPSOH GLVFXVVLRQ RI WKH UHFHQW HURVLRQ� LQ WKH 8QLWHG
6WDWHV� RI WKH OHJLVODWLRQ UHJDUGLQJ WKH VHSDUDWLRQ RI FRPPHUFLDO EDQNLQJ �L�H�� EDQN OHQGLQJ� DQG VHFXULWLHV XQGHUZULWLQJ�

�6HH %HUJHU� 'HPVHW]� DQG 6WUDKDQ �������
��7KH &LWLFRUS�7UDYHOHUV PHUJHU LV QRW DQ LVRODWHG FDVH� 5RH ������ S������ IRU H[DPSOH� TXRWHV D %XVLQHVV :HHN DUWLFOH

�



SRVHV UHJXODWRU\ TXHVWLRQV WKDW KDYH WR GR ZLWK FRQVXPHU SURWHFWLRQ_LW LV LPSRUWDQW� IRU H[DPSOH� WR

NHHS EDQNV IURP ?VWXpQJ VKDUHV WKH\ KDYH XQGHUZULWWHQ LQWR WKH SRUWIROLRV RI XQNQRZLQJ FXVWRPHUV��

���LELG�� 2XU HPSLULFDO ZRUN SURYLGHV HYLGHQFH RQ SUHFLVHO\ VXFK EHKDYLRU�

:H HYDOXDWH WKH UHODWLYH SRVW�LVVXH SHUIRUPDQFH RI WKH nUPV LQ RXU VDPSOH DFFRUGLQJ WR WKHLU DpOLDWLRQ

ZLWK EDQNV DQG EDQN DpOLDWHG XQGHUZULWHUV DQG LQYHVWPHQW IXQGV� 7R HYDOXDWH SRVW�LVVXH SHUIRUPDQFH

ZH XVH VHYHUDO PHDVXUHV RI DFFRXQWLQJ SURnWDELOLW\� DV ZHOO DV VWRFN UHWXUQV RQ WKH nUVW GD\ DQG GXULQJ

WKH nUVW \HDU IROORZLQJ WKH ,32� :H nQG WKDW WKH DYHUDJH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\ RI nUPV

XQGHUZULWWHQ E\ D EDQN DpOLDWHG XQGHUZULWHU WKDW ZHUH DOVR ERUURZHUV IURP WKH VDPH EDQN LQ WKH ,32

��\HDU� LV VLJQLnFDQWO\ EHWWHU WKDQ DYHUDJH� :H DOVR nQG� KRZHYHU� WKDW WKHVH nUPV H[KLELW QHJDWLYH VWRFN

H[FHVV UHWXUQV GXULQJ WKH nUVW \HDU IROORZLQJ WKH ,32� DV ZHOO DV QHJDWLYH nUVW GD\ UHWXUQV ZKLFK VXJJHVWV

WKDW WKH QHJDWLYH RQH�\HDU UHWXUQV DUH SDUWO\ GULYHQ E\ ,32 RYHUSULFLQJ� :H IXUWKHU nQG WKDW WKH SRVW�

,32 VWRFN UHWXUQV IRU WKH �VPDOO� VXE�VDPSOH RI nUPV ZKRVH HTXLW\ ZDV SXUFKDVHG E\ DQ LQYHVWPHQW

IXQG DpOLDWHG ZLWK WKH EDQN XQGHUZULWHU�OHQGHU H[KLELWHG H[WUHPHO\ ORZ VWRFN UHWXUQV ERWK RQ WKH nUVW

GD\ DQG GXULQJ WKH nUVW \HDU�

:H LQWHUSUHW WKHVH nQGLQJV DV HYLGHQFH WKDW XQLYHUVDO EDQNV XVH WKHLU VXSHULRU LQIRUPDWLRQ UHJDUGLQJ

FOLHQW nUPV WR oRDW WKH VWRFN RI WKH FKHUULHV� QRW WKH OHPRQV �DV PHDVXUHG E\ SRVW�DFFRXQWLQJ SHU�

IRUPDQFH�� ZKLFK LV IXOO\ FRQVLVWHQW ZLWK HYLGHQFH SURYLGHG E\ WKH DERYH FLWHG SDSHUV UHJDUGLQJ GHEW

oRDWDWLRQV LQ WKH 8QLWHG 6WDWHV� $W WKH VDPH WLPH� WKH UHVXOWV VXJJHVW WKDW EDQN PDQDJHG IXQGV SD\

WRR PXFK IRU EDQN XQGHUZULWWHQ ,32V� DW WKH H[SHQVH RI WKH LQYHVWRUV LQ WKH IXQGV� $OWKRXJK FDXWLRQ

PXVW EH H[HUFLVHG LQ LQWHUSUHWLQJ WKH ODWWHU UHVXOW� GXH WR WKH VPDOO VDPSOH QXPEHU RI VXFK nUPV LQ RXU

VDPSOH� ZH EHOLHYH WKDW LW VKRXOG UDLVH FRQFHUQ DERXW SRWHQWLDO FRQoLFW RI LQWHUHVW LQ WKH FRPELQDWLRQ RI

EDQN OHQGLQJ� XQGHUZULWLQJ� DQG IXQG PDQDJHPHQW�

2XU LQWHUSUHWDWLRQ RI WKH HPSLULFDO nQGLQJV LQFOXGHV WZR DGGLWLRQDO LQJUHGLHQWV� 7KH nUVW� LV WKDW

��nQDQFLDO FRQJORPHUDWHV H[KLELW KLJKHU ?OR\DOW\� WR FOLHQW nUPV WKDQ WR LQYHVWRUV LQ IXQGV� 7KH VHFRQG�

�6HSWHPEHU �� ����� UHSRUWLQJ WKDW ?WKH UHFHQW ZDYH RI ELJ�EDQN PHUJHUV IHG ODZ�PDNHUV
 IHDUV WKDW DOORZLQJ LQWHUVWDWH
EUDQFKLQJ ZRXOG FUHDWH D KDQGIXO RI PRQRSROLVWLF PHJDEDQNV�� 7KH UHFHQW PHJD�PHUJHU ZDYH LQ WKH )UHQFK DQG -DSDQHVH
EDQNLQJ V\VWHPV� DQG WKH LQYROYHPHQW RI 'HXWFKH %DQN LQ WKH 8�6� LQYHVWPHQW EDQNLQJ LQGXVWU\ DUH \HW RWKHU H[DPSOHV RI
WKH VDPH ZRUOGZLGH SKHQRPHQRQ�

��7KH UHFHQW ,VUDHOL H[SHULHQFH LV UHOHYDQW IRU PDQ\ UHJXODWRU\ LVVXHV UDLVHG E\ WKHVH GHYHORSPHQWV VLQFH EDQNV LQ ,VUDHO DUH
KHDYLO\ LQYROYHG LQ ERWK XQGHUZULWLQJ DQG LQYHVWPHQW IXQG PDQDJHPHQW� 6LQFH WKH EDQNLQJ V\VWHP LV YHU\ FRQFHQWUDWHG_
DQ DVSHFW WKDW FDQQRW EH LJQRUHG ZKHQ LQWHUSUHWLQJ VRPH RI RXU HPSLULFDO nQGLQJV_LW LV HYHQ PRUH GLUHFWO\ UHOHYDQW IRU
PDQ\ (XURSHDQ FRXQWULHV VXFK DV )UDQFH RU *HUPDQ\ ZKHUH FRQFHQWUDWLRQ LQ EDQNLQJ LV PXFK KLJKHU WKDQ LQ WKH 8QLWHG
6WDWHV� DQG ZKHUH SRZHUIXO EDQNV DUH LQYROYHG LQ XQGHUZULWLQJ RU IXQG PDQDJHPHQW�

��)RU EUHYLW\� ZH ZLOO RIWHQ UHIHU WR VXFK nUPV DV nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU�
��0LFKDHO\ DQG :RPDFN ������ SURYLGH D VLPLODU LQWHUSUHWDWLRQ IRU WKHLU UHVXOWV�

�



LV SRWHQWLDO FROOXVLRQ DPRQJ XQLYHUVDO EDQNV� :H VWUHVV WKDW� DOWKRXJK FROOXVLRQ FHUWDLQO\ IDFLOLWDWHV ,32

RYHUSULFLQJ� WKH HPSLULFDO UHVXOWV FDQQRW EH UDWLRQDOL]HG RQO\ E\ FROOXVLRQ�

$V D E\�SURGXFW RI RXU DQDO\VLV� ZH nQG DQ RYHUDOO GHFOLQH LQ SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\

�ZKLFK LV LQ OLQH ZLWK nQGLQJV LQ RWKHU FRXQWULHV� DQG D SRVLWLYH FRUUHODWLRQ EHWZHHQ KROGLQJV E\ ODUJH

VKDUHKROGHUV DQG DFFRXQWLQJ SURnWDELOLW\� %\ FRQWUDVW� ZH nQG WKDW EDQN GHEW FRQFHQWUDWLRQ LV QRW

FRUUHODWHG ZLWK SHUIRUPDQFH� :H EULHo\ LQWHUSUHW WKHVH nQGLQJV DOWKRXJK WKH\ DUH QRW D PDLQ IRFXV LQ

WKLV SDSHU�

7KH QH[W VHFWLRQ LV GHYRWHG WR D GHVFULSWLRQ RI UHOHYDQW DVSHFWV RI XQLYHUVDO EDQNLQJ LQ ,VUDHO DQG

WKH ,32 ZDYH RI WKH ����V� ,Q 6HFWLRQ � ZH GHVFULEH WKH GDWD� 6HFWLRQ � LV GHYRWHG WR WKH HPSLULFDO

DQDO\VLV DQG WKH LQWHUSUHWDWLRQ RI WKH UHVXOWV� DQG 6HFWLRQ � FRQFOXGHV WKH SDSHU ZLWK D EULHI GLVFXVVLRQ

RI WKHLU UHOHYDQFH IRU nQDQFLDO PDUNHWV UHJXODWLRQ�

� 8QLYHUVDO EDQNLQJ LQ ,VUDHO DQG WKH ,32 ZDYH RI WKH ����V

$V LQ PDQ\ &RQWLQHQWDO (XURSHDQ FRXQWULHV� EDQNV LQ ,VUDHO DUH WUXO\ XQLYHUVDO� PDQDJLQJ LQYHVWPHQW

��IXQGV� DQG FRQWUROOLQJ VXEVLGLDULHV WKDW VSHFLDOL]H LQ XQGHUZULWLQJ� 7KH EDQNLQJ V\VWHP LV KLJKO\

FRQFHQWUDWHG� DQG WKH FRPELQHG DVVHWV RI WKH WZR ODUJHVW EDQNV FRQVWLWXWH DOPRVW WKUHH�TXDUWHUV RI WRWDO

��EDQN DVVHWV�

,Q WKH ����V� SURYLGHQW UHWLUHPHQW IXQGV �ORQJ WHUP VDYLQJ LQVWUXPHQWV HQMR\LQJ WD[ EHQHnWV� WKDW

FDQ EH UHGHHPHG DIWHU D SHULRG RI QR OHVV WKDQ �� \HDUV� PDQDJHG DSSUR[LPDWHO\ �� SHUFHQW RI WKH

SXEOLF
V nQDQFLDO DVVHWV� 7KH IXQGV DUH PRVWO\ EDQN PDQDJHG �DERXW �� SHUFHQW� ZLWK WKH WKUHH ODUJHVW

EDQNV FRQWUROOLQJ DERXW �� SHUFHQW RI WKLV VHJPHQW RI WKH PDUNHW� 0XWXDO IXQGV� D VKRUW WHUP OLTXLG IRUP

RI LQYHVWPHQW� DUH DOVR FORVHO\ DpOLDWHG ZLWK WKH EDQNV� ZLWK PRUH WKDQ �� SHUFHQW RI DVVHWV PDQDJHG

��E\ WKH WKUHH ODUJHVW EDQNV� )XUWKHUPRUH� WKH EDQNV DUH TXLWH GRPLQDQW LQ XQGHUZULWLQJ �VHH EHORZ IRU

GHWDLOV�� 7KH JRYHUQPHQW VWLOO RZQV EDQN VKDUHV �LQ ���� LW EHFDPH WKH RZQHU RI D ODUJH IUDFWLRQ RI WKH

��EDQNLQJ V\VWHP DQG LV LQ WKH SURFHVV RI SULYDWL]LQJ WKH EDQNV � EXW LW KDV QHYHU EHHQ DFWLYHO\ LQYROYHG

��%DQNV DOVR RZQ WKH VWRFNV RI PDQXIDFWXULQJ DQG LQVXUDQFH nUPV� DQG LQ VRPH FDVHV XS WR �� SHUFHQW RI D VLQJOH nUP
V
HTXLW\� :H GR QRW DGGUHVV WKLV LVVXH KHUH� VHH *RUWRQ DQG 6FKPLG ������ DQG 3XUL �������

��,Q WKH ����V� WKH +HUnQGDKO LQGH[ LQ WKH ORFDO FXUUHQF\ QRQ�LQGH[HG EDQN GHSRVLW DQG EDQN FUHGLW VHJPHQWV RI WKH
PDUNHW ZDV DERXW ����� ZKLFK LV FRPSDUDEOH WR FRQFHQWUDWLRQ LQ VHYHUDO (XURSHDQ FRXQWULHV� )RU H[DPSOH� LQ ���� WKH
+HUnQGDKO LQGH[ RI WRWDO EDQN DVVHWV ZDV ���� LQ WKH 1HWKHUODQGV DQG ���� LQ 1RUZD\�

��3HQVLRQ IXQGV� XQOLNH SURYLGHQW DQG PXWXDO IXQGV� DUH PRVWO\ PDQDJHG E\ WKH ODERU XQLRQV� LQYHVWLQJ PDLQO\ LQ
VXEVLGL]HG QRQ�PDUNHWDEOH JRYHUQPHQW ERQGV� 6HH %ODVV� <DIHK� DQG <RVKD ������ IRU PRUH GHWDLOV UHJDUGLQJ WKH LQYHVWPHQW
IXQGV LQGXVWU\�

��6HH <RVKD �������

�



LQ EDQN PDQDJHULDO GHFLVLRQV�

7KH nQDQFLDO PDUNHWV UHIRUP� LQLWLDWHG LQ ����� EURXJKW DERXW D GUDVWLF UHGXFWLRQ LQ WKH JRYHUQPHQW
V

��LQYROYHPHQW LQ nQDQFLDO PDUNHWV DQG DQ H[WHQVLYH OLEHUDOL]DWLRQ RI LQWHUQDWLRQDO FDSLWDO oRZV� $PRQJ

WKH UHIRUP PHDVXUHV WKDW ZHUH DGRSWHG� ?&KLQHVH :DOOV� ZHUH FUHDWHG EHWZHHQ XQGHUZULWLQJ� IXQG

PDQDJHPHQW� DQG FRPPHUFLDO EDQNLQJ DFWLYLWLHV� 'HVSLWH WKHVH UHVWULFWLRQV LW LV RIWHQ DUJXHG WKDW WKH

VWHSV WDNHQ ZHUH QRW VDWLVIDFWRU\ DQG WKDW WKH GDQJHU RI FRQoLFW RI LQWHUHVW DPRQJ YDULRXV OLQHV RI

��EXVLQHVV UHPDLQV VXEVWDQWLDO�

7KH UHIRUP� WRJHWKHU ZLWK WKH HFRQRPLF ERRP WKDW ,VUDHO H[SHULHQFHG LQ WKH HDUO\ ����V� OHG WR

FRQVLGHUDEOH GHYHORSPHQW RI WKH 7HO $YLY 6WRFN ([FKDQJH� 3URYLGHQW IXQGV QRZ LQYHVW LQ FRUSRUDWH

VWRFNV DQG ERQGV� DQG GLVFORVXUH UHTXLUHPHQWV �H�J� UHJDUGLQJ WRS PDQDJHPHQW FRPSHQVDWLRQ� DUH VLPLODU

WR WKRVH HQIRUFHG E\ WKH 6(& LQ WKH 8QLWHG 6WDWHV� 0RVW LPSRUWDQW� SHUKDSV� DERXW ��� PDQXIDFWXULQJ

nUPV ZHQW SXEOLF GXULQJ WKH SHULRG ����^�� 7KH EDQNV ZHUH KHDYLO\ LQYROYHG LQ WKH ,32 ZDYH� ,Q DERXW

�� SHUFHQW RI WKH ,32V LQ RXU VDPSOH D EDQN DpOLDWHG XQGHUZULWHU ZDV RQH RI WKH OHDGLQJ PHPEHUV RI WKH

XQGHUZULWLQJ FRQVRUWLXP� DQG IRU DSSUR[LPDWHO\ �� SHUFHQW RI WKH nUPV LQ WKH VDPSOH D EDQN PDQDJHG

��IXQG SXUFKDVHG DW OHDVW � SHUFHQW RI WKH HTXLW\ RI WKH QHZO\ LVVXHG nUP�

� 'DWD

7KH VDPSOH FRQVLVWV RI ��� ,VUDHOL PDQXIDFWXULQJ nUPV WKDW ZHQW SXEOLF RQ WKH 7HO $YLY 6WRFN ([FKDQJH

GXULQJ WKH SHULRG ����^� �� LQ ����� �� LQ ����� �� LQ ����� DQG �� LQ ������ :H XVH WKH IROORZLQJ

GDWD UHJDUGLQJ WKHVH nUPV� WKURXJK ����� ��� )LQDQFLDO VWDWHPHQWV RI WKH nUPV� DYDLODEOH IRU WKH WZR

\HDUV SULRU WR WKH ,32 DQG IRU DOO VXEVHTXHQW \HDUV� ��� WKH QXPEHU RI EDQNV HDFK nUP ERUURZV IURP

DQG WKH DPRXQWV ERUURZHG� 7KHVH GDWD DUH IURP WKH 6XSHUYLVRU RI %DQNV DW WKH %DQN RI ,VUDHO� %DQNV

DUH UHTXLUHG WR UHSRUW WR WKH 6XSHUYLVRU RQO\ WUDQVDFWLRQV ZLWK ODUJH ERUURZHUV �GHnQHG� LQ WKDW SHULRG�

DV ERUURZHUV ZLWK EDQN GHEW KLJKHU WKDQ ��� PLOOLRQ 1HZ ,VUDHOL 6KHNHOV_DERXW ���� PLOOLRQ_IRU ODUJH

��6HH %HQ %DVVDW ������� %XIPDQ DQG /HLGHUPDQ ������� DQG <DIHK DQG <RVKD �������
��7KH IROORZLQJ DQHFGRWH LV LQVWUXFWLYH� 7KH ,VUDHOL 7UHDVXU\ nOHG D FRPSODLQW ZLWK WKH SROLFH DJDLQVW WKH WZR ODUJHVW

