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$EVWUDFW

7D[�FRPSHWLWLRQ�SRVHV�WZR�SUREOHPV�IRU�LQWHUQDWLRQDO�FRRSHUDWLRQ��GHIHFWLRQ�DQG
GLVWULEXWLYH� FRQIOLFW�� 0XOWLODWHUDO� FRRSHUDWLRQ� WR� VWRS� WD[� FRPSHWLWLRQ� PD\� IDLO
EHFDXVH� VWDWHV� IDFH� LQFHQWLYHV� WR� UHQHJH� RQ� WKHLU� SURPLVHV� RU� EHFDXVH� WKH\� IDFH
DGYHUVH�GLVWULEXWLRQDO�FRQVHTXHQFHV��HLWKHU�RI�ZKLFK�PDNHV�FRRSHUDWLRQ�DQ�XQDW�
WUDFWLYH�RSWLRQ�IRU�WKHP��&RQYHQWLRQDO�ZLVGRP�LQ�LQWHUQDWLRQDO�UHODWLRQV�FRQFHQ�
WUDWHV� RQ� WKH� ILUVW� SUREOHP�� KLJKOLJKWLQJ� WKDW� WKH� SUREOHP� RI� WD[� FRPSHWLWLRQ
UHVHPEOHV�D�3ULVRQHUªV�GLOHPPD��:H�DUJXH�LQVWHDG�WKDW�LW�LV�WKH�SHFXOLDU�GLVWULEX�
WLRQDO�FRQVHTXHQFHV�RI� WD[�FRPSHWLWLRQ�ZKLFK�H[SODLQ�ZK\�DOO�DWWHPSWV� WR� UHJX�
ODWH� LW� FRRSHUDWLYHO\� KDYH� IDLOHG�� &RPELQLQJ� WKHRUHWLFDO� DQDO\VLV�ZLWK� HPSLULFDO
UHVHDUFK� RQ� WKH� (XURSHDQ� 8QLRQªV� XQVXFFHVVIXO� UHFRUG� RI� WD[� FRRSHUDWLRQ�� ZH
VKRZ� KRZ� GLVWULEXWLYH�� §ZLWKLQ�JURXS¨� FRQIOLFW� DPRQJVW� SRWHQWLDO� FRRSHUDWRUV
LQWHUDFWV�ZLWK� WKH�FRQVWUDLQWV� LPSRVHG�E\�D�QRQ�FRRSHUDWLQJ�§RXWVLGH�ZRUOG¨� WR
PDNH�PXOWLODWHUDO�WD[�FRRSHUDWLRQ�DQ�HVSHFLDOO\�HOXVLYH�JRDO�IRU�LQWHUQDWLRQDO�FRO�
ODERUDWLRQ�

=XVDPPHQIDVVXQJ

'HU� 6WHXHUZHWWEHZHUE� VWHOOW� GLH� LQWHUQDWLRQDOH� .RRSHUDWLRQ� YRU� HLQ� 'HIHNWLRQV�
XQG�HLQ�9HUWHLOXQJVSUREOHP��'LH�.RRSHUDWLRQ�NDQQ�VFKHLWHUQ��ZHLO�.RRSHUDWLRQV�
]XVDJHQ�RSSRUWXQLVWLVFK�DXVJHEHXWHW�ZHUGHQ�RGHU�ZHLO�9HUWHLOXQJVNRQIOLNWH�YHU�
KLQGHUQ�� GD�� HV� �EHUKDXSW� ]X� VROFKHQ�=XVDJHQ� NRPPW��'LH� ELVKHULJH� /LWHUDWXU
KDW�VLFK�IDVW�DXVVFKOLH�OLFK�DXI�GDV�HUVWH�3UREOHP�NRQ]HQWULHUW��6LH�]HLJW��GD��GHU
6WHXHUZHWWEHZHUE� GLH� 6WUXNWXU� HLQHV� *HIDQJHQHQGLOHPPDV� KDW� XQG� HUNOlUW� GD�
GXUFK�GDV�UHJHOPl�LJH�6FKHLWHUQ�YRQ�.RRSHUDWLRQVYHUVXFKHQ��:LU�DUJXPHQWLHUHQ
GDJHJHQ��GD��GLHVHV�6FKHLWHUQ�LQ�HUVWHU�/LQLH�DXI�9HUWHLOXQJVSUREOHPH�]XU�FN]X�
I�KUHQ� LVW��0RGHOOWKHRUHWLVFKH�hEHUOHJXQJHQ� XQG� HPSLULVFKH� %HIXQGH� DXV� GHP
HXURSlLVFKHQ� %LQQHQPDUNW� ]HLJHQ�� ZLH� 9HUWHLOXQJVNRQIOLNWH� VRZRKO� ]ZLVFKHQ
GHQ� SRWHQWLHOOHQ� .RRSHUDWLRQVSDUWQHUQ� DOV� DXFK� ]ZLVFKHQ� GLHVHQ� XQG� GULWWHQ
6WDDWHQ� GHQ� 6WHXHUZHWWEHZHUE� ]X� HLQHP� VFKZHU� O|VEDUHQ�.RRSHUDWLRQVSUREOHP
ZHUGHQ�ODVVHQ�
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� 7D[�&RPSHWLWLRQ�DQG�(FRQRPLF�,QWHJUDWLRQ