,VUDHOL EDQNV WKDW KDG DOOHJHGO\ ERXJKW LQ ����� YLD WKHLU SURYLGHQW IXQGV� D ODUJH IUDFWLRQ RI WKH ,32 RI DQ ,VUDHOL FRPSDQ\
GHVSLWH HYLGHQFH WKDW WKH FRPSDQ\ ZDV LQ EDG VKDSH� 7KH UHDVRQ IRU SXUFKDVLQJ WKH VWRFN ZDV WKDW WKH FRPSDQ\ RZHG ODUJH
VXPV WR WKH EDQNV ZKR ERXJKW WKH nUP
V VWRFN� RQ EHKDOI RI WKH GHSRVLWRUV LQ WKH SURYLGHQW IXQGV� WR SUHYHQW WKH FRPSDQ\
IURP JRLQJ XQGHU� ,Q WKH WZR TXDUWHUV IROORZLQJ WKH ,32 WKH FRPSDQ\ ORVW DSSUR[LPDWHO\ �� PLOOLRQ� WKH HQWLUH DPRXQW
UDLVHG LQ WKH ,32� 7KH VWRU\ ZDV SXEOLVKHG LQ 7HOHJUDSK �-XQH ��� ������ DQ ,VUDHOL GDLO\ nQDQFLDO QHZVSDSHU� UHJDUGLQJ D
FRPSDQ\ QDPHG <HVK�*DG� 2XU HPSLULFDO UHVXOWV� KRZHYHU� VXJJHVW WKDW WKLV NLQG RI VWRU\ LV WKH H[FHSWLRQ� QRW WKH UXOH�

��'XULQJ RXU VDPSOH SHULRG� ,32 PDQXIDFWXULQJ nUPV LVVXHG RQ DYHUDJH DERXW �� SHUFHQW RI WKHLU HTXLW\� 3XUFKDVLQJ

PRUH WKDQ � SHUFHQW RI WKH QHZO\ LVVXHG VKDUHV PHDQV� RQ DYHUDJH� SXUFKDVLQJ PRUH WKDQ RQH IRXUWK RI WKH LVVXHG HTXLW\�

�



EDQNV� DQG ZLWK VRPHZKDW OHVV GHEW IRU VPDOOHU EDQNV�� $SSUR[LPDWHO\ VL[W\ SHUFHQW RI WKH SXEOLFO\

WUDGHG PDQXIDFWXULQJ nUPV �DQG RI PDQXIDFWXULQJ ,32 nUPV� DUH GHnQHG DV ODUJH ERUURZHUV E\ DW

OHDVW RQH EDQN� 6LQFH nUPV WKDW ERUURZ IURP VHYHUDO EDQNV PLJKW TXDOLI\ DV ODUJH ERUURZHUV RQO\ IRU

VRPH RI WKH OHQGLQJ EDQNV� SRWHQWLDOO\ UHQGHULQJ RXU EDQN GHEW GDWD LPSUHFLVH� ZH FRPSDUH WKH WRWDO

EDQN GHEW UHSRUWHG E\ WKH EDQNV WR WKH 6XSHUYLVRU ZLWK WKH WRWDO EDQN GHEW UHSRUWHG LQ WKH nUPV


nQDQFLDO VWDWHPHQWV� 7KH GLVFUHSDQFLHV DUH PLQLPDO� VXJJHVWLQJ WKDW WKHUH LV QR GDQJHU RI ELDV GXH WR

UHSRUWLQJ SUDFWLFHV� ��� WKH RZQHUVKLS VWUXFWXUH RI WKH SXEOLFO\ WUDGHG nUPV LV FRQVWUXFWHG IURP UHSRUWV

RQ ODUJH VKDUHKROGHUV DQG FRPSDQ\ H[HFXWLYHV SXEOLVKHG DQQXDOO\ E\ WKH 7HO $YLY 6WRFN ([FKDQJH�

7KHVH GDWD LQFOXGH WKH FRPELQHG RZQHUVKLS RI FRPSDQ\ H[HFXWLYHV DQG ODUJH VKDUHKROGHUV RZQLQJ DW

��OHDVW � SHUFHQW RI WKH FRPSDQ\
V HTXLW\� DV ZHOO DV VKDUHKROGLQJ E\ EDQNV DQG WKHLU VXEVLGLDULHV�

��� WKH RZQHUVKLS VWUXFWXUH SULRU WR JRLQJ SXEOLF DQG WKH LGHQWLW\ RI WKH XQGHUZULWHUV DUH IURP WKH ,32

SURVSHFWXV VXEPLWWHG E\ HDFK nUP� ��� nUP DJH LV IURP WKH 5HJLVWUDU RI &RPSDQLHV� ��� VWRFN UHWXUQV

DUH RpFLDO 7HO $YLY 6WRFN ([FKDQJH GDWD�

��7DEOH � GLVSOD\V GHVFULSWLYH VWDWLVWLFV RI WKH VDPSOH� )LUPV ZLWK D EDQN XQGHUZULWHU WKDW ZDV

DOVR D PDMRU OHQGHU �3DQHO %� DUH ELJJHU DQG ROGHU WKDQ WKH UHVW RI WKH nUPV LQ WKH VDPSOH �3DQHO &��

DQG H[KLELW ORZHU EDQN GHEW FRQFHQWUDWLRQ DQG VRPHZKDW KLJKHU OHYHUDJH� 7KHUH DUH QR PHDQLQJIXO

GLmHUHQFHV LQ DYHUDJH RZQHUVKLS FRQFHQWUDWLRQ DQG SURnWDELOLW\ EHWZHHQ WKH WZR JURXSV�

7KH SUH�,32 IUDFWLRQ RI WKH HTXLW\ KHOG E\ ODUJH VKDUHKROGHUV LV ���� SHUFHQW� ZKLOH WKH SRVW�,32

��KROGLQJV DYHUDJH DW ���� SHUFHQW� ,VUDHOL PDQXIDFWXULQJ nUPV DUH� WKHUHIRUH� FORVHO\ KHOG HYHQ DIWHU

��JRLQJ SXEOLF� :H PHDVXUH OHYHUDJH DV WKH UDWLR RI WRWDO GHEW WR OLDELOLWLHV� /HYHUDJH EHIRUH WKH ,32

LV ���� RQ DYHUDJH� GHFOLQLQJ WR ���� DIWHU WKH ,32� 7KLV PD\ EH GXH WR D GHVLUH RQ WKH SDUW RI nUPV

WR UHGXFH EDQNUXSWF\ ULVN� RU LW PD\ VLPSO\ UHoHFW D JHQHUDO SURFHVV RI UHGXFWLRQ LQ EDQN nQDQFLQJ�

��LQGHSHQGHQWO\ RI ULVN FRQVLGHUDWLRQV�

7KHUH LV D SRVLWLYH UHODWLRQ EHWZHHQ WKH DJH RI nUPV DQG WKHLU VL]H� /DUJH VKDUHKROGHUV FRQFHQWUDWLRQ

��LV VLPLODU IRU VPDOO DQG ODUJH nUPV� %DQN GHEW FRQFHQWUDWLRQ� FDOFXODWHG IURP UHSRUWV RI EDQNV WR WKH

��)RU EUHYLW\� ZH UHIHU WR ?FRPSDQ\ H[HFXWLYHV DQG ODUJH VKDUHKROGHUV� DV ODUJH VKDUHKROGHUV�
��:H LQFOXGH LQ WKH VDPSOH RQO\ nUP�\HDUV ZLWK SURnWDELOLW\ QRW ODUJHU WKDQ ��� SHUFHQW DQG QRW VPDOOHU WKDQ QHJDWLYH

��� SHUFHQW LQ DOO \HDUV� 2QO\ WKUHH REVHUYDWLRQV DUH RPLWWHG IRU WKLV UHDVRQ�
��7R HFRQRPL]H RQ VSDFH� WKH LQIRUPDWLRQ LQ WKH FXUUHQW DQG WKH QH[W SDUDJUDSKV LV QRW GLVSOD\HG�
��6LQFH IRU VRPH nUPV ERRN HTXLW\ LV YHU\ ORZ� DQG HYHQ QHJDWLYH LQ D IHZ FDVHV� WKH UDWLR RI WRWDO GHEW WR ERRN HTXLW\

VHHPV OHVV DSSURSULDWH DV D PHDVXUH RI OHYHUDJH�
��6LQFH WKH FRUSRUDWH ERQG PDUNHW LQ ,VUDHO KDV UHPDLQHG XQGHUGHYHORSHG� SURYLGLQJ RQO\ QHJOLJLEOH IXQGV WR PDQXIDF�

WXULQJ nUPV �<DIHK DQG <RVKD ������ HTXLW\ nQDQFLQJ YLD ,32V PD\ EH LQWHUSUHWHG DV D ZD\ RI UHGXFLQJ GHEW nQDQFLQJ SHU

VH RU� DOWHUQDWLYHO\� DV D ZD\ RI UHGXFLQJ EDQN nQDQFLQJ�
��6PDOO DQG ODUJH DUH PHDVXUHG UHODWLYH WR DYHUDJH nUP VL]H LQ WKH VDPSOH�

�



6XSHUYLVRU RI %DQNV� LV KLJKHU IRU VPDOO nUPV� UHoHFWLQJ EHWWHU RSSRUWXQLWLHV WR GLYHUVLI\ FUHGLW VRXUFHV

IRU ODUJH nUPV� $OWHUQDWLYHO\� ORZHU EDQN GHEW FRQFHQWUDWLRQ IRU ELJJHU nUPV PD\ UHoHFW FRQVWUDLQWV

LPSRVHG RQ EDQNV E\ WKH 6XSHUYLVRU UHJDUGLQJ WKH DPRXQW RI FUHGLW �DV D IUDFWLRQ RI EDQN HTXLW\� WKDW

FDQ EH H[WHQGHG WR D VLQJOH nUP� 7KHUH DUH QR VXEVWDQWLDO GLmHUHQFHV DFURVV LQGXVWULHV LQ EDQN GHEW

FRQFHQWUDWLRQ DQG RZQHUVKLS FRQFHQWUDWLRQ� 3URnWDELOLW\ DQG VL]H GR� KRZHYHU� YDU\ DFURVV LQGXVWULHV�

� (PSLULFDO $QDO\VLV

,Q WKH QH[W VXEVHFWLRQ ZH EULHo\ VWXG\ WKH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\ RI WKH HQWLUH VDPSOH� ,Q

VXEVHTXHQW VXEVHFWLRQV ZH SURFHHG WR WKH DQDO\VLV RI FRQoLFW RI LQWHUHVW LQ XQLYHUVDO EDQNLQJ� FRPSDULQJ

WKH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\ DQG WKH VWRFN UHWXUQV RI ,32 nUPV ZLWK DQG ZLWKRXW EDQN OHQGHUV

ZKR ZHUH DOVR LQYROYHG LQ WKH ,32 DV XQGHUZULWHUV RU IXQG PDQDJHUV�

��� 3RVW�LVVXH DFFRXQWLQJ SHUIRUPDQFH

:H H[DPLQH ZKHWKHU SURnWDELOLW\ FKDQJHV IROORZLQJ DQ ,32 E\ UXQQLQJ WKH IROORZLQJ UHJUHVVLRQ� 7KH

GHSHQGHQW YDULDEOH LV D PHDVXUH RI SURnWDELOLW\ �GHVFULEHG ODWHU�� 7KH PDLQ UHJUHVVRU LV D GXPP\

YDULDEOH� ,668(� WKDW WDNHV WKH YDOXH ]HUR IRU nUP�\HDUV SULRU WR WKH ,32 DQG WKH YDOXH RQH IRU nUP�

\HDUV IROORZLQJ WKH ,32� LQFOXGLQJ WKH ,32 \HDU� ,668( LV� WKHUHIRUH� D VWDWXV YDULDEOH WKDW VSOLWV WKH

VDPSOH LQWR SXEOLFO\ WUDGHG DQG SULYDWHO\ RZQHG nUPV� 7KH HVWLPDWHG FRHpFLHQW RI ,668( UHSUHVHQWV

WKH PDUJLQDO HmHFW RI WKH FKDQJH LQ VWDWXV RQ WKH GHSHQGHQW YDULDEOH�

7R FRQWURO IRU SRWHQWLDO GLmHUHQFHV LQ FRUSRUDWH JRYHUQDQFH DFURVV WKH nUPV LQ RXU VDPSOH ZH LQ�

FOXGH DV UHJUHVVRUV PHDVXUHV RI RZQHUVKLS FRQFHQWUDWLRQ� EDQN GHEW FRQFHQWUDWLRQ� DQG OHYHUDJH� $V D

PHDVXUH RI RZQHUVKLS FRQFHQWUDWLRQ ZH XVH /*2:1� WKH WRWDO VKDUH RI WKH nUP
V HTXLW\ KHOG E\ ODUJH

VKDUHKROGHUV� 6LQFH WKH SUH�,32 KROGLQJV DUH DYDLODEOH RQO\ IRU WKH \HDU SULRU WR WKH ,32� ZH DVVXPH

��WKDW WKH RZQHUVKLS VWUXFWXUH GRHV QRW FKDQJH DFURVV WKH WZR \HDUV SULRU WR WKH ,32� ,I ODUJH VKDUH�

KROGHUV GLVFLSOLQH PDQDJHUV� RU LI PDQDJHUV DUH WKHPVHOYHV ODUJH VKDUHKROGHUV �/*2:1 LQFOXGHV HTXLW\

RZQHG E\ VHQLRU RpFHUV RI WKH FRPSDQ\� WKHQ ZH ZRXOG H[SHFW WKLV YDULDEOH WR KDYH D SRVLWLYH HmHFW

��RQ SURnWDELOLW\� &DXVDOLW\ PD\� RI FRXUVH� UXQ LQ WKH RWKHU GLUHFWLRQ ZLWK SHUIRUPDQFH LQoXHQFLQJ

��7KLV LV QRW D VWURQJ DVVXPSWLRQ VLQFH LQ WKH \HDU SULRU WR WKH ,32 ODUJH VKDUHKROGHUV KROG ���� SHUFHQW RI WKH HTXLW\

RQ DYHUDJH�
��6LQFH WKH FRUUHODWLRQ RI /*2:1 DQG WKH +HUnQGDKO LQGH[ RI RZQHUVKLS FRQFHQWUDWLRQ LV KLJK� ZH GR QRW LQFOXGH ERWK

YDULDEOHV DV UHJUHVVRUV� :H IXUWKHU FRQVWUXFW &(2 VKDUHKROGLQJ DV IROORZV� 7KH IUDFWLRQ RI HTXLW\ KHOG E\ WKH &(2 LV IURP

WKH ODUJH VKDUHKROGHUV DQG FRPSDQ\ H[HFXWLYHV UHSRUWV SXEOLVKHG DQQXDOO\ E\ WKH 7HO $YLY 6WRFN ([FKDQJH� 7KH &(2
V
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RZQHUVKLS FRQFHQWUDWLRQ �D ?VPDUW PRQH\� HmHFW�� :H GLVFXVV WKLV SRVVLELOLW\ ZKHQ ZH SUHVHQW WKH

HPSLULFDO UHVXOWV�

,I EDQNV LQGHHG PRQLWRU nUPV� WKHQ LW LV UHDVRQDEOH WR H[SHFW WKDW PRQLWRULQJ ZLOO EH PRUH HmHFWLYH

IRU nUPV ZLWK KLJKHU GHEW FRQFHQWUDWLRQ� $ EDQN WKDW OHQGV ODUJH DPRXQWV WR D nUP PD\ KDYH D

JUHDWHU LQFHQWLYH WR UHGXFH PDQDJHULDO ZDVWH� DV ZHOO DV JUHDWHU LQoXHQFH RQ WKH EHKDYLRU RI PDQDJHUV�

HVSHFLDOO\ LI WKH nUP REWDLQV D ODUJH IUDFWLRQ RI LWV GHEW IURP WKLV EDQN� :H� WKHUHIRUH� LQFOXGH WKH

YDULDEOH +5)&5('� D +HUnQGDKO LQGH[ RI FRQFHQWUDWLRQ RI WKH nUP
V EDQN GHEW� DV D UHJUHVVRU�

$Q ,32� LQ DQG RI LWVHOI� LV DFFRPSDQLHG E\ ORZHU OHYHUDJH� $FFRUGLQJ WR WKH IUHH FDVK oRZ K\SRWKHVLV

��WKLV VKRXOG IDFLOLWDWH PDQDJHULDO HPSLUH EXLOGLQJ� DQG VKRXOG OHDG WR ORZHU SURnWV� :H� WKHUHIRUH�

LQFOXGH /(9(5$*(� WKH UDWLR RI WRWDO GHEW WR OLDELOLWLHV� DV D UHJUHVVRU� 2WKHU ULJKW KDQG VLGH YDULDEOHV

DUH 6,=(� WKH VL]H RI WKH nUP
V EDODQFH VKHHW� DQG $*(� WKH QXPEHU RI \HDUV VLQFH LQFRUSRUDWLRQ� :H

LQFOXGH \HDU GXPPLHV WR FRQWURO IRU DJJUHJDWH \HDU�VSHFLnF HmHFWV DQG LQGXVWU\ GXPPLHV WR FRQWURO IRU

LQGXVWU\�VSHFLnF HmHFWV�

7R HQVXUH WKDW WKH UHVXOWV DUH UREXVW� ZH H[SHULPHQW ZLWK YDULRXV PHDVXUHV RI SURnWDELOLW\ DQG ZLWK

DOWHUQDWLYH HPSLULFDO VSHFLnFDWLRQV� $V OHIW KDQG VLGH YDULDEOHV ZH XVH QHW SURnWV QRUPDOL]HG E\ VDOHV

�352)�� RSHUDWLQJ SURnWV QRUPDOL]HG E\ VDOHV �23(5$7�� WKH UHWXUQ RQ DVVHWV �52$�� DQG WKH UHWXUQ

RQ HTXLW\ �52(�� 7KH UHVXOWV DUH TXDOLWDWLYHO\ VLPLODU� DQG ZH SURFHHG LQ WKH UHPDLQGHU RI WKH SDSHU

ZLWK 352)� QHW SURnWV QRUPDOL]HG E\ VDOHV�

,Q RXU SUHIHUUHG VSHFLnFDWLRQ� WKH YDULDEOHV DUH PHDVXUHG LQ OHYHOV� ZKHUH REVHUYDWLRQV DUH nUP�\HDUV�

7KH LQWHUSUHWDWLRQ RI UHJUHVVLRQV LQ OHYHOV IRU nUP�\HDUV �?SRROHG� GDWD� LV WKDW HYHU\ \HDU� JLYHQ WKH

H[SODQDWRU\ YDULDEOHV� WKH GHSHQGHQW YDULDEOH LV GHWHUPLQHG IRU HDFK nUP LQGHSHQGHQWO\ RI SUHYLRXV RU

VXEVHTXHQW \HDUV� 7R QHXWUDOL]H SRWHQWLDO nUP�VSHFLnF HmHFWV� ZH DOVR WU\ D VSHFLnFDWLRQ ZLWK n[HG�

HmHFWV �XVLQJ WKH SURnWDELOLW\ PHDVXUH 352)�� PHDVXULQJ HDFK YDULDEOH DV D GHYLDWLRQ IURP LWV PHDQ�

��ZKHUH WKH PHDQ LV FDOFXODWHG IRU HDFK nUP RYHU WKH \HDUV LQ WKH VDPSOH� )RU $*( DQG ,668( ZH

LQFOXGH WKH DFWXDO YDULDEOH �QRW WKH GHYLDWLRQ IURP WKH PHDQ�� 7KH UHVXOWV �UHSRUWHG ODWHU� DUH RYHUDOO

QDPH LV IURP WKH 7HO $YLY 6WRFN ([FKDQJH <HDUERRN� SXEOLVKHG E\ *OREV� 5HJUHVVLRQV RI YDULRXV SURnWDELOLW\ PHDVXUHV RQ
&(2 KROGLQJV \LHOG QR VWDWLVWLFDOO\ VLJQLnFDQW UHVXOWV� DQG DUH QRW UHSRUWHG� $OVR RI SRWHQWLDO LQWHUHVW LV D GHFRPSRVLWLRQ
RI /*2:1 WR nQHU FDWHJRULHV� LQ SDUWLFXODU GLUHFW KROGLQJV E\ EDQNV� 6LQFH RXU IRFXV KHUH LV QRW RQ FRUSRUDWH JRYHUQDQFH
SHU VH �ZH RQO\ ZDQW WR FRQWURO IRU RZQHUVKLS E\ ODUJH VKDUHKROGHUV�� DQG VLQFH WKLV GHFRPSRVLWLRQ LV QRW VWUDLJKWIRUZDUG
�H�J�� LW FDQQRW EH FDUULHG RXW IXOO\ IRU RQH RI WKH ODUJHVW EDQNV�� ZH VWLFN WR WKH YDULDEOH /*2:1�

��-HQVHQ �������
��/HW [ GHQRWH D YDULDEOH IRU nUP L LQ \HDU W� /HW x[ EH WKH DYHUDJH RI [ RYHU WKH \HDUV IRU ZKLFK ZH KDYH REVHUYDWLRQVLW L LW

UHJDUGLQJ nUP L� :H LQFOXGH LQ WKH UHJUHVVLRQV WKH YDULDEOH [ b x[ � 7KH nUP n[HG�HmHFWV ZDVK RXW� RI FRXUVH� ZKLOH WKHLW L

WLPH n[HG�HmHFWV DUH FDSWXUHG E\ WKH IRXU \HDU GXPPLHV DQG D FRQVWDQW�
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��VLPLODU�

$QRWKHU HFRQRPHWULF LVVXH LV WKDW nUP�\HDU REVHUYDWLRQV PD\ QRW EH LQGHSHQGHQW RYHU WLPH� 6LQFH

WKH FURVV�VHFWLRQDO GLPHQVLRQ RI WKH VDPSOH IDU H[FHHGV WKH WLPH�VHULHV GLPHQVLRQ� VHULDO FRUUHODWLRQ LQ

WKH GDWD LV QRW OLNHO\ WR FRQVWLWXWH D VHULRXV SUREOHP� 1HYHUWKHOHVV� ZKHQ ZH WHVW IRU SRWHQWLDO FRQoLFW RI

LQWHUHVW ZH DOVR WU\ WKH IROORZLQJ VSHFLnFDWLRQ WKDW DGGUHVVHV WKLV LVVXH� :H FRPSXWH WKH DYHUDJH YDOXH

RI 352) LQ WKH \HDUV EHIRUH WKH ,32 DQG LQ WKH \HDUV IROORZLQJ WKH ,32� DQG FRPSXWH WKH GLmHUHQFH�

'352)� :H WKHQ FKHFN ZKHWKHU '352) LV DmHFWHG E\� H�J�� ZKHWKHU nUPV KDG D EDQN XQGHUZULWHU�

OHQGHU� $V ZH UHSRUW ODWHU� WKH UHVXOWV RI WKLV VSHFLnFDWLRQ DUH VLPLODU�

2XU GDWD DOORZ XV WR FDOFXODWH EDQN GHEW FRQFHQWUDWLRQ RQO\ IRU D VXEVHW RI WKH nUP�\HDUV LQ RXU

VDPSOH� ,I LQ D SDUWLFXODU \HDU D nUP LV GHnQHG DV ODUJH ERUURZHU E\ WKH 6XSHUYLVRU RI %DQNV �VHH 6HFWLRQ �

IRU WKH FULWHULD� LQIRUPDWLRQ UHJDUGLQJ LWV EDQN GHEW LQ WKDW \HDU LV DYDLODEOH� 6LQFH LQYHVWPHQW� SURnW

UHWHQWLRQ� DQG nQDQFLQJ SROLFLHV RI nUPV GHWHUPLQH ZKHWKHU WKH\ FKRRVH WR EHFRPH ODUJH ERUURZHUV�

WKHUH LV SRWHQWLDO VHOHFWLRQ ELDV LQ RXU VDPSOH� ZKLFK LV FRUUHFWHG DV IROORZV� 8VLQJ WKH HQWLUH SRSXODWLRQ

RI PDQXIDFWXULQJ nUPV SXEOLFO\ WUDGHG RQ WKH 7HO $YLY 6WRFN ([FKDQJH� RI ZKLFK DSSUR[LPDWHO\ ��

SHUFHQW DUH QRW GHnQHG DV ODUJH ERUURZHUV� ZH UXQ D SURELW UHJUHVVLRQ ZKHUH WKH GHSHQGHQW YDULDEOH LV D

GXPP\ YDULDEOH WKDW WDNHV WKH YDOXH RQH ZKHQ WKH nUP LV D ODUJH ERUURZHU� $V H[SODQDWRU\ YDULDEOHV ZH

LQFOXGH WKH nUPV
 DJH� VL]H� DQG LQGXVWU\ GXPPLHV� 7KH FRHpFLHQWV RI DJH DQG RI VHYHUDO RI WKH LQGXVWU\

GXPPLHV DUH KLJKO\ VLJQLnFDQW� ZKHUHDV VL]H LV QRW� 7KHQ� WR FRQWURO IRU SRWHQWLDO VHOHFWLRQ ELDV LQ WKH

SURnWDELOLW\ UHJUHVVLRQV� ZH LQFOXGH WKH ,QYHUVH 0LOO
V 5DWLR �WKDW ZDV HVWLPDWHG LQ WKH SURELW SURFHGXUH�

��DV D UHJUHVVRU�

$V ZLOO EH VKRZQ ODWHU� WKH ,QYHUVH 0LOO
V 5DWLR REWDLQHG IURP WKLV ODUJH ERUURZHU SURELW UHJUHVVLRQ

LV QRW VWDWLVWLFDOO\ VLJQLnFDQW DV DQ H[SODQDWRU\ YDULDEOH LQ WKH SURnWDELOLW\ UHJUHVVLRQV� VXJJHVWLQJ WKDW

WKH SURnWDELOLW\ RI ODUJH ERUURZHUV LV QRW GLmHUHQW RQ DYHUDJH IURP WKDW RI RWKHU nUPV� )XUWKHUPRUH�

EDQN GHEW FRQFHQWUDWLRQ� +(5)&5('� LV QRW VWDWLVWLFDOO\ VLJQLnFDQW LQ DOO WKH SURnWDELOLW\ UHJUHVVLRQV

ZKLFK VXJJHVWV WKDW LI EDQNV KDYH D PRQLWRULQJ UROH LW GRHV QRW GHFUHDVH ZKHQ nUPV ERUURZ IURP VHYHUDO

EDQNV� ,Q OLJKW RI WKLV� DQG VLQFH WKH LQFOXVLRQ RI EDQN GHEW FRQFHQWUDWLRQ DV D UHJUHVVRU UHGXFHV WKH

VDPSOH IURP DERXW ��� WR ��� nUP�\HDUV� ZH DOVR UHSRUW UHJUHVVLRQV XVLQJ WKH IXOO VDPSOH RI nUPV �QRW

RQO\ ODUJH ERUURZHUV�� RPLWWLQJ WKH YDULDEOH +5)&5('� 7KHVH UHJUHVVLRQV \LHOG YHU\ VLPLODU UHVXOWV�

$QRWKHU VDPSOH VHOHFWLRQ LVVXH LV WKDW RXU GDWD VHW LQFOXGHV RQO\ nUPV WKDW ZHQW SXEOLF� 7KH

��$ VSHFLnFDWLRQ FRPELQLQJ OHYHOV DQG GLmHUHQFHV DOVR \LHOGV VLPLODU UHVXOWV�
��6LQFH SURnWDELOLW\ LV WKH GHSHQGHQW YDULDEOH� QDPHO\ ZH UHJDUG LW DV DQ HQGRJHQRXV YDULDEOH ZKLFK LV GHWHUPLQHG HYHU\

\HDU DV D IXQFWLRQ RI nUP FKDUDFWHULVWLFV� ZH GLG QRW LQFOXGH LW DV D UHJUHVVRU LQ WKH SURELW DQDO\VLV�
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LQWHUSUHWDWLRQ RI WKH FRHpFLHQWV RI YDULDEOHV VXFK DV /*2:1 DQG +5)&5(' LV� WKHUHIRUH� OLPLWHG WR

SXEOLFO\ WUDGHG nUPV� 7R JHQHUDOL]H WKH UHVXOWV WR DOO nUPV RQH PXVW FRQWURO IRU SRWHQWLDO VHOHFWLRQ

HmHFWV LQ WKH JRLQJ SXEOLF GHFLVLRQ� EXW ZH KDYH EHHQ XQDEOH WR REWDLQ D JRRG VDPSOH RI SULYDWHO\ KHOG

PDQXIDFWXULQJ nUPV WKDW FRXOG EXW GLG QRW JR SXEOLF� 7KLV LV QRW FHQWUDO IRU RXU VWXG\� HVSHFLDOO\

QRW IRU WKH PDLQ TXHVWLRQ UHJDUGLQJ WKH HmHFW RI EDQN XQGHUZULWLQJ� OHQGLQJ� DQG IXQG PDQDJHPHQW RQ

��SRVW�,32 SHUIRUPDQFH�

��7KH UHVXOWV DUH GLVSOD\HG LQ 7DEOH �� ,Q DOO WKH UHJUHVVLRQV DQG IRU DOO WKH SURnWDELOLW\ PHDVXUHV�

WKHUH LV D FOHDUO\ YLVLEOH DQG VWDWLVWLFDOO\ VLJQLnFDQW GHFOLQH LQ SURnWDELOLW\ DIWHU DQ ,32� DV FDQ EH VHHQ

IURP WKH QHJDWLYH DQG KLJKO\ VWDWLVWLFDOO\ VLJQLnFDQW QHJDWLYH FRHpFLHQW RI WKH VWDWXV YDULDEOH ,668(�

7KH UHVXOWV IRU WKH HQWLUH VDPSOH �L�H�� QRW RQO\ IRU ODUJH ERUURZHUV� DUH YHU\ VLPLODU� VHH WKH ODVW FROXPQ

RI WKH WDEOH�

7KH PDJQLWXGH RI WKH FRHpFLHQW RI ,668( LV LQWHUSUHWHG DV IROORZV� &RQWUROOLQJ IRU WKH GLOXWLRQ RI

RZQHUVKLS� IRU SRWHQWLDO FKDQJHV LQ EDQN GHEW FRQFHQWUDWLRQ� DQG RWKHU YDULDEOHV� WKH FKDQJH LQ VWDWXV

IURP D IXOO\ SULYDWHO\ KHOG FRPSDQ\ WR D SXEOLFO\ WUDGHG FRPSDQ\ LQGXFHV D GHFUHDVH LQ SURnWDELOLW\ RI�

H�J�� ��� SHUFHQWDJH SRLQWV �WKH nUVW FROXPQ RI 7DEOH ��� &RPSDUHG WR WKH ��� SHUFHQW DYHUDJH SURnWDELOLW\

��LQ RXU VDPSOH �7DEOH ��� WKH GHFUHDVH LQ SURnWDELOLW\ LV VXEVWDQWLDO� 7KH UHVXOWV RI UHJUHVVLRQV ZLWK

GLmHUHQW SURnWDELOLW\ PHDVXUHV DUH SUHVHQWHG WR HPSKDVL]H WKH UREXVWQHVV RI WKH nQGLQJV� EXW RXU IRFXV

IURP QRZ RQ ZLOO EH RQ WKH UHJUHVVLRQ ZLWK 352) DV WKH GHSHQGHQW YDULDEOH�

,Q DOO WKH UHJUHVVLRQV WKHUH LV D VWURQJ DQG KLJKO\ VLJQLnFDQW QHJDWLYH HmHFW RI OHYHUDJH RQ SURnWDELOLW\�

,I KLJKHU OHYHUDJH LV DVVRFLDWHG ZLWK KLJKHU ULVN WKHQ� LQ DQ HpFLHQW PDUNHW� LW VKRXOG EH DVVRFLDWHG ZLWK

KLJKHU SURnWDELOLW\� ,I OHYHUDJH LPSRVHV GLVFLSOLQH RQ PDQDJHUV� KLJKHU OHYHUDJH VKRXOG DOVR HQWDLO KLJKHU

��SURnWDELOLW\� 7KH QHJDWLYH FRHpFLHQW RI OHYHUDJH LV QRW FRQVLVWHQW ZLWK HLWKHU RI WKHVH LQWHUSUHWDWLRQV�

��3DJDQR� 3DQHWWD� DQG =LQJDOHV ������ SHUIRUP D FRPSUHKHQVLYH HPSLULFDO VWXG\ RI WKH JRLQJ SXEOLF GHFLVLRQ� XVLQJ DQ
LPSUHVVLYH GDWD VHW WKDW LQFOXGHV DFFRXQWLQJ LQIRUPDWLRQ IRU D ODUJH VDPSOH RI SULYDWHO\ DQG SXEOLFO\ KHOG nUPV� 7KH\ nQG
WKDW WKH OLNHOLKRRG RI JRLQJ SXEOLF LV JUHDWHU WKH KLJKHU WKH PDUNHW�WR�ERRN UDWLR DW ZKLFK nUPV LQ WKH VDPH LQGXVWU\ WUDGH�
,Q DGGLWLRQ� IDVWHU JURZLQJ� ODUJHU� DQG PRUH SURnWDEOH FRPSDQLHV DUH DOVR PRUH OLNHO\ WR JR SXEOLF�

��,Q WKLV WDEOH ZH GR QRW �\HW� WHVW IRU FRQoLFW RI LQWHUHVW�
��%\ LQFOXGLQJ ,668( DV D UHJUHVVRU ZH DUH LQ IDFW UHJDUGLQJ WKH WLPLQJ RI WKH ,32 DV EHLQJ FKRVHQ LQGHSHQGHQWO\ RI

SURnWDELOLW\� �7KH GHFLVLRQ ZKHWKHU WR JR SXEOLF LV QRW UHOHYDQW KHUH VLQFH DOO WKH nUPV LQ RXU VDPSOH JR SXEOLF HYHQWXDOO\��
7KH PDJQLWXGH RI WKH FRHpFLHQW RI ,668( LQ WKH UHJUHVVLRQV XVLQJ 52$ DQG 52( LV ODUJHU WKDQ LQ WKH UHJUHVVLRQ XVLQJ
352)� ZKLFK LV PRVW OLNHO\ GXH WR WKH IDFW WKDW ZKHQ QHZ FDSLWDO LV UDLVHG� WRWDO DVVHWV DQG WRWDO HTXLW\ LQFUHDVH ULJKW
DZD\ ZKHUHDV WKH UHWXUQ WR QHZ LQYHVWPHQW WDNHV WLPH WR PDWHULDOL]H� 7KH SURnW WR VDOHV DQG WKH RSHUDWLQJ SURnW WR VDOHV
UDWLRV DUH QRW DXWRPDWLFDOO\ DmHFWHG E\ QHZ HTXLW\ RU QHZ DVVHWV RQ WKH EDODQFH VKHHW�

��$ SRWHQWLDO LQWHUSUHWDWLRQ LV WKDW OHYHUDJH SUR[LHV IRU LQYHVWPHQW VLQFH nUPV WKDW PDNH ODUJH LQYHVWPHQWV LQ SODQWV DQG
HTXLSPHQW DUH OLNHO\ WR ERUURZ DJDLQVW WKHVH DVVHWV� 7KHVH LQYHVWPHQWV PD\ PDWXUH VORZO\ UHVXOWLQJ LQ ORZ SURnWDELOLW\
IRU D IHZ \HDUV� $FFRUGLQJ WR WKLV LQWHUSUHWDWLRQ� WKH FRHpFLHQW RI ,668( VKRXOG EH UHJDUGHG DV WKH FKDQJH LQ SURnWDELOLW\
FRQWUROOLQJ IRU WKH DPRXQW RI LQYHVWPHQW LQ FROODWHUDOL]DEOH DVVHWV�
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7KH FRHpFLHQW RI /*2:1 LV LQ JHQHUDO SRVLWLYH DQG RIWHQ VWDWLVWLFDOO\ VLJQLnFDQW� 7KLV LV FRQVLVWHQW

��ZLWK WKH LGHD WKDW ODUJH VKDUHKROGHUV SOD\ DQ LPSRUWDQW UROH LQ FRUSRUDWH JRYHUQDQFH� +RZHYHU� VLQFH

WKH FRHpFLHQW RI /*2:1 PD\ DOVR UHoHFW D ?VPDUW PRQH\� HmHFW_VKDUHKROGHUV RI SURnWDEOH nUPV

��GLOXWH RZQHUVKLS OHVV_ZH GR QRW ZDQW WR IXUWKHU LQWHUSUHW WKH FRHpFLHQW RI WKLV UHJUHVVRU�

)LQDOO\� VLQFH ���� ZDV D ?KRW LVVXH PDUNHW� \HDU RQ WKH 7HO $YLY 6WRFN ([FKDQJH� ORZ TXDOLW\ nUPV

PD\ KDYH WDNHQ DGYDQWDJH RI WKH VWRFN PDUNHW ERRP WR JR SXEOLF� 1HYHUWKHOHVV� LQ D UHJUHVVLRQ �QRW

UHSRUWHG� ZLWK D GXPP\ YDULDEOH WKDW WDNHV WKH YDOXH RQH LQ ����� ����� DQG ���� IRU nUPV WKDW ZHQW

SXEOLF LQ ����� WKH FRHpFLHQW RI WKLV YDULDEOH LV QRW VLJQLnFDQWO\ GLmHUHQW IURP ]HUR� ZKLOH WKH FRHpFLHQWV

��RI WKH RWKHU YDULDEOHV DUH YLUWXDOO\ XQDmHFWHG�

7KH SUHFLVH LQWHUSUHWDWLRQ RI WKH GHFOLQH LQ SURnWDELOLW\ IROORZLQJ DQ ,32 LV QRW FHQWUDO IRU RXU

DQDO\VLV RI SRWHQWLDO FRQoLFW RI LQWHUHVW LQ XQLYHUVDO EDQNLQJ� 2XU PDLQ FRQFHUQ ZLOO EH ZKHWKHU WKH

GHFOLQH LQ SURnWDELOLW\ RI nUPV ZKRVH OHQGLQJ EDQN ZDV DOVR LQYROYHG LQ WKH ,32 LV ODUJHU RU VPDOOHU

WKDQ DYHUDJH� 6XFK GLmHUHQFHV DFURVV nUPV LQ SRVW�,32 SHUIRUPDQFH DUH OLNHO\ GULYHQ E\ FRQVLGHUDWLRQV

��UHODWHG WR XQLYHUVDO EDQNLQJ�

��6KOHLIHU DQG 9LVKQ\ ������ ������
��)RU PRVW nUPV LQ WKH VDPSOH� /*2:1 LV DOPRVW FRQVWDQW WKURXJK WLPH �H[FHSW LQ WKH \HDU RI WKH ,32�� 7KHUHIRUH�

LQ WKH n[HG�HmHFWV UHJUHVVLRQ� WKH YDULDEOH /*2:1 IRU D JLYHQ nUP GRHV QRW YDU\ PXFK DURXQG LWV WLPH DYHUDJH �VHH
IRRWQRWH ���� DQG ZLOO KDYH OLWWOH H[SODQDWRU\ SRZHU�

��:H DOVR WULHG VSHFLnFDWLRQV ZLWK WKH YDULDEOHV ORJ�$*(� $*( VTXDUHG� DQG VLPLODUO\ IRU 6,=(� REWDLQLQJ DOPRVW LGHQWLFDO
UHVXOWV�

��,W LV ZRUWK SRLQWLQJ RXW WKDW WKH GHFOLQH LQ DFFRXQWLQJ SURnWDELOLW\ IROORZLQJ DQ ,32 LV DQ HPSLULFDO UHJXODULW\ WKDW VHHPV
WR WUDQVFHQG WKH VWUXFWXUH RI WKH nQDQFLDO V\VWHP DQG WKH UHJXODWRU\ HQYLURQPHQW� -DLQ DQG .LQL ������ DQG 0LNNHOVRQ�
3DUWFK� DQG 6KDK ������ GRFXPHQW WKH SKHQRPHQRQ IRU WZR VDPSOHV RI 86 nUPV� 3DJDQR� 3DQHWWD� DQG =LQJDOHV ������ IRU
D VDPSOH RI ,WDOLDQ nUPV� DQG LQ WKLV VWXG\ ZH nQG WKH VDPH UHVXOW IRU ,VUDHOL nUPV� 'H*HRUJH DQG =HFNKDXVHU ������ nQG
VLPLODU UHVXOWV IRU D VDPSOH RI UHYHUVH OHYHUDJHG EX\RXWV LQ WKH 8QLWHG 6WDWHV� 3RWHQWLDO H[SODQDWLRQV RI WKH SKHQRPHQRQ
LQFOXGH SUH�,32 ZLQGRZ GUHVVLQJ �DOWKRXJK ZH ZLOO VKRZ WKDW RXU UHVXOWV UHJDUGLQJ SRWHQWLDO FRQoLFW RI LQWHUHVW DUH QRW
GULYHQ E\ ZLQGRZ GUHVVLQJ�� DQG UHGXFWLRQ LQ EDQN PRQLWRULQJ GXH WR WKH ORZHU GHSHQGHQFH RI nUPV RQ FUHGLWRU EDQNV
�DOWKRXJK DQ ,32 PD\ LPSURYH PRQLWRULQJ E\ DOORZLQJ PDQDJHULDO FRPSHQVDWLRQ WR EH FRQGLWLRQHG RQ VWRFN SULFH SHUIRU�
PDQFH� VHH +�ROPVWURP DQG 7LUROH ������ 2XU nQGLQJV DUH FRQVLVWHQW ZLWK WKH UHGXFWLRQ LQ EDQN PRQLWRULQJ LQWHUSUHWDWLRQ�
\HW ZH GR QRW GHWHFW D VLJQLnFDQW HmHFW RI EDQN GHEW FRQFHQWUDWLRQ RQ SURnWDELOLW\� :KDW VHHPV WR PDWWHU IRU SURnWDELOLW\
LV WKH VWDWXV RI WKH nUP_ZKHWKHU LW LV D SXEOLFO\ WUDGHG FRPSDQ\ RU ZKHWKHU LW LV �VWLOO� XQGHU WKH H[FOXVLYH VXSHUYLVLRQ RI
ODUJH VKDUHKROGHUV DQG EDQNV� 7KH GHFOLQH LQ SRVW�,32 SHUIRUPDQFH LQ RXU VDPSOH LV QRW GULYHQ E\ D ?KRW LVVXH PDUNHW�
HmHFW� DQG VLQFH ZH FRQWURO IRU DJH� WKH PHDVXUHG GHFOLQH LQ SURnWDELOLW\ LV QRW VLPSO\ GXH WR D QDWXUDO ?OLIH F\FOH� LQ

WKH nQDQFLQJ SDWWHUQV RI nUPV� 2I FRXUVH� ZH FDQQRW UXOH RXW WKH SRVVLELOLW\ WKDW nUPV JR SXEOLF ZKHQ WKH\ IHHO WKDW

SURnWDELOLW\ KDV UHDFKHG D SHDN� DV SRLQWHG RXW LQ VRPH RI WKH DERYH PHQWLRQHG VWXGLHV�

��



��� 3RVW�,32 DFFRXQWLQJ SURnWDELOLW\ DQG XQLYHUVDO EDQNLQJ� &RQoLFW RI LQWHUHVW RU

VXSHULRU LQIRUPDWLRQ"

7R PHDVXUH WKH HmHFW RI EDQN XQGHUZULWLQJ DQG OHQGLQJ RQ SRVW�,32 SURnWDELOLW\� ZH FRQVWUXFW D GXPP\

YDULDEOH WKDW WDNHV WKH YDOXH RQH LI D EDQN VHUYHG DV D OHDGLQJ XQGHUZULWHU RI WKH nUP
V ,32 DQG WKH

nUP ZDV D ODUJH ERUURZHU IURP WKH VDPH EDQN LQ WKH ,32 \HDU� ZKHUH OHDGLQJ XQGHUZULWHUV DUH LGHQWLnHG

LQ WKH ,32 SURVSHFWXV DQG ?ODUJH ERUURZHU� LV GHnQHG E\ WKH 6XSHUYLVRU RI %DQNV �VHH VXEVHFWLRQ � IRU

WKH FULWHULD�� 7KH YDULDEOH WDNHV WKH YDOXH RQH IRU URXJKO\ RQH WKLUG RI WKH nUPV LQ WKH VDPSOH� :H ZLOO

UHIHU WR WKLV YDULDEOH DV WKH EDQN XQGHUZULWHU�OHQGHU GXPP\� :H DOVR FRQVWUXFW WKH YDULDEOH 5(3$<�

WKH IUDFWLRQ RI WKH ,32 SURFHHGV GHVLJQDWHG LQ WKH ,32 SURVSHFWXV IRU WKH UHSD\PHQW RI EDQN GHEW�

WKDW ZH LQWHUDFW ZLWK WKH EDQN XQGHUZULWHU�OHQGHU GXPP\� )RU HDFK nUP� WKH EDQN XQGHUZULWHU�OHQGHU

GXPP\ WDNHV WKH VDPH YDOXH LQ DOO \HDUV� EHIRUH DQG DIWHU WKH ,32� 7KH YDULDEOH 5(3$< DOVR WDNHV WKH

VDPH YDOXH LQ DOO \HDUV� EHIRUH DQG DIWHU WKH ,32� (FRQRPHWULFDOO\� WKHVH YDULDEOHV DUH ?FKDUDFWHULVWLFV�

RI WKH nUP� ZKHQ LQWHUDFWHG ZLWK ,668(� WKHLU FRHpFLHQWV PHDVXUH WKHLU PDUJLQDO HmHFW RQ WKH FKDQJH

LQ SURnWDELOLW\ IROORZLQJ DQ ,32�

7KH nUVW WZR FROXPQV LQ 3DQHO $ RI 7DEOH � GLVSOD\ WKH UHVXOWV RI SURnWDELOLW\ UHJUHVVLRQV� IRU WKH

VDPSOH RI ODUJH ERUURZHUV DQG IRU WKH HQWLUH VDPSOH� UHVSHFWLYHO\� ZLWK WKH EDQN XQGHUZULWHU�OHQGHU

GXPP\ DV DQ DGGLWLRQDO UHJUHVVRU� 7KH LQFOXVLRQ RI WKLV YDULDEOH GRHV QRW DmHFW WKH FRHpFLHQWV RI WKH

RWKHU UHJUHVVRUV� DQG LWV FRHpFLHQW LV SRVLWLYH EXW QRW VLJQLnFDQWO\ GLmHUHQW IURP ]HUR�

7KH WKLUG DQG IRXUWK FROXPQV LQ 3DQHO $ RI 7DEOH � GLVSOD\ WKH UHVXOWV RI SURnWDELOLW\ UHJUHVVLRQV

ZLWK WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ LQWHUDFWHG ZLWK WKH VWDWXV YDULDEOH ,668(� 7KH FRHpFLHQW RI

WKLV YDULDEOH PHDVXUHV WKH FKDQJH LQ SURnWDELOLW\ IROORZLQJ WKH ,32 RI nUPV ZLWK D EDQN XQGHUZULWHU�

��OHQGHU DERYH DQG EH\RQG WKH FKDQJH LQ SURnWDELOLW\ RI WKH RWKHU nUPV� 7KH FRHpFLHQW LV SRVLWLYH DQG

VWDWLVWLFDOO\ VLJQLnFDQW LQ ERWK UHJUHVVLRQV� DQG WKH FRHpFLHQWV RI WKH RWKHU UHJUHVVRUV DUH QRW DmHFWHG�

7KH FRHpFLHQW LV DOVR HFRQRPLFDOO\ VLJQLnFDQW� 7KH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\ RI nUPV ZLWK D

EDQN XQGHUZULWHU�OHQGHU GHFOLQHV E\ ��� RU ��� SHUFHQWDJH SRLQWV OHVV WKDQ DYHUDJH �VHH FROXPQV � DQG �

LQ 3DQHO $� 7DEOH ��� :KHQ ERWK WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ DQG WKH EDQN XQGHUZULWHU�OHQGHU

GXPP\ LQWHUDFWHG ZLWK ,668( DUH LQFOXGHG DV UHJUHVVRUV� WKH VLJQ DQG VLJQLnFDQFH OHYHOV RI YLUWXDOO\ DOO

WKH FRHpFLHQWV GR QRW FKDQJH� LQFOXGLQJ WKH FRHpFLHQWV RI ,668( DQG RI WKH EDQN XQGHUZULWHU�OHQGHU

��,Q WKLV VSHFLnFDWLRQ� WKH ?HYHQW� �DQG WKH FRUUHVSRQGLQJ GXPP\ YDULDEOH� LV� ?D nUP ZLWK D EDQN XQGHUZULWHU�OHQGHU
KDV JRQH SXEOLF�� $OO SUH�,32 GLmHUHQFHV LQ SHUIRUPDQFH DUH WKHQ DYHUDJHG LQ WKH FRPPRQ LQWHUFHSW� DQG SRVW�LVVXH HmHFWV
RI KDYLQJ D EDQN XQGHUZULWHU�OHQGHU DUH PHDVXUHG E\ WKH FRHpFLHQW RQ WKH LQWHUDFWLRQ GXPP\ YDULDEOH�

��



��GXPP\ LQWHUDFWHG ZLWK ,668(� $V D IXUWKHU WHVW� ZH UXQ WKH VDPH UHJUHVVLRQ �QRW UHSRUWHG� ZLWK WKH

EDQN XQGHUZULWHU�OHQGHU GXPP\ �QRW LQWHUDFWHG ZLWK ,668(� XVLQJ RQO\ SRVW�,32 nUP�\HDUV� L�H� ZLWK

nUPV�\HDUV IRU ZKLFK ,668( �� JHWWLQJ D SRVLWLYH DQG VLJQLnFDQW FRHpFLHQW IRU WKH EDQN XQGHUZULWHU�

OHQGHU GXPP\�

7R FKHFN ZKHWKHU nUPV WKDW DUH DpOLDWHG ZLWK D EDQN� LQ WKH VHQVH FDSWXUHG E\ WKH EDQN XQGHUZULWHU�

OHQGHU GXPP\� GLmHU H[�DQWH IURP RWKHU nUPV LQ WHUPV RI SURnWDELOLW\� ZH UXQ WKH VDPH UHJUHVVLRQ

�QRW UHSRUWHG� XVLQJ RQO\ SUH�,32 nUP�\HDUV� L�H� ZLWK nUP�\HDUV IRU ZKLFK ,668( �� REWDLQLQJ DQ

LQVLJQLnFDQW FRHpFLHQW IRU WKH EDQN XQGHUZULWHU�OHQGHU GXPP\� $V D UREXVWQHVV FKHFN� ZH UXQ D SURELW

UHJUHVVLRQ XVLQJ SUH�,32 GDWD ZKHUH WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ LV WKH GHSHQGHQW YDULDEOH�

nQGLQJ QR D SULRUL VHOI�VHOHFWLRQ SDWWHUQV LQ WKH WKH FKRLFH RI XQGHUZULWHU E\ nUPV� ,Q SDUWLFXODU� WKH

SUH�,32 SURnWDELOLW\ RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU LV QRW GLmHUHQW WKDQ DYHUDJH� 7KXV� LW LV QRW

WKH FDVH WKDW EDQN XQGHUZULWHU�OHQGHUV DWWUDFW PRUH SURnWDEOH nUPV� UDWKHU� WKH\ VXFFHHG LQ LGHQWLI\LQJ

��WKH PRUH SURPLVLQJ nUPV_WKRVH ZKRVH SRVW�LVVXH SURnWDELOLW\ ZLOO WXUQ RXW WR GHFOLQH OHVV�

7KXV� HYHQ WKRXJK LW LV QRW SRVVLEOH WR LGHQWLI\ WKH nUPV IRU ZKLFK SRVW�,32 SHUIRUPDQFH ZLOO GHFOLQH

OHVV WKDQ DYHUDJH RQ WKH EDVLV RI SXEOLFO\ REVHUYHG SUH�,32 LQIRUPDWLRQ DORQH� EDQN XQGHUZULWHUV WKDW

DUH DOVR OHQGHUV VXFFHHG LQ VHOHFWLQJ VXFK nUPV� SUREDEO\ DV D UHVXOW RI SULYDWH LQIRUPDWLRQ DERXW WKHLU

PDQDJHPHQW� FRUSRUDWH FXOWXUH� DQG LQYHVWPHQW RSSRUWXQLWLHV ZKLFK LV JHQHUDWHG WKURXJK WKH OHQGHU�

ERUURZHU UHODWLRQVKLS� 7KH UHVXOWV SURYLGH QR VXSSRUW IRU WKH YLHZ WKDW EDQNV H[SORLW WKH SRWHQWLDO IRU

FRQoLFW RI LQWHUHVW E\ LVVXLQJ WKH VHFXULWLHV RI EHORZ DYHUDJH nUPV� 2Q WKH FRQWUDU\� RXU nQGLQJV UHJDUGLQJ

SRVW�,32 DFFRXQWLQJ SURnWDELOLW\ VXJJHVW WKDW WKH FRPELQDWLRQ RI EDQN OHQGLQJ DQG XQGHUZULWLQJ \LHOGV

EHWWHU LQIRUPHG XQGHUZULWLQJ�

:H IXUWKHU DUJXH WKDW ZLQGRZ GUHVVLQJ FDQQRW H[SODLQ WKH REVHUYHG GLmHUHQFHV LQ SRVW�,32 SHUIRU�

PDQFH EHWZHHQ nUPV ZLWK DQG ZLWKRXW D EDQN XQGHUZULWHU�OHQGHU� ,I ZLQGRZ GUHVVLQJ ZHUH GULYLQJ WKHVH

GLmHUHQFHV� WKH SRVLWLYH FRHpFLHQW RI WKH EDQN XQGHUZULWLQJ DQG OHQGLQJ GXPP\ LQWHUDFWHG ZLWK WKH VWD�

WXV YDULDEOH ,668( ZRXOG EH LQWHUSUHWHG DV LQGLFDWLRQ WKDW nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU ZLQGRZ

��7KLV DOWHUQDWLYH VSHFLnFDWLRQ� ZKLFK LV DOVR YHU\ SODXVLEOH� DOORZV IRU GLmHUHQW LQWHUFHSWV IRU nUPV ZLWK DQG ZLWKRXW D
EDQN XQGHUZULWHU�OHQGHU� QDPHO\� EHIRUH WKH ,32� ZKHQ ,668( �� WKH SURnWDELOLW\ DFURVV VXFK nUPV PD\ EH GLmHUHQW� 7KH
UHVXOWV RI WKLV UHJUHVVLRQ �QRW VKRZQ� DUH YLUWXDOO\ LGHQWLFDO WR WKRVH UHSRUWHG LQ WKH WKLUG FROXPQ RI 3DQHO $� 7DEOH �� DQG
WKH LPSOLHG PDJQLWXGH RI WKH SRVW�,32 GLmHUHQFH LQ SURnWDELOLW\ LV DOVR XQFKDQJHG�

��:H DOVR UXQ WKH VDPH UHJUHVVLRQV XVLQJ RWKHU SURnWDELOLW\ PHDVXUHV �23(5$7� 52(� 52$�� DQG D UHJUHVVLRQ ZLWK
nUP n[HG�HmHFWV� REWDLQLQJ VLPLODU UHVXOWV� )LQDOO\� ZH UHJUHVV '352)� WKH FKDQJH LQ DYHUDJH SURnWDELOLW\� EHIRUH YHUVXV
DIWHU WKH ,32� RQ VHYHUDO YDULDEOHV LQFOXGLQJ WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ REWDLQLQJ D QHJDWLYH FRHpFLHQW IRU WKLV
YDULDEOH� L�H�� WKH GHFOLQH LQ SURnWDELOLW\ LV VPDOOHU IRU nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU� 7KH VDPH UHJUHVVLRQ IRU WKH
ODUJHU VDPSOH� REWDLQHG E\ RPLWWLQJ WKH EDQN GHEW FRQFHQWUDWLRQ YDULDEOH� DOVR \LHOGV D QHJDWLYH DQG VLJQLnFDQW FRHpFLHQW
IRU WKH EDQN XQGHUZULWHU�OHQGHU GXPP\�

��



GUHVV OHVV WKDQ DYHUDJH DQG nUPV ZLWKRXW D EDQN XQGHUZULWHU�OHQGHU ZLQGRZ GUHVV PRUH WKDQ DYHUDJH�

%XW WKHQ� VLQFH ZLQGRZ GUHVVLQJ SULRU WR DQ ,32 PHDQV WUDQVIHUULQJ SURnWV WKURXJK ?FUHDWLYH DFFRXQW�

LQJ� IURP WKH IXWXUH WR WKH SUHVHQW� ZH VKRXOG H[SHFW WKDW nUPV ZLWKRXW D EDQN XQGHUZULWHU�OHQGHU ZLOO

H[KLELW KLJKHU WKDQ DYHUDJH SUH�,32 SURnWDELOLW\ DQG ORZHU WKDQ DYHUDJH SRVW�,32 SURnWDELOLW\� 2XU

UHVXOWV LQGLFDWH� KRZHYHU� WKDW SRVW�,32 SURnWDELOLW\ LV ORZHU WKDQ DYHUDJH IRU nUPV ZLWKRXW D EDQN

XQGHUZULWHU�OHQGHU� EXW SUH�,32 SURnWDELOLW\ LV QRW KLJKHU WKDQ DYHUDJH�

7KH nIWK FROXPQV LQ 3DQHO $ RI 7DEOH � GLVSOD\V WKH UHVXOWV RI D SURnWDELOLW\ UHJUHVVLRQ ZLWK WKH

EDQN XQGHUZULWHU�OHQGHU GXPP\ LQWHUDFWHG ZLWK 5(3$< DV DQ DGGLWLRQDO UHJUHVVRU� 7KH FRHpFLHQW RI

WKLV YDULDEOH LQGLFDWHV ZKHWKHU� IRU nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU� SURnWDELOLW\ LV DmHFWHG E\

WKH IUDFWLRQ RI WKH ,32 SURFHHGV GHVLJQDWHG IRU UHSD\PHQW RI EDQN GHEW� 7KH ODVW FROXPQ GLVSOD\V WKH

UHVXOWV RI D VLPLODU UHJUHVVLRQ ZLWK WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ LQWHUDFWHG ZLWK ERWK 5(3$<

DQG ,668(� FDSWXULQJ ZKHWKHU WKH FKDQJH LQ SURnWDELOLW\ IROORZLQJ DQ ,32 GHSHQGV RQ WKH IUDFWLRQ RI

WKH SURFHHGV GHVLJQDWHG IRU UHSD\PHQW RI EDQN GHEW� 7KH LQFOXVLRQ RI WKHVH YDULDEOHV GRHV QRW DmHFW WKH

FRHpFLHQWV RI WKH RWKHU UHJUHVVRUV� 7KH FRHpFLHQWV RI WKHVH YDULDEOHV DUH SRVLWLYH EXW QRW VLJQLnFDQWO\

GLmHUHQW IURP ]HUR� 7KHVH UHVXOWV VWUHQJWKHQ RXU FRQFOXVLRQ WKDW WKHUH LV QR FRQoLFW RI LQWHUHVW �XVLQJ

SRVW�,32 SURnWDELOLW\ DV D PHDVXUH RI TXDOLW\� LQ WKH FRPELQDWLRQ RI EDQN OHQGLQJ DQG XQGHUZULWLQJ� ,I

EDQNV ZDQWHG WR H[SORLW WKH SRWHQWLDO IRU FRQoLFW RI LQWHUHVW WKH\ ZRXOG KDYH LVVXHG WKH HTXLW\ RI ORZ

TXDOLW\ nUPV WKDW RZH WKHP ODUJH VXPV RI PRQH\ WR KHOS WKHVH nUPV UHSD\ WKHLU EDQN GHEW� :H nQG QR

HYLGHQFH LQ VXSSRUW RI WKLV FODLP�

:H WXUQ WR RXU nUVW WHVW RI FRQoLFW RI LQWHUHVW LQ WKH FRPELQDWLRQ RI EDQN XQGHUZULWLQJ� OHQGLQJ�

DQG IXQG PDQDJHPHQW� 'XULQJ RXU VDPSOH SHULRG� ,32 PDQXIDFWXULQJ nUPV LVVXHG RQ DYHUDJH DERXW

�� SHUFHQW RI WKHLU HTXLW\� :H FRQVWUXFW WKH GXPP\ YDULDEOH )81'/(1' WKDW WDNHV WKH YDOXH RQH

LI D EDQN PDQDJHG LQYHVWPHQW IXQG SXUFKDVHG DW OHDVW � SHUFHQW RI WKH QHZO\ LVVXHG VKDUHV �ZKLFK RQ

DYHUDJH FRQVWLWXWHV DERXW RQH IRXUWK RI WKH LVVXH� GXULQJ WKH nUVW \HDU IROORZLQJ WKH ,32 DQG LI WKH nUP

��ZDV D ODUJH ERUURZHU IURP WKH VDPH EDQN LQ WKH ,32 \HDU� :H WKHQ FRQVWUXFW WKH GXPP\ YDULDEOH

%,*&21) WKDW WDNHV WKH YDOXH RQH LI )81'/(1' � DQG� LQ DGGLWLRQ� WKH VDPH EDQN ZDV D OHDGLQJ

XQGHUZULWHU RI WKH nUP
V ,32� 7KDW LV� %,*&21) LV WKH LQWHUVHFWLRQ RI WKH EDQN XQGHUZULWHU�OHQGHU

GXPP\ DQG )81'/(1'� &RQVLGHU 3DQHO % RI 7DEOH �� 7KH SRLQW HVWLPDWHV RI WKH FRHpFLHQWV RI

)81'/(1'� RI )81'/(1' LQWHUDFWHG ZLWK ,668(� RI %,*&21)� DQG RI %,*&21) LQWHUDFWHG ZLWK

��:H GR QRW KDYH GDWD UHJDUGLQJ WKH DPRXQW RI HTXLW\ SXUFKDVHG E\ EDQN PDQDJHG IXQGV GXULQJ WKH ,32 LWVHOI� DOWKRXJK

LW LV FRPPRQ NQRZOHGJH DPRQJ SUDFWLWLRQHUV WKDW LQVWLWXWLRQDO LQYHVWRUV� DQG EDQN PDQDJHG IXQGV LQ SDUWLFXODU� DUH DFWLYH

EX\HUV LQ ,32V DQG DUH XVXDOO\ WKH nUVW WR VXEPLW SXUFKDVH RUGHUV IRU ,32 VWRFN�

��



,668(� IRU WKH HQWLUH VDPSOH DV ZHOO DV IRU WKH VXE�VDPSOH RI ODUJH ERUURZHUV� DUH SRVLWLYH� DOWKRXJK

QRQH LV VLJQLnFDQWO\ GLmHUHQW IURP ]HUR� &OHDUO\� RQ WKH EDVLV RI SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\� WKHUH

LV QR HYLGHQFH WKDW EDQN PDQDJHG IXQGV ZHUH LQYROYHG LQ SXUFKDVLQJ WKH VWRFN RI WKH OHPRQV�

��� 3RVW�,32 VWRFN UHWXUQV

7KH VDPSOH

7KH DQDO\VLV RI SRVW�,32 VWRFN UHWXUQV LV SHUIRUPHG ZLWK D VDPSOH RI �� ,32V �RXW RI WKH ��� ,32V

XVHG WR VWXG\ SRVW�,32 DFFRXQWLQJ SHUIRUPDQFH�� 7KH UHDVRQ IRU H[FOXGLQJ �� nUPV LV WKDW WKH\ LVVXHG

EXQGOHV RI VWUDLJKW HTXLW\ DQG RWKHU �H�J�� FRQYHUWLEOH� VHFXULWLHV WKDW ZHUH QRW SULFHG VHSDUDWHO\ LQ WKH

,32 GD\� UHQGHULQJ WKH FRPSXWDWLRQ RI H[FHVV UHWXUQV KDUG� 'HVFULSWLYH VWDWLVWLFV IRU WKH VXE�VDPSOH

ZH XVH KHUH DQG WKH �� H[FOXGHG nUPV DUH GLVSOD\HG LQ 3DQHO $ RI 7DEOH �� 7KHUH DUH QR DSSDUHQW

GLmHUHQFHV LQ DYHUDJH SURnWDELOLW\� VL]H� DJH� OHYHUDJH� DQG VKDUHKROGHU RU EDQN GHEW FRQFHQWUDWLRQ�

1HYHUWKHOHVV� WR HQVXUH WKDW ZH GR QRW FUHDWH D VHOHFWLRQ SUREOHP� ZH UXQ D SURELW UHJUHVVLRQ ZKHUH WKH

GHSHQGHQW YDULDEOH LV D GXPP\ IRU LVVXLQJ VXFK EXQGOHV� 7KH FRHpFLHQWV RI DOO WKH H[SODQDWRU\ YDULDEOHV

DUH QRW VLJQLnFDQWO\ GLmHUHQW IURP ]HUR� LQFOXGLQJ DFFRXQWLQJ SURnWDELOLW\ DQG WKH EDQN XQGHUZULWHU�

OHQGHU GXPP\� :H FRQFOXGH WKDW QR DSSDUHQW VHOHFWLRQ ELDV LV FUHDWHG E\ IRFXVLQJ RQ nUPV WKDW GLG

QRW LVVXH EXQGOHV RI VWUDLJKW HTXLW\ DQG RWKHU VHFXULWLHV� $V D IXUWKHU FKHFN� ZH UHSHDW WKH DFFRXQWLQJ

SURnWDELOLW\ UHJUHVVLRQV GHVFULEHG LQ WKH SUHYLRXV VXEVHFWLRQV IRU WKH VXE�VDPSOH RI nUPV LVVXLQJ HTXLW\

RQO\� REWDLQLQJ YHU\ VLPLODU UHVXOWV �QRW VKRZQ��

&DOFXODWLQJ SRVW�,32 VWRFN UHWXUQV

)RU HDFK nUP ZH FDOFXODWH WKH nUVW GD\ UHWXUQV XVLQJ WKH RSHQLQJ DQG FORVLQJ SULFH RQ WKH GD\ RI

WKH ,32� 7R FDOFXODWH WKH H[FHVV �FXPXODWLYH� UHWXUQV GXULQJ WKH nUVW \HDU DIWHU WKH ,32 ZH XVH WKH

IROORZLQJ SURFHGXUH� )RU HDFK VWRFN ZH FRPSXWH ZHHNO\ UHWXUQV� DGMXVWHG IRU GLYLGHQGV� IRU ��� ZHHNV

��VLQFH WKH ,32� 8VLQJ WKH UHWXUQV LQ ZHHNV ��^��� DIWHU WKH ,32� ZHHNO\ UHWXUQV RI WKH JHQHUDO LQGH[

RI WKH 7HO $YLY 6WRFN ([FKDQJH� DQG ZHHNO\ DYHUDJHV RI QRPLQDO PRQH\ PDUNHW �VKRUW WHUP� EDQN UDWHV

DV D SUR[\ IRU WKH ULVNOHVV LQWHUHVW UDWH� ZH HVWLPDWH IRU HDFK VWRFN WKH LQWHUFHSW DQG VORSH LQ D &$30

��UHJUHVVLRQ� 8VLQJ WKH SRLQW HVWLPDWHV RI LQWHUFHSW DQG VORSH� WKH PDUNHW UHWXUQV� DQG WKH ULVNOHVV UDWH

SUR[\ IRU WKH FRUUHVSRQGLQJ ZHHNV� ZH FRQVWUXFW WKH H[SHFWHG UHWXUQV IRU HDFK VWRFN� DFFRUGLQJ WR WKH

��7KH nUVW ZHHN UHWXUQV LQFOXGH WKH nUVW GD\ UHWXUQV�
��:H WHVW IRU VWDWLRQDULW\ RI WKH WLPH VHULHV XVHG LQ WKHVH UHJUHVVLRQV �ZH SHUIRUP D 'LFNH\�)XOOHU WHVW ZLWK D FRQVWDQW� D

WLPH WUHQG� DQG WZR ODJV�� VWURQJO\ UHMHFWLQJ D XQLW URRW LQ YLUWXDOO\ DOO WKH FDVHV� 7KH ?EHWD� HVWLPDWHV DUH PRVWO\ EHWZHHQ
]HUR DQG XQLW\� DQG LQ PRVW FDVHV DUH VLJQLnFDQWO\ GLmHUHQW IURP ]HUR�

��



PDUNHW PRGHO� 8VLQJ WKH UHWXUQV RI WKH VWRFN LQ ZHHNV �^�� DIWHU WKH ,32 ZH WKHQ FRPSXWH H[FHVV

��UHWXUQV�

$YHUDJH SRVW�,32 VWRFN UHWXUQV

7KH nUVW GD\ VWRFN UHWXUQV DQG WKH nUVW \HDU H[FHVV UHWXUQV IRU WKH HQWLUH VDPSOH DUH GLVSOD\HG

LQ WKH nUVW URZ RI 3DQHO %� 7DEOH �� 7KH SRLQW HVWLPDWHV IRU WKH HQWLUH VDPSOH LQGLFDWH WKDW WKHUH

LV QR XQGHUSULFLQJ �RQ DYHUDJH� LQ WKH nUVW GD\� DQG WKHUH DUH QHJDWLYH H[FHVV UHWXUQV �DOWKRXJK QRW

VLJQLnFDQWO\ GLmHUHQW IURP ]HUR� LQ WKH nUVW \HDU� ZKLFK LV FRQVLVWHQW ZLWK ZHOO NQRZQ nQGLQJV UHJDUGLQJ

��ORQJ�UXQ SHUIRUPDQFH RI ,32V�

3RVW�,32 VWRFN UHWXUQV IRU nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU

:H VSOLW WKH VDPSOH DFFRUGLQJ WR WKH EDQN XQGHUZULWHU�OHQGHU GXPP\ WKDW ZDV XVHG LQ WKH SUHYLRXV

VHFWLRQ� 7KH VWRFNV RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU H[KLELW QHJDWLYH �VLJQLnFDQW DW WKH � SHUFHQW

OHYHO� H[FHVV UHWXUQV ������ SHUFHQW� GXULQJ WKH nUVW \HDU� ZKLFK DUH DOVR VLJQLnFDQWO\ GLmHUHQW �DW WKH

� SHUFHQW OHYHO� IURP WKH ��� SHUFHQW H[FHVV UHWXUQV RI nUPV ZLWKRXW D EDQN XQGHUZULWHU�OHQGHU� VHH

WKH VHFRQG DQG WKLUG URZV RI 3DQHO %� 7DEOH �� 7KH VWRFNV RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU

DOVR H[KLELW �QRW VWDWLVWLFDOO\ VLJQLnFDQW� QHJDWLYH nUVW GD\ UHWXUQV �L�H�� ,32 RYHUSULFLQJ� ZKLFK DUH�

KRZHYHU� VLJQLnFDQWO\ GLmHUHQW �DW WKH � SHUFHQW OHYHO� IURP WKH nUVW GD\ UHWXUQV RI nUPV ZLWKRXW D EDQN

XQGHUZULWHU�OHQGHU� 7KHUHIRUH� GHVSLWH WKH IDFW WKDW nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU H[KLELW KLJKHU

WKDQ DYHUDJH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\� WKHLU QHZO\ LVVXHG VWRFNV H[KLELW ORZHU WKDQ DYHUDJH

SRVW�LVVXH UHWXUQV�

:KR SDLG VR PXFK IRU WKHVH ,32 VWRFNV"

)LUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU ZKRVH VWRFNV ZHUH SXUFKDVHG E\ D IXQG PDQDJHG E\ WKH VDPH EDQN

:H VSOLW WKH VXE�VDPSOH RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU DFFRUGLQJ WR WKH GXPP\ YDULDEOH

)81'/(1'� WKDW WDNHV WKH YDOXH RQH LI D EDQN PDQDJHG LQYHVWPHQW IXQG SXUFKDVHG DW OHDVW � SHUFHQW

��:H DOVR FRPSXWH H[FHVV UHWXUQV E\ VXEWUDFWLQJ WKH PDUNHW UHWXUQV IURP WKH VWRFN UHWXUQV �ZLWKRXW FRQWUROOLQJ IRU ULVN
LQ DQ\ ZD\� REWDLQLQJ YHU\ VLPLODU UHVXOWV LQ WKH VXEVHTXHQW DQDO\VLV� $ GLmHUHQW HPSLULFDO DSSURDFK LV WDNHQ E\� H�J�� %UDY
DQG *RPSHUV ������� 7KH\ GLYLGH SXEOLFO\ WUDGHG nUPV LQWR ?FHOOV� DFFRUGLQJ WR UHOHYDQW FKDUDFWHULVWLFV �VXFK DV VL]H�� DQG
FRPSDUH WKH VWRFN SHUIRUPDQFH RI HYHU\ ,32 nUP WR WKH SHUIRUPDQFH RI WKH SRUWIROLR RI WUDGHG nUPV WKDW FRQVWLWXWH WKH
FRUUHVSRQGLQJ FHOO DW YDULRXV GDWHV� 7KH PDLQ DGYDQWDJH RI WKHLU PHWKRG LV WKDW LW DOORZV IRU YDULDWLRQ LQ nUP FKDUDFWHULVWLFV
DQG VWRFN UHWXUQV RYHU WLPH� ,Q RXU DQDO\VLV ZH FRQWURO IRU nUP FKDUDFWHULVWLFV E\ LQFOXGLQJ WKHP DV UHJUHVVRUV �LQ IDFW� ZH
FDQ PRUH HDVLO\ FRQWURO IRU PDQ\ VXFK FKDUDFWHULVWLFV�� EXW DW WKH FRVW RI LPSRVLQJ D PRUH ULJLG DQG� LQ SDUWLFXODU� WLPH
LQYDULDQW ?OLQHDU VWUXFWXUH� RQ WKH GDWD� 2XU PHWKRG VHHPV UHDVRQDEOH JLYHQ WKH UHODWLYHO\ VPDOO QXPEHU RI PDQXIDFWXULQJ
nUPV WUDGHG RQ WKH 7HO $YLY 6WRFN ([FKDQJH SULRU WR WKH ,32 ZDYH�

��5LWWHU �������

��



RI WKH VKDUHV RI WKH QHZO\ LVVXHG VWRFNV GXULQJ WKH nUVW \HDU VLQFH WKH ,32� DQG WKH nUP ZDV D ODUJH

ERUURZHU IURP WKH VDPH EDQN LQ WKH ,32 \HDU� 7KHUH DUH VHYHQ nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU

��IRU ZKLFK )81'/(1' �� 7KH VWRFNV RI WKHVH nUPV H[KLELW KLJKO\ QHJDWLYH DQG VLJQLnFDQW �DW WKH �

SHUFHQW OHYHO� H[FHVV UHWXUQV GXULQJ WKH nUVW \HDU ������ SHUFHQW�� DV ZHOO DV QHJDWLYH nUVW GD\ UHWXUQV

���VLJQLnFDQW DW WKH � SHUFHQW OHYHO�� 7KHVH nUVW GD\ DQG nUVW \HDU UHWXUQV DUH KLJKO\ VLJQLnFDQWO\

GLmHUHQW IURP WKRVH RI WKH VWRFNV RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU IRU ZKLFK )81'/(1' ��

VHH WKH IRXUWK DQG nIWK URZV RI 3DQHO %� 7DEOH �� 7KH UHVXOWV DUH QRW GULYHQ E\ RXWOLHUV_WKH nUVW GD\

��DQG nUVW \HDU H[FHVV UHWXUQV DUH YHU\ ORZ IRU YLUWXDOO\ HDFK DQG HYHU\ RQH RI WKHVH nUPV� 7KHUHIRUH�

EDQN PDQDJHG LQYHVWPHQW IXQGV SDLG WRR PXFK IRU VWRFNV LVVXHG E\ WKH EDQN XQGHUZULWHU�OHQGHUV WR

ZKLFK WKH SXUFKDVLQJ IXQGV DUH DpOLDWHG� ,Q WKH QH[W VXEVHFWLRQ ZH LQWHUSUHW WKHVH UHVXOWV� DQG SURYLGH

D FRKHUHQW VWRU\ WKDW FDQ DFFRPPRGDWH WKH KLJKHU WKDQ DYHUDJH SRVW�LVVXH DFFRXQWLQJ SURnWDELOLW\ DQG

WKH ORZHU WKDQ DYHUDJH SRVW�LVVXH VWRFN UHWXUQV�

)LUPV ZKRVH VWRFNV ZHUH SXUFKDVHG E\ D IXQG PDQDJHG E\ WKH VDPH EDQN

$W WKH ERWWRP RI 3DQHO %� 7DEOH � �URZV � DQG �� ZH GLVSOD\ WKH DYHUDJH H[FHVV UHWXUQV RI WKH VWRFNV

RI DOO WKH nUPV IRU ZKLFK )81'/(1' �� 7KHVH LQFOXGH WKH VHYHQ nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU

VWXGLHG LQ WKH SUHYLRXV SDUDJUDSK� DQG IRXU DGGLWLRQDO nUPV ZLWKRXW D EDQN XQGHUZULWHU�OHQGHU� )RU

WKHVH IRXU nUPV� WKH VWRFN H[FHVV UHWXUQV DUH QRW QHJDWLYH� VXJJHVWLQJ WKDW EDQN PDQDJHPHQW RI IXQGV SHU

VH GRHV QRU UHVXOW LQ RYHUSULFHG ,32V RI nUPV ERUURZLQJ IURP WKH VDPH EDQN� LW LV WKH FRPELQDWLRQ RI EDQN

��IXQG PDQDJHPHQW ZLWK EDQN XQGHUZULWLQJ�OHQGLQJ WKDW LV DVVRFLDWHG ZLWK SRRU VWRFN SHUIRUPDQFH�

)LUPV ZLWK D EDQN XQGHUZULWHU ZKLFK LV QRW D OHQGHU

:H IXUWKHU LVRODWH WKH nUPV ZLWK D EDQN XQGHUZULWHU WKDW LV QRW D OHQGHU WR WKH VDPH nUP� IRU ZKLFK

DQ LQYHVWPHQW IXQG PDQDJHG E\ WKH XQGHUZULWLQJ EDQN SXUFKDVHG DW OHDVW � SHUFHQW RI WKH VKDUHV RI

WKH QHZO\ LVVXHG nUP GXULQJ WKH nUVW \HDU VLQFH WKH ,32� 7KHUH DUH VL[ VXFK nUPV� ZLWK VWDWLVWLFDOO\

VLJQLnFDQW DQG KLJKO\ QHJDWLYH ���� SHUFHQW RQ DYHUDJH� VWRFN H[FHVV UHWXUQV �QRW VKRZQ�� 7KLV VXJJHVWV

WKDW ?OHQGLQJ� PD\ QRW EH WKH FHQWUDO IDFWRU WKDW GULYHV ,32 RYHUSULFLQJ� :KDW VHHPV WR FUHDWH WKH

SRWHQWLDO IRU FRQoLFW RI LQWHUHVW LV WKH FRPELQDWLRQ RI XQGHUZULWLQJ DQG IXQG PDQDJHPHQW� QDPHO\� RI

EHLQJ ERWK D VHOOHU DQG D EX\HU RI WKH VDPH VHFXULW\�

��7KHVH DUH SUHFLVHO\ WKH nUPV IRU ZKLFK %,*&21) ��
��7KH VLJQLnFDQFH WHVWV VKRXOG EH LQWHUSUHWHG ZLWK FDXWLRQ GXH WR WKH VPDOO VDPSOH VL]H�
��7KH nUVW GD\ UHWXUQV IRU WKHVH nUPV DUH ���� ������ ������ ����� ������ ����� DQG� ���� SHUFHQW� DQG WKH nUVW \HDU H[FHVV

UHWXUQV DUH ������ ����� ������ ������ ������ ������ DQG ���� SHUFHQW�
��2I FRXUVH� WKHVH UHVXOWV PXVW EH LQWHUSUHWHG ZLWK WKH JUHDWHVW FDXWLRQ GXH WR WKH VPDOO QXPEHU RI REVHUYDWLRQV�

��



,V WKHUH FROOXVLRQ DPRQJ XQLYHUVDO EDQNV"

7R DGGUHVV WKLV TXHVWLRQ� ZH WXUQ RQFH PRUH WR nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU IRU ZKLFK QR

IXQG DpOLDWHG ZLWK WKH VDPH EDQN SXUFKDVHG D VLJQLnFDQW IUDFWLRQ RI WKH VWRFNV �)81'/(1' ��� 7KH

VWRFN H[FHVV UHWXUQV RI WKHVH nUPV DUH QRW VWDWLVWLFDOO\ VLJQLnFDQW IURP ]HUR� DOWKRXJK WKH SRLQW HVWLPDWH

RI WKH RQH \HDU H[FHVV UHWXUQV LV QHJDWLYH ���� SHUFHQW� VHH WKH nIWK URZ RI 3DQHO %� 7DEOH �� 7KLV LV ZHDN

HYLGHQFH WKDW D EDQN XQGHUZULWHU�OHQGHU FDQ REWDLQ D JRRG SULFH IRU WKH VWRFN LW LVVXHV HYHQ ZLWKRXW

VHOOLQJ WR DQ LQYHVWPHQW IXQG WKDW LW PDQDJHV�

7KHUH DUH QLQHWHHQ VXFK nUPV� RI ZKLFK VL[WHHQ DUH nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU VXFK WKDW

QR IXQG SXUFKDVHG DW OHDVW � SHUFHQW RI WKH ,32 VKDUHV� 7KH VWRFNV RI WKHVH nUPV H[KLELW nUVW \HDU

H[FHVV UHWXUQV WKDW DUH QRW VLJQLnFDQWO\ GLmHUHQW IURP ]HUR� ZLWK D PL[ RI SRVLWLYH DQG QHJDWLYH UHWXUQV

�DYHUDJLQJ DW QHJDWLYH �� SHUFHQW�� 7KH UHPDLQLQJ WKUHH nUPV KDYH D EDQN XQGHUZULWHU�OHQGHU VXFK WKDW

D IXQG QRW DpOLDWHG ZLWK WKH VDPH EDQN SXUFKDVHG DW OHDVW � SHUFHQW RI WKH VKDUHV RI WKH QHZO\ LVVXHG

nUP GXULQJ WKH nUVW \HDU VLQFH WKH ,32� 7ZR RI WKHVH nUPV H[KLELW H[WUHPHO\ KLJK QHJDWLYH nUVW \HDU

��H[FHVV UHWXUQV� 2I FRXUVH� QR VHULRXV LQIHUHQFH FDQ EH PDGH IURP VXFK D WLQ\ QXPEHU RI FDVHV� <HW�

LW LV ZRUWK QRWLQJ WKDW WKHVH REVHUYDWLRQV FDQ RQO\ EH UDWLRQDOL]HG RQ WKH EDVLV RI FROOXVLRQ DPRQJ WKH

XQLYHUVDO EDQNV� ZKHUH D IXQG PDQDJHG E\ RQH EDQN SD\V WRR PXFK IRU WKH VWRFNV LVVXHG E\ DQRWKHU

EDQN� 7KLV VXJJHVWV WKDW WUDQVDFWLRQV DFURVV XQLYHUVDO EDQNV� ZKHUH RQH EDQN XQGHUZULWHU�OHQGHU VHOOV

,32 VWRFNV WR D IXQG PDQDJHG E\ DQRWKHU EDQN� PD\ SOD\ D UROH LQ WKH SRRU SRVW�LVVXH SHUIRUPDQFH

RI WKHVH VWRFNV� EXW� RI FRXUVH� WKH VDPSOH LV WRR VPDOO WR GUDZ nUP FRQFOXVLRQV� :H ZLOO UHWXUQ WR WKH

LVVXH RI FROOXVLRQ LQ VXEVHFWLRQ ����

5HJUHVVLRQ DQDO\VLV

)LQDOO\� WR HQVXUH WKDW WKH GLmHUHQFHV LQ VWRFN UHWXUQV UHSRUWHG DERYH DUH QRW GULYHQ E\ GLmHUHQFHV

LQ nUP FKDUDFWHULVWLFV� ZH SHUIRUPHG FURVV�VHFWLRQDO UHJUHVVLRQV RI RQH�\HDU H[FHVV UHWXUQV RQ WKH EDQN

XQGHUZULWHU�OHQGHU GXPP\ YDULDEOH DV ZHOO DV RQ )81'/(1' DQG %,*&21)� VHSDUDWHO\� FRQWUROOLQJ

IRU nUP VL]H� RZQHUVKLS FRQFHQWUDWLRQ� LQGXVWU\� DQG \HDU RI LVVXH� VHH 3DQHO &� 7DEOH �� 7KH FRHpFLHQWV

RI WKHVH GXPP\ YDULDEOHV DUH KLJKO\ QHJDWLYH� DQG DUH VWDWLVWLFDOO\ VLJQLnFDQW� FRQnUPLQJ WKH UREXVWQHVV

RI WKH UHVXOWV UHSRUWHG LQ 3DQHO %� 7DEOH ��

��7KH nUVW \HDU H[FHVV UHWXUQV IRU WKH WKUHH nUPV DUH ����� ������ DQG ����� SHUFHQW�

��



��� ,QWHUSUHWLQJ WKH UHVXOWV

*UHDW FDXWLRQ PXVW EH H[HUFLVHG LQ GUDZLQJ FRQFOXVLRQV IURP WKH UHVXOWV� GXH WR WKH VPDOO VDPSOH VL]H

LQ VRPH RI WKH WHVWV� 1HYHUWKHOHVV� WKH IROORZLQJ LQWHUSUHWDWLRQ HPHUJHV�

7KH HYLGHQFH WKDW EDQN XQGHUZULWHU�OHQGHUV LVVXH nUPV ZLWK DERYH DYHUDJH SRVW�LVVXH DFFRXQWLQJ

SHUIRUPDQFH LV EDVHG RQ D UHDVRQDEO\ ODUJH VDPSOH� DQG LQGLFDWHV WKDW WKHUH DUH DGYDQWDJHV WR WKH

FRPELQDWLRQ RI EDQN OHQGLQJ DQG VWRFN XQGHUZULWLQJ� 'HVSLWH WKH ODFN RI GLVFHUQLEOH GLmHUHQFHV EHWZHHQ

EDQN�XQGHUZULWWHQ DQG RWKHU ,32 nUPV SULRU WR WKH RmHULQJ� EDQNV VHHP WR SXW WR JRRG XVH WKHLU

UHODWLRQVKLSV ZLWK ERUURZLQJ nUPV� DQG VXFFHHG LQ LVVXLQJ WKH VWRFNV RI nUPV ZLWK EHWWHU WKDQ DYHUDJH

��IXWXUH DFFRXQWLQJ SHUIRUPDQFH�

7KH VWRFN SHUIRUPDQFH RI EDQN XQGHUZULWWHQ ,32V VXJJHVWV� KRZHYHU� WKDW WKLV LV QRW WKH HQWLUH

VWRU\� ,QYHVWRUV� QR GRXEW� FDQ DQG GR LGHQWLI\ nUPV ZLWK EDQN XQGHUZULWHU�OHQGHUV� DQG VKRXOG EH

DZDUH RI WKH GLmHUHQFHV LQ SRVW�,32 SURnWDELOLW\ UHSRUWHG DERYH� 7KHQ� LI ,32V DUH SULFHG FRUUHFWO\�

VWRFN SULFHV VKRXOG UHoHFW WKH GLmHUHQFHV LQ IXWXUH SURnWDELOLW\� DQG ULVN DGMXVWHG H[FHVV UHWXUQV VKRXOG

EH ]HUR IRU DOO VWRFNV� (YHQ LI ,32V DUH SULFHG FRUUHFWO\ RQO\ RQ DYHUDJH� IRU LQVWDQFH EHFDXVH LQYHVWRUV

DUH XQDZDUH RI GLmHUHQFHV LQ SRVW�,32 SURnWDELOLW\ DPRQJ nUPV� D ?UHSUHVHQWDWLYH LQYHVWRU� ZKR EX\V D

SRUWIROLR RI DOO WKH ,32V VKRXOG HDUQ ]HUR ULVN DGMXVWHG H[FHVV UHWXUQV� 7KH ULVN DGMXVWHG H[FHVV UHWXUQV

RQ WKH VWRFNV RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU VKRXOG WKHQ EH SRVLWLYH ZKLOH WKH H[FHVV UHWXUQV

RQ WKH RWKHU VWRFNV LQ WKH SRUWIROLR VKRXOG EH QHJDWLYH� 2XU UHVXOWV DUH QRW FRQVLVWHQW ZLWK HLWKHU RI

WKHVH VFHQDULRV� DQG VXJJHVW WKDW WKH VWRFNV RI ,32 nUPV DUH SULFHG LQFRUUHFWO\ LQ D V\VWHPDWLF ZD\�

7KH EDQN XQGHUZULWHU�OHQGHUV DUH� QDWXUDOO\� NHHQ RQ REWDLQLQJ D JRRG SULFH IRU WKH VWRFNV RI WKHLU

FOLHQW nUPV� LQ RUGHU WR HQKDQFH WKHLU UHSXWDWLRQ DV XQGHUZULWHUV DQG LQFUHDVH WKHLU SURnWV� %HLQJ LQ

FRQWURO RI LQYHVWPHQW IXQGV� DQG H[SORLWLQJ WKHLU FORVH �FROOXVLYH� UHODWLRQV ZLWK RWKHU EDQN�XQGHUZULWHUV

ZKR FRQWURO LQYHVWPHQW IXQGV� WKH\ VXFFHHG LQ VHOOLQJ WKHVH VWRFNV WR WKH IXQGV DW D KLJK SULFH� D SULFH

WKDW HQWDLOV QHJDWLYH nUVW GD\ UHWXUQV WR LQYHVWRUV LQ WKH IXQGV� 7KH IXQGV FRQWLQXH WR SXUFKDVH WKH

VWRFNV RI WKHVH FRPSDQLHV IRU VHYHUDO PRQWKV IROORZLQJ WKH ,32� RU DW OHDVW UHIUDLQ IURP VHOOLQJ WKHP �DV

FDQ EH VHHQ LQ WKH ODUJH VKDUHKROGHUV UHSRUWV SXEOLVKHG E\ WKH 7HO $YLY 6WRFN ([FKDQJH�� KHOSLQJ WR

PDLQWDLQ D KLJK SULFH IRU WKHVH VWRFNV� %XW E\ WKH HQG RI WKH nUVW \HDU WKH SULFH RI WKHVH VWRFNV GURSV

��VXEVWDQWLDOO\ JHQHUDWLQJ QHJDWLYH nUVW \HDU H[FHVV UHWXUQV�

��7KLV LQWHUSUHWDWLRQ LV EURDGO\ FRQVLVWHQW ZLWK WKH SUHYDOHQW FRQFOXVLRQ WKDW HPHUJHV IURP WKH VWXGLHV FLWHG LQ IRRWQRWH �

UHJDUGLQJ WKH TXDOLW\ RI ERQGV XQGHUZULWWHQ E\ EDQN DpOLDWHG XQGHUZULWHUV�
��,Q ,VUDHO� XQGHUZULWHUV DUH QRW REOLJHG FRQWUDFWXDOO\ WR VXVWDLQ WKH SULFH RI ,32 VWRFNV IRU DQ\ SUH�VSHFLnHG SHULRG RI

WLPH� ,W VHHPV� WKRXJK� WKDW WKLV LV ZKDW EDQN IXQGV GLG LQ SUDFWLFH�

��



7KHUH LV D EXLOW�LQ SRWHQWLDO IRU FRQoLFW RI LQWHUHVW LQ WKH FRPELQDWLRQ RI EDQN XQGHUZULWLQJ�OHQGLQJ

DQG EDQN IXQG PDQDJHPHQW� VLQFH EDQNV PXVW FKRRVH EHWZHHQ VHOOLQJ WKH ,32 VWRFNV RI FOLHQW nUPV DW

D KLJK SULFH� JHQHUDWLQJ D VXEVWDQWLDO DPRXQW RI FDVK LQ H[FKDQJH IRU PLQLPDO GLOXWLRQ RI RZQHUVKLS�

DQG VHOOLQJ WKHVH VWRFNV DW D ORZ SULFH JHQHUDWLQJ JRRG UHWXUQV IRU LQYHVWRUV LQ WKH EDQN PDQDJHG IXQGV�

��7KH EDQNV LQ RXU VDPSOH KDYH� HYLGHQWO\� PDGH D FKRLFH WKDW IDYRUV FOLHQW nUPV RYHU IXQG LQYHVWRUV�

,W LV QRW HDV\ IRU WKH LQYHVWRUV LQ WKH IXQGV WR SURWHFW WKHPVHOYHV DJDLQVW VXFK EHKDYLRU E\ WKH

XQLYHUVDO EDQNV GXH WR ODFN RI WUDQVSDUHQF\ DQG WKH SUHVHQFH RI QRQ�QHJOLJLEOH VZLWFKLQJ FRVWV �ZKLFK

��SDUWO\ H[SODLQV ZK\ WKH EDQNV DFWHG DV WKH\ GLG��

,Q OLJKW RI WKH KLJKO\ FRQFHQWUDWHG PDUNHW VWUXFWXUH RI WKH ,VUDHOL nQDQFLDO VHUYLFHV LQGXVWU\� WKHUH LV

KLJK SRWHQWLDO IRU FROOXVLRQ DPRQJ XQLYHUVDO EDQNV� $OWKRXJK FROOXVLRQ FHUWDLQO\ IDFLOLWDWHV RYHUSULFLQJ RI

,32V� PRVW RI RXU HPSLULFDO UHVXOWV FDQQRW EH UDWLRQDOL]HG E\ FROOXVLYH EHKDYLRU SHU VH� ,Q SDUWLFXODU� WKH

KLJKO\ QHJDWLYH H[FHVV UHWXUQV RI ,32V ZKHUH DQ XQGHUZULWHU�OHQGHU�IXQG PDQDJHU ZDV LQYROYHG FDQQRW

EH GULYHQ RQO\ E\ WKH KLJKO\ FRQFHQWUDWHG PDUNHW VWUXFWXUH RI WKHVH LQGXVWULHV� /DFN RI FRPSHWLWLRQ

FDQQRW H[SODLQ ZK\ VRPH HFRQRPLF DJHQWV_EDQN PDQDJHG IXQGV LQ WKLV FDVH_V\VWHPDWLFDOO\ SXUFKDVH

RYHUSULFHG PHUFKDQGLVH� ,I IXQG PDQDJHUV ZHUH LQGHSHQGHQW RI XQGHUZULWHU�OHQGHUV� WKH\ ZRXOG QRW

��DJUHH WR EX\ DQG KROG RYHUSULFHG VHFXULWLHV� ZKHWKHU WKH PDUNHW LV FRPSHWLWLYH RU QRW�

$V ZH SRLQWHG RXW HDUOLHU� WKH UHVXOWV UHJDUGLQJ nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU IRU ZKLFK D

IXQG QRW DpOLDWHG ZLWK WKH VDPH EDQN SXUFKDVHG D VXEVWDQWLDO DPRXQW RI WKH QHZO\ LVVXHG HTXLW\ FDQ

RQO\ EH UDWLRQDOL]HG RQ WKH EDVLV RI D FRPELQDWLRQ RI FRQoLFW RI LQWHUHVW DQG FROOXVLRQ LQ WKH nQDQFLDO

VHUYLFHV LQGXVWU\� ZKHUH D IXQG PDQDJHG E\ RQH EDQN �RU D QRQ�EDQN IXQG� SD\V WRR PXFK IRU WKH VWRFNV

��LVVXHG E\ DQRWKHU EDQN�

��7KLV LQWHUSUHWDWLRQ LV DQDORJRXV WR WKDW RI 0LFKDHO\ DQG :RPDFN ������ ZKR nQG� IRU D VDPSOH RI 86 ,32V� WKDW
WKH ORQJ UXQ SHUIRUPDQFH RI nUPV UHFRPPHQGHG E\ WKHLU XQGHUZULWHUV LV VLJQLnFDQWO\ ZRUVH WKDQ DYHUDJH� FRQFOXGLQJ WKDW
WKHUH LV FRQoLFW RI LQWHUHVW EHWZHHQ WKH FRUSRUDWH nQDQFH DQG WKH EURNHUDJH GLYLVLRQV RI XQGHUZULWLQJ nUPV� DQG WKDW WKH
LQYHVWLQJ SXEOLF GRHV QRW FRPSUHKHQG WKH IXOO H[WHQW RI WKH ELDV� QDPHO\� WKDW EURNHUV�XQGHUZULWHUV ?SURWHFW� FOLHQW nUPV
DW WKH H[SHQVH RI WKH LQYHVWLQJ SXEOLF�

��0LFKDHO\ DQG :RPDFN ������ VWUHVV WKH ODFN RI WUDQVSDUHQF\� ,Q ,VUDHO� LW LV SODXVLEOH WKDW ERWK IDFWRUV SOD\HG D
UROH LQ SUHYHQWLQJ LQYHVWRUV IURP YRWLQJ ZLWK WKHLU IHHW� VLQFH WKH LQYHVWPHQW IXQGV PDUNHW LV FRQFHQWUDWHG� DQG VLQFH D
QRQ�QHJOLJLEOH IUDFWLRQ RI WKH GHSRVLWV LQ VRPH RI WKH IXQGV �WKH SURYLGHQW IXQGV� DUH ORQJ�WHUP VDYLQJV ZLWK SUHIHUHQWLDO
WD[ WUHDWPHQW�

��2I FRXUVH� FRQFHQWUDWLRQ LQ WKH PXWXDO IXQG DQG SURYLGHQW IXQG LQGXVWULHV KHOSV H[SODLQ ZK\ WKLV VLWXDWLRQ ZDV VXV�
WDLQDEOH� QDPHO\ ZK\ LQYHVWRUV GLG QRW LPPHGLDWHO\ VHOO WKHLU KROGLQJV LQ WKH IXQGV� ,Q ���� D PDVVLYH ZDYH RI ZLWKGUDZDOV
IURP WKHVH IXQGV WRRN SODFH� $PRQJ WKH H[SODQDWLRQV IRU WKLV ZDYH RI ZLWKGUDZDOV LV WKH SRRU SHUIRUPDQFH RI WKH IXQGV WR
ZKLFK WKH SHUIRUPDQFH RI ,32 VWRFNV QR GRXEW FRQWULEXWHG� VHH %ODVV ������ IRU D VWXG\ RI WKH SHUIRUPDQFH RI SURYLGHQW
IXQGV LQ ,VUDHO�

��$V D nQDO UHPDUN� ZH ZDQW WR PHQWLRQ WKDW VHYHUDO FROOHDJXHV KDYH H[SUHVVHG OHVV IDLWK LQ UHVXOWV EDVHG RQ DFFRXQWLQJ
SURnWDELOLW\� 7R WKHP� ZH ZRXOG OLNH WR RmHU WKH IROORZLQJ LQWHUSUHWDWLRQ RI WKH HPSLULFDO nQGLQJV WKDW LV EDVHG XQLTXHO\
RQ SRVW�,32 VWRFN SHUIRUPDQFH� 7KH ORZHU WKDQ DYHUDJH SHUIRUPDQFH RI WKH VWRFNV RI nUPV ZLWK D EDQN XQGHUZULWHU�OHQGHU

��



� ,PSOLFDWLRQV IRU )LQDQFLDO 0DUNHWV 5HJXODWLRQ

7KH RYHUDOO OHVVRQ ZH GUDZ LV WKDW WKH FRPELQDWLRQ RI EDQN OHQGLQJ DQG EDQN XQGHUZULWLQJ LV QRW KDUPIXO

�DQG LV SUREDEO\ EHQHnFLDO�� DV ZDV IRXQG LQ VHYHUDO VWXGLHV RI 86 GHEW oRDWDWLRQV� EXW WKH FRPELQDWLRQ

RI EDQN OHQGLQJ� XQGHUZULWLQJ� DQG LQYHVWPHQW IXQG PDQDJHPHQW LV PRUH OLNHO\ WR UHVXOW LQ FRQoLFW

RI LQWHUHVW� 7KH LPSOLFDWLRQ IRU EDQN UHJXODWRUV LQ WKH 8QLWHG 6WDWHV LV WKDW� LQGHHG� WKH UHPRYDO RI

OLPLWDWLRQV RQ XQGHUZULWLQJ DFWLYLWLHV E\ FRPPHUFLDO EDQNV KDV PHULW EXW� LQ OLJKW RI WKH FRQVROLGDWLRQ

LQ WKH nQDQFLDO VHUYLFHV LQGXVWU\� PHDVXUHV PD\ KDYH WR EH WDNHQ WR HQVXUH WKDW FRQJORPHUDWHV VXFK

DV &LWLJURXS �ZKHUH &LWLEDQN� 7UDYHOHUV /LIH	$QQXLW\� DQG %DUQH\ 6PLWK 6DORPRQ RSHUDWH XQGHU RQH

URRI� ZLOO QRW VWXm VKDUHV WKH\ KDYH XQGHUZULWWHQ LQWR WKH SRUWIROLRV RI XQNQRZLQJ FXVWRPHUV� 7KH

HYLGHQFH ZH KDYH SUHVHQWHG RQ WKH ODWWHU LVVXH LV EDVHG RQ D VPDOO VDPSOH� EXW WKH UHVXOWV DUH VXpFLHQWO\

VWULNLQJ� LQ RXU YLHZ� WR MXVWLI\ FORVH PRQLWRULQJ E\ 86 UHJXODWRUV RI DFWLYLWLHV LQYROYLQJ WKH FRPELQDWLRQ

RI OHQGLQJ� XQGHUZULWLQJ� DQG IXQG PDQDJHPHQW�

&RQWLQHQWDO (XURSH �ZKHUH EDQNV FRQWURO OLIH LQVXUDQFH FRPSDQLHV� LV H[SHULHQFLQJ D VLPLODU nQDQFLDO

LQGXVWU\ FRQVROLGDWLRQ ZDYH WKDW LV H[SHFWHG WR DFTXLUH IXUWKHU PRPHQWXP IROORZLQJ (XURSHDQ 0RQHWDU\

8QLnFDWLRQ� ,Q SDUDOOHO� VWRFN PDUNHW nQDQFLQJ LV EHFRPLQJ LQFUHDVLQJO\ SUHYDOHQW� 7KH (XURSHDQ

&RPPLVVLRQ UHJXODWRU\ ERGLHV VKRXOG� LQ RXU YLHZ� IRUPXODWH D UHJXODWRU\ SROLF\ UHJDUGLQJ WKH SXUFKDVH

��RI ,32 VWRFNV E\ EDQN PDQDJHG LQVXUDQFH DQG LQYHVWPHQW IXQGV�

FRQVWLWXWHV GLUHFW HYLGHQFH RI FRQoLFW RI LQWHUHVW LQ XQLYHUVDO EDQNLQJ� ZLWK WKH LQWHUSUHWDWLRQ WKDW EDQN OHQGHU�XQGHUZULWHUV

V\VWHPDWLFDOO\ PLVUHSRUW LQIRUPDWLRQ UHJDUGLQJ WKHLU FOLHQW nUPV� IRROLQJ WKH PDUNHW� 7KH HYHQ ZRUVH VWRFN SHUIRUPDQFH

RI nUPV ZKHUH D IXQG PDQDJHG E\ WKH VDPH EDQN ERXJKW WKH ,32 VWRFNV LV LQGLFDWLRQ WKDW DpOLDWHG IXQGV DUH SDUWLFXODUO\

HDJHU WR EX\ WKH OHPRQV VROG E\ EDQN�XQGHUZULWHUV� VXJJHVWLQJ WKDW WKH FRPELQDWLRQ RI OHQGLQJ� XQGHUZULWLQJ� DQG IXQG

PDQDJHPHQW H[DFHUEDWHV WKH DOUHDG\ H[LVWLQJ FRQoLFW RI LQWHUHVW LQ WKH FRPELQDWLRQ RI OHQGLQJ DQG XQGHUZULWLQJ� 7KH

FHQWUDO GLmHUHQFH EHWZHHQ WKLV VWRU\ DQG WKH RQH ZH UHJDUG DV PRVW SODXVLEOH LV WKDW� LQ RXU YLHZ� WKH FRPELQDWLRQ RI

OHQGLQJ DQG XQGHUZULWLQJ KDV SRWHQWLDO EHQHnWV WKDW PXVW EH ZHLJKHG DJDLQVW WKH SRWHQWLDO IRU FRQoLFW RI LQWHUHVW�
��7KH FXUUHQW UHJXODWRU\ DSSURDFK LQ ,VUDHO VWUHVVHV ?nUHZDOOV� EHWZHHQ FRPPHUFLDO EDQNV DQG WKHLU VHFXULWLHV DpOLDWHV�

DQG WKHLU HQIRUFHPHQW LV PXFK VWULFWHU WKDQ GXULQJ RXU VDPSOH SHULRG� 7LPH� DQG PRUH UHVHDUFK� ZLOO WHOO ZKHWKHU WKHVH

PHDVXUHV DUH HmHFWLYH�

��



5HIHUHQFHV

$QJ� -� DQG 7� 5LFKDUGVRQ� ����� 7KH XQGHUZULWLQJ H[SHULHQFH RI FRPPHUFLDO EDQN DpOLDWHV SULRU WR
WKH *ODVV�6WHDJDOO $FW� -RXUQDO RI %DQNLQJ DQG )LQDQFH ��� ���^����

%HQ�%DVVDW� $�� ����� &DSLWDO PDUNHW UHIRUP LQ ,VUDHO� %DQN RI ,VUDHO (FRQRPLF 5HYLHZ ��� ��^���

%HUJHU� $�� 5� 'HPVHW] DQG 3� 6WUDKDQ� ����� 7KH FRQVROLGDWLRQ RI WKH nQDQFLDO VHUYLFHV LQGXVWU\�
&DXVHV� FRQVHTXHQFHV� DQG LPSOLFDWLRQV IRU WKH IXWXUH� -RXUQDO RI %DQNLQJ DQG )LQDQFH ��� ���^
����

%ODVV� $� <� <DIHK DQG 2� <RVKD� ����� &RUSRUDWH JRYHUQDQFH LQ DQ HPHUJLQJ PDUNHW� 7KH FDVH RI ,V�
UDHO� -RXUQDO RI $SSOLHG &RUSRUDWH )LQDQFH ��� ��^���

%ODVV� $�� ����� 0DUNHW VWUXFWXUH DQG SHUIRUPDQFH RI SURYLGHQW IXQGV� 5HVHDUFK 'HSDUWPHQW 'LVFXVVLRQ
3DSHU 1R� ������ %DQN RI ,VUDHO �+HEUHZ��

%UDY $� DQG 3� *RPSHUV� ����� 0\WK RU UHDOLW\" 7KH ORQJ�UXQ XQGHUSHUIRUPDQFH RI LQLWLDO SXEOLF RI�
IHULQJV� (YLGHQFH IURP YHQWXUH DQG QRQYHQWXUH FDSLWDO�EDFNHG FRPSDQLHV� -RXUQDO RI )LQDQFH ���
����^�����

%XIPDQ� *� DQG /� /HLGHUPDQ� ����� )LQDQFLDO UHIRUP LQ ,VUDHO� $ FDVH IRU JUDGXDOLVP� LQ 5� 'RUQEXVFK
DQG <� 3DUN� HGV�� )LQDQFLDO RSHQLQJ� 3ROLF\ OHVVRQV IRU .RUHD �.RUHD ,QVWLWXWH RI )LQDQFH� 6HXO��

'HJHRUJH )� DQG 5� =HFNKDXVHU� ����� 7KH UHYHUVH /%2 GHFLVLRQ DQG nUP SHUIRUPDQFH� 7KHRU\ DQG
HYLGHQFH� -RXUQDO RI )LQDQFH ��� ����^�����

*DQGH $�� 0� 3XUL� $� 6DXQGHUV� DQG ,� :DOWHU� ����� %DQN XQGHUZULWLQJ RI GHEW VHFXULWLHV� 0RGHUQ
HYLGHQFH� 5HYLHZ RI )LQDQFLDO 6WXGLHV ��� ����^�����

*RPSHUV� 3� DQG -� /HUQHU� ����� &RQoLFW RI LQWHUHVW LQ WKH LVVXDQFH RI SXEOLF VHFXULWLHV� (YLGHQFH IURP
YHQWXUH FDSLWDO� -RXUQDO RI /DZ DQG (FRQRPLFV ��� �^���

*RUWRQ� *� DQG )� 6FKPLG� ����� 8QLYHUVDO EDQNLQJ DQG WKH SHUIRUPDQFH RI *HUPDQ nUPV� PLPHR��
8QLYHUVLW\ RI 3HQQV\OYDQLD�

+DPDR� <� DQG 7� +RVKL� ����� %DQNV
 XQGHUZULWLQJ RI FRUSRUDWH ERQGV� (YLGHQFH IURP -DSDQ DIWHU
����� PLPHR�� 8&6'�

+DPDR� <�� )� 3DFNHU� DQG -� 5LWWHU� ����� ,QVWLWXWLRQDO DpOLDWLRQ DQG WKH UROH RI YHQWXUH FDSLWDO� (Y�
LGHQFH IURP LQLWLDO SXEOLF RmHULQJV LQ -DSDQ� )HGUDO 5HVHUYH %DQN RI 1HZ <RUN� 5HVHDUFK 3DSHU
������

+�ROPVWURP� %� DQG -� 7LUROH� ����� 0DUNHW OLTXLGLW\ DQG SHUIRUPDQFH PRQLWRULQJ� -RXUQDO RI 3ROLWLFDO
(FRQRP\ ���� ���^����

-DLQ� %� DQG 2� .LQL� ����� 7KH SRVW�LVVXH RSHUDWLQJ SHUIRUPDQFH RI ,32 nUPV� -RXUQDO RI )LQDQFH ���
����^�����

��



-HQVHQ� 0�� ����� $JHQF\ FRVWV RI IUHH FDVK oRZV� FRUSRUDWH nQDQFH DQG WDNHRYHUV� $PHULFDQ (FRQRPLF
5HYLHZ ��� ���^���

.URV]QHU� 5� DQG 5� 5DMDQ� ����� ,V WKH *ODVV�6WHDJDOO $FW MXVWLnHG" $ VWXG\ RI WKH 86 H[SHULHQFH
ZLWK XQLYHUVDO EDQNLQJ EHIRUH ����� $PHULFDQ (FRQRPLF 5HYLHZ ��� ���^����

.URV]QHU� 5� DQG 5� 5DMDQ� ����� 2UJDQL]DWLRQ VWUXFWXUH DQG FUHGLELOLW\� (YLGHQFH IURP FRPPHUFLDO
EDQN VHFXULWLHV DFWLYLWLHV EHIRUH WKH *ODVV�6WHDJDOO $FW� -RXUQDO RI 0RQHWDU\ (FRQRPLFV ��� ���^
����

0LFKDHO\� 5� DQG .� :RPDFN� ����� &RQoLFW RI LQWHUHVW DQG WKH FUHGLELOLW\ RI XQGHUZULWHU DQDO\VW UHF�
RPPHQGDWLRQV� 5HYLHZ RI )LQDQFLDO 6WXGLHV ��� ���^����

0LNNHOVRQ� :�� 0� 3DUWFK� DQG .� 6KDK� ����� 2ZQHUVKLS DQG RSHUDWLQJ SHUIRUPDQFH RI FRPSDQLHV
WKDW JR SXEOLF� -RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ���^����

3DJDQR� 0�� )� 3DQHWWD� DQG /� =LQJDOHV� ����� :K\ GR FRPSDQLHV JR SXEOLF" $Q HPSLULFDO DQDO\VLV�
-RXUQDO RI )LQDQFH ��� ��^���

3XUL� 0�� ����� 7KH ORQJ WHUP GHIDXOW SHUIRUPDQFH RI EDQN XQGHUZULWWHQ VHFXULW\ LVVXHV� -RXUQDO RI
%DQNLQJ DQG )LQDQFH ��� ���^����

3XUL� 0�� ����� &RPPHUFLDO EDQNV LQ LQYHVWPHQW EDQNLQJ� &RQoLFW RI LQWHUHVW RU FHUWLnFDWLRQ UROH"
-RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ���^����

3XUL� 0�� ����� &RPPHUFLDO EDQNV DV XQGHUZULWHUV� ,PSOLFDWLRQV IRU WKH JRLQJ SXEOLF SURFHVV� -RXUQDO
RI )LQDQFLDO (FRQRPLFV ��� ���^����

5LWWHU� -�� ����� 7KH ORQJ�UXQ SHUIRUPDQFH RI LQLWLDO SXEOLF RmHULQJV� -RXUQDO RI )LQDQFH ��� �^���

5RH� 0�� ����� 6WURQJ PDQDJHUV ZHDN RZQHUV� 7KH SROLWLFDO URRWV RI $PHULFDQ FRUSRUDWH nQDQFH
�3ULQFHWRQ 8QLYHUVLW\ 3UHVV� 3ULQFHWRQ� 1HZ -HUVH\��

6KOHLIHU� $� DQG 5� 9LVKQ\� ����� /DUJH VKDUHKROGHUV DQG FRUSRUDWH FRQWURO� -RXUQDO RI 3ROLWLFDO (FRQ�
RP\ ��� ���^����

6KOHLIHU� $� DQG 5� 9LVKQ\� ����� $ VXUYH\ RI FRUSRUDWH JRYHUQDQFH� -RXUQDO RI )LQDQFH ��� ���^����

<DIHK� <� DQG 2� <RVKD� ����� )LQDQFLDO PDUNHWV UHIRUP� SDWWHUQV RI FRUSRUDWH nQDQFH� DQG WKH FRQWLQ�
XHG GRPLQDQFH RI ODUJH EDQNV� ,VUDHO ����^����� (FRQRPLF 6\VWHPV ��� ���^����

<RVKD� 2�� ����� 3ULYDWL]LQJ PXOWL�SURGXFW EDQNV� (FRQRPLF -RXUQDO ���� ����^�����
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Table 1: Sample Statistics, 1991-1995

Panel A displays statistics for the entire sample. Panel B displays statistics for the sub-sample of firms
where a bank served as a leading underwriter and the firm was a large borrower from the same bank in
the IPO year, where leading underwriters are identified in the IPO prospectus, and “large borrower” is
defined by the Supervisor of Banks. Panel C displays statistics for firms whose underwriter was not a
lending bank. PROF is the ratio of net profits to sales (in percent), SIZE is firm assets (in million 1994
NIS), AGE is the number of years since incorporation, LEVERAGE is total debt divided by liabilities,
HRFCRED is a Herfindahl index of concentration of the firm’s bank debt, LGOWN is the total share of
the firm’s equity held by large shareholders (in percent), where a large shareholder is defined as holding
at least 5 percent of the firm’s equity or a managerial position in the firm, and N is the number of
observations (firm-years).

Panel A. The Full Sample

MEAN S.D. MEDIAN N
PROF 6.9 14.5 6.9 612
SIZE 63.7 97.8 36.2 610
AGE 20.1 14.8 17.0 609

LEVERAGE 0.44 0.22 0.40 610
HRFCRED 0.76 0.27 1 323
LGOWN 85.6 12.2 86.0 597

Panel B. Firms with a Bank Underwriter that is also a Major Lender

MEAN S.D. MEDIAN N
PROF 6.9 8.5 6.9 202
SIZE 91.2 112.6 52.1 202
AGE 25.3 15.5 27.0 202

LEVERAGE 0.48 0.19 0.47 202
HRFCRED 0.71 0.28 0.69 172
LGOWN 86.5 10.9 87.0 196

Panel C. The Other Firms in the Sample

MEAN S.D. MEDIAN N
PROF 6.9 16.8 6.9 410
SIZE 50.1 86.3 30.4 408
AGE 17.6 13.7 13.0 407

LEVERAGE 0.42 0.24 0.37 408
HRFCRED 0.81 0.26 1 151
LGOWN 85.0 12.8 85.3 401



Table 2: Post-IPO Accounting Profitability

The dependent variables are, respectively, PROF, the ratio of net profits to sales, OPERAT, operating
profits to sales, ROA, return on assets, and ROE, return on equity (all in percent). The regressions are
OLS using pooled data, except when denoted by “fixed effects,” where firm-specific effects are allowed.
The sample includes only “large borrowers,” except when denoted by “full sample.” Heteroskedasticity-
consistent standard errors are reported in parentheses. The Inverse Mill’s Ratio is derived from a probit
procedure which identifies the attributes of “large borrowers” included in the sample, SIZE is firm assets
(in million 1994 NIS), AGE is the number of years since incorporation, LEVERAGE is total debt divided
by liabilities, HRFCRED is a Herfindahl index of concentration of the firm’s bank debt, LGOWN is the
total share of the firm’s equity held by large shareholders (in percent), where a large shareholder is
defined as holding at least 5 percent of the firm’s equity or a managerial position in the firm, and ISSUE
is a dummy variable which takes the value zero in all firm-years prior to the IPO and the value one
thereafter. * denotes a coefficient significant at the 5 percent level and ** denotes a coefficient significant
at the 10 percent level.

PROF PROF
(fixed effects)

OPERAT ROA ROE PROF
(full sample)

Constant YES YES YES YES YES YES
Industry Dummies YES YES YES YES YES YES
Year Dummies YES YES YES YES YES YES
Inverse Mill’s Ratio -36.8

(44.6)
-7.5

(39.4)
-42.1
(54.4)

-18.1
(59.9)

-97.4
(126.0)

SIZE 0.005
(0.004)

0.030*
(0.014)

0.005
(0.005)

0.002
(0.005)

0.004
(0.009)

0.002
(0.004)

AGE 0.09
(0.22)

0.03
(0.20)

0.12
(0.28)

-0.01
(0.31)

0..18
(0.64)

-0.03
(0.03)

LEVERAGE -22.2*
(2.5)

-17.4*
(4.3)

-19.0*
(4.5)

-19.6*
(3.4)

-16.8**
(9.3)

-28.4*
(2.9)

HRFCRED -0.1
(1.7)

-2.08
(2.09)

-0.1
(2.0)

2.8
(1.9)

0.5
(4.5)

LGOWN 0.13*
(0.04)

-0.02
(0.04)

0.11*
(0.05)

0.06
(0.05)

0.18*
(0.08)

0.21*
(0.07)

ISSUE -4.9*
(1.5)

-5.2*
(1.5)

-5.4*
(1.6)

-9.7*
(2.5)

-16.5*
(4.0)

-3.3**
(1.7)

Adjusted
R-squared

0.41 0.38 0.27 0.39 0.36 0.29

N 315 314 310 316 304 593



Table 3: Post-IPO Accounting Profitability and Universal Banking

Panel A examines the effect of combined bank underwriting and lending activities on client firm
performance. Panel B examines the effect of combined bank lending and fund management activities on
firm performance. The dependent variable is PROF, the ratio of net profits to sales (in percent). All the
regressions are OLS using pooled data (qualitatively similar results using other measures of profitability,
or allowing for firm-specific effects are not shown). The sample includes only “large borrowers,” except
when denoted by “full sample.” Heteroskedasticity-consistent standard errors are reported in parentheses.
The variables that measure the effect of universal banking on firm performance are defined as follows:
The bank underwriter and lender dummy takes the value one if a bank served as a leading underwriter and
the firm was large borrower from the same bank in the IPO year, where leading underwriters are
identified in the IPO prospectus, and “large borrower” is defined by the Supervisor of Banks. REPAY is
the fraction of the IPO proceeds designated in the prospectus for the repayment of bank debt, FUNDLEND
is a dummy variable which takes the value one if a bank-managed investment fund purchased at least 5
percent of the firm’s equity in the IPO year and the firm was a large borrower from the same bank in the
same year. BIGCONF is a dummy variable that takes the value one if FUNDLEND is one, and in
addition, the same bank was a leading underwriter of the firm’s IPO (i.e. if both the underwriter-lender
dummy and FUNLEND equal one). Other variables are as follows: The Inverse Mill’s Ratio is derived
from a probit procedure which identifies the attributes of “large borrowers” included in the sample, SIZE
is firm assets (in million 1994 NIS), AGE is the number of years since incorporation, LEVERAGE is total
debt divided by liabilities, HRFCRED is a Herfindahl index of concentration of the firm’s bank debt,
LGOWN is the total share of the firm’s equity held by large shareholders (in percent), where a large
shareholder is defined as holding at least 5 percent of the firm’s equity or a managerial position in the
firm, and ISSUE is a dummy variable which takes the value zero in all firm-years prior to the IPO and the
value one thereafter. * denotes a coefficient significant at the 5 percent level and ** denotes a coefficient
significant at the 10 percent level.

(Continued on the next page)



Panel A. Combined Bank Lending and Underwriting

PROF PROF
(full sample)

PROF PROF
(full sample)

PROF PROF

Constant YES YES YES YES YES YES
Industry Dummies YES YES YES YES YES YES
Year Dummies YES YES YES YES YES YES
Inverse Mill’s Ratio -31.2

(44.8)
-26.4
(44.4)

-33.7
(45.7)

-27.8
(44.9)

Bank Underwriter and
Lender Dummy

1.0
(0.9)

0.2
(0.8)

Bank Underwriter and
Lender Dummy*ISSUE

2.5*
(1.0)

1.5**
(0.9)

Bank Underwriter and
Lender Dummy*REPAY

0.6
(1.6)

Bank Underwriter and
Lender
Dummy*REPAY*ISSUE

2.2
(1.6)

SIZE 0.004
(0.004)

0.002
(0.004)

0.003
(0.004)

0.001
(0.004)

0.004
(0.004)

0.003
(0.004)

AGE 0.06
(0.22)

-0.03
(0.03)

0.02
(0.22)

-0.03
(0.03)

0.08
(0.23)

0.05
(0.23)

LEVERAGE -22.3*
(2.5)

-28.4*
(2.9)

-22.2*
(2.5)

-28.8*
(2.9)

-22.2*
(2.5)

-22.2*
(2.5)

HRFCRED 0.08
(1.7)

0.32
(1.7)

-0.08
(1.7)

-0.03
(1.7)

LGOWN 0.12*
(0.04)

0.21*
(0.07)

0.12*
(0.04)

0.21*
(0.07)

0.13*
(0.04)

0.12*
(0.04)

ISSUE -5.1*
(1.5)

-3.3**
(1.7)

-6.5*
(1.6)

-3.9*
(1.8)

-4.9*
(1.5)

-5.2*
(1.6)

Adjusted
R-squared

0.41 0.29 0.41 0.29 0.40 0.41

N 315 593 315 593 315 315

(Continued on the next page)



Panel B. Combined Bank Lending and Fund Management

PROF PROF
(full sample)

PROF PROF PROF
(full sample)

PROF

Constant YES YES YES YES YES YES
Industry Dummies YES YES YES YES YES YES
Year Dummies YES YES YES YES YES YES
Inverse Mills Ratio -43.9

(45.7)
-38.8
(45.9)

-41.2
(45.4)

-41.4
(45.0)

FUNDLEND 0.8
(1.0)

0.6
(1.0)

FUNDLEND*ISSUE 0.3
(1.3)

BIGCONF 1.1
(1.2)

1.2
(1.3)

BIGCONF*ISSUE 1.7
(1.4)

SIZE 0.005
(0.004)

0.002
(0.004)

0.005
(0.004)

0.005
(0.004)

0.002
(0.004)

0.005
(0.004)

AGE 0.13
(0.23)

-0.03
(0.03)

0.10
(0.23)

0.12
(0.23)

-0.03
(0.03)

0.12
(0.23)

LEVERAGE -22.3*
(2.6)

-28.5*
(3.0)

-22.3*
(2.5)

-22.3*
(2.5)

-28.4*
(3.0)

-22.5*
(2.5)

HRFCRED -0.3
(1.7)

-0.1
(1.7)

-0.1
(1.7)

-0.1
(1.7)

LGOWN 0.12*
(0.04)

0.21*
(0.07)

0.12*
(0.04)

0.12*
(0.04)

0.21*
(0.07)

0.12*
(0.04)

ISSUE -5.2*
(1.6)

-3.3**
(1.7)

-5.0*
(1.6)

-5.0*
(1.6)

-3.3**
(1.7)

-5.2*
(1.6)

Adjusted
R-squared

0.41 0.29 0.40 0.40 0.29 0.41

N 315 593 315 315 593 315



Table 4: Post-IPO Stock Returns and Universal Banking

The table is divided into three parts: Panel A displays sample statistics for firms that issued straight equity
and were included in the analysis, in comparison with firms that issued bundles combining both stocks
and other securities for which returns data are not available. Panel B displays mean returns on IPO stocks
(dividends and capital gains) on the IPO day, and one year after the IPO. Panel C displays stock returns
regressions. One year excess returns are relative to “expected returns” that are calculated using “betas”
estimated from weekly returns in the second year after the IPO (qualitatively similar results are obtained
when excess returns are calculated relative to average market returns without adjustment for risk). The
bank underwriter and lender dummy takes the value one if a bank served as a leading underwriter and the
firm was large borrower from the same bank in the IPO year, where “leading underwriters” are identified
in the IPO prospectus, and “large borrower” is defined by the Supervisor of Banks. FUNDLEND is a
dummy variable which takes the value one if a bank-managed investment fund purchased more than 5
percent of the IPO shares, and the same bank was a major lender to the issuing firm. Finally, BIGCONF is
a dummy variable that takes the value one if FUNDLEND is one, and in addition, the same bank was a
leading underwriter of the firm’s IPO. A positive number in the first day returns column implies IPO
underpricing, and a negative number implies IPO overpricing. Other variables are as follows: PROF is the
ratio of net profits to sales (in percent), SIZE is firm assets (in million 1994 NIS), AGE is the number of
years since incorporation, LEVERAGE is total debt divided by liabilities, HRFCRED is a Herfindahl
index of concentration of the firm’s bank debt, LGOWN is the total share of the firm’s equity held by
large shareholders (in percent), where a large shareholder is defined as holding at least 5 percent of the
firm’s equity or a managerial position in the firm, and N is the number of observations (firm-years).

Panel A. Who is Included in the in the Stock Returns Sample?

Straight
(82

Equity
Issues)

IPOs Bundle-IPOs
(46 issues)

MEAN S.D. N MEAN S.D. N
PROF 7.2 15.1 394 6.3 13.6 218
SIZE 63.3 102.8 394 64.3 88.0 216
AGE 18.9 14.3 391 22.4 15.5 218

LEVERAGE 0.43 0.23 394 0.46 0.22 216
HRFCRED 0.78 0.27 201 0.74 0.28 122
LGOWN 85.6 11.3 388 85.6 13.8 209

(Continued on the next page)



Panel B. Mean Stock Returns

* denotes a variable that is statistically different from zero at the 5 percent level, and ** denotes a variable
that is different from zero at the 10 percent level. # denotes a difference in means relative to the
comparison group that is significant at the 1 percent level.

FIRST DAY
RETURNS

ONE YEAR
EXCESS

RETURNS
(1) ALL IPOs (N=82) 0.006 -4.9
(2) BANK UNDERWRITER AND

LENDER DUMMY=1 (N=26  )
-3.3# -18.4*#

(3) BANK UNDERWRITER AND
LENDER DUMMY=0 (N=56)

1.5 1.3

(4) BANK UNDERWRITER AND
LENDER DUMMY=1 and
FUNDLEND=1 (N=7 )+

-10.7*# -32.3*#

(5) BANK UNDERWRITER AND
LENDER DUMMY=1 and
FUNDLEND=0 (N=19 )

-0.5 -13.3

(6) FUNDLEND=1 (N=11 ) -4.5 -18.0**

(7) of which: BANK UNDERWRITER
AND LENDER DUMMY=0 (N=4) ♣

+6.2# +7.1#

(Continued on the next page)

                                                       
+ For firms in this category BIGCONF=1.
♣ The comparison group for firms in this row is row (4).



Panel C. Post-IPO Excess Returns Regressions

SIZE and LGOWN are the 1991-1995 average of the variables defined above. All the regressions are OLS
using pooled data with heteroskedasticity-consistent standard errors reported in parentheses. * denotes a
coefficient that is statistically different from zero at the 5 percent level, and ** denotes a variable that is
different from zero at the 10 percent level.

ONE YEAR
EXCESS

RETURNS

ONE YEAR
EXCESS

RETURNS

ONE YEAR
EXCESS

RETURNS
Constant YES YES YES
Industry Dummies YES YES YES
Year of Issue Dummies YES YES YES
Size (average 1991-1995) 0.004

(0.033)
-0.049**
(0.026)

-0.045**
(0.027)

LGOWN
(average 1991-1995)

-0.08
(1.07)

0.13
(0.95)

0.29
(1.00)

Bank Underwriter and
Lender Dummy

-28.4*
(11.4)

BIGCONF -51.2*
(16.0)

FUNDLEND -27.9**
(15.9)

Adjusted R-squared 0.04 0.05 0.00
N 82 82 82