§*RYHUQPHQWV� QHHG� PRQH\�� 0RGHUQ� JRYHUQPHQWV� QHHG� ORWV� RI� PRQH\¨��� &RO�
OHFWLQJ� WKLV�PRQH\� LV� D� WULFN\�SUREOHP�EHFDXVH�QRERG\�SDUWLFXODUO\� OLNHV� WR�SD\
WD[HV��$V�WKH�OHYHO�RI�WD[DWLRQ�UHDFKHV���������RU�HYHQ����SHUFHQW�LQ�FRQWHPSRUDU\
ZHOIDUH�VWDWHV��WKH�SUHPLXP�RQ�WD[�DYRLGDQFH��DQG�WD[�HYDVLRQ��ULVHV��$W�WKH�VDPH
WLPH�� WKH� FRVWV� RI� GRLQJ� VR� JR� GRZQ�� 7KH� JURZLQJ� LQWHJUDWLRQ� RI� WKH� ZRUOGªV
HFRQRPLHV�� WKH� SURJUHVV� LQ� WUDGH� OLEHUDOL]DWLRQ� DQG� FDSLWDO� GHFRQWURO�� DQG� WKH
UDSLG� LQQRYDWLRQV� LQ� FRPPXQLFDWLRQ� DQG� WUDQVSRUW� WHFKQRORJLHV� KDYH� QRW� RQO\
PDGH�LW�HDVLHU�WR�PRYH�JRRGV��VHUYLFHV��FDSLWDO��DQG�MREV�DFURVV�QDWLRQDO�ERUGHUV�
EXW�DOVR�PRUH�GLIILFXOW� WR�VXEMHFW� WKHVH� IDFWRUV� WR�QDWLRQDO� WD[HV��1RZDGD\V�� WD[�
SD\HUV�FDQ�� LQ�PDQ\�FDVHV��DYRLG�KLJK�GRPHVWLF�WD[HV�E\�VKLIWLQJ�WKH�WD[�EDVH�WR
DQRWKHU�FRXQWU\�ZKLFK�LV�OHVV�GHPDQGLQJ�WD[�ZLVH��([LW�KDV�EHFRPH�D�YLDEOH�RS�
WLRQ�DQG�D�FUHGLEOH�LPSOLFLW�WKUHDW�

*RYHUQPHQWV�PD\�WU\�WR�H[SORLW�WKLV�VLWXDWLRQ�E\�XQGHUFXWWLQJ�WKH�WD[HV�RI�WKHLU
QHLJKERXUV��7D[�VHQVLWLYH�EXVLQHVV� LV� OXUHG�DZD\�IURP�IRUHLJQ�PDUNHWV��DQG� LP�
SURYHV�GRPHVWLF�JURZWK�UDWHV��HPSOR\PHQW�ILJXUHV��DQG�ILVFDO�UHYHQXHV��SURYLGHG
WKDW� RWKHU� FRXQWULHV� GR� QRW� UHVSRQG� LQ� NLQG� DQG� ORZHU� WKHLU� WD[HV� DV�ZHOO�� <HW�
VLQFH�WKHUH�LV�QR�REYLRXV�UHDVRQ�ZK\�DQ\�FRXQWU\�VKRXOG�KROG�ILUP�DQG�OHW�LWVHOI
EH� YLFWLPLVHG� E\� RWKHU� FRXQWULHVª� EHJJDU�WK\�QHLJKERU� SROLFLHV�� PDQ\� HFRQRPLVWV
ZDUQ�WKDW�WKH�FRPSHWLWLRQ�IRU�PRELOH�WD[�EDVH�ZLOO�LQHYLWDEO\�OHDG�WR�D�ILVFDOO\�UX�
LQRXV�UDFH� WR� WKH�ERWWRP��2QFH�VWDUWHG�� WKH�FRPSHWLQJ�VWDWHV�ZLOO� LQWHUDFWLYHO\�FXW
WKHLU� WD[HV�RQ�FDSLWDO� DQG�RWKHU�PRELOH� IDFWRUV� WR� HYHU� ORZHU� OHYHOV��ZLWK�SRWHQ�
WLDOO\�VHULRXV�LPSOLFDWLRQV�IRU�ZHOIDUH�SROLF\�DQG�LQFRPH�GLVWULEXWLRQ��§,Q�HTXLOLE�
ULXP��WKH�WD[�UDWH�RQ�FDSLWDO�LQ�HDFK�VWDWH�ZLOO�EH�GULYHQ�WR�]HUR�¨��3ROLWLFDO�VFLHQ�
WLVWV� KDYH� FRQFOXGHG� WKDW� WD[� FRPSHWLWLRQ� UHVHPEOHV� D� §VWDQGDUG� 3ULVRQHUVª� GL�
OHPPD�¨�

��������������������������������������������������
$�SUHOLPLQDU\�YHUVLRQ�RI�WKLV�SDSHU�ZDV�SUHVHQWHG�DW�WKH�*$$&�ZRUNVKRS��§7KH�3ROLWLFDO
(FRQRP\�RI�(XURSHDQ�,QWHJUDWLRQ¨��%UHPHQ��*HUPDQ\��$XJXVW�������7KH�DXWKRUV�WKDQN
'DYLG� &DUPHQW�� 'DYLG� &RHQ�� 0DUN� +DOOHUEHUJ�� $QWRQ� +HPHULMFN�� 7KRPDV� .|QLJ�
&\QWKLD�/HKPDQQ��'DYLG�/RQJ��6XVDQQH�/�W]��3KLOLS�0DQRZ��7KRPDV�3O�PSHU��'DYLG
3ROORFN�� &ODXGLR� 5DGDHOOL�� )ULW]� 6FKDUSI�� +HLQHU� 6FKXO]�� 5D\PXQG�:HUOH� DQG�0LFKDHO
=�UQ�� )XQGLQJ� IURP� WKH� *$$&� LV� JUDWHIXOO\� DFNQRZOHGJHG�� 3DUWV� RI� WKLV� SDSHU� ZHUH
ZULWWHQ� ZKLOH� 'HKHMLD� ZDV� 9LVLWLQJ� 3URIHVVRU� DW� WKH� ,QVWLWXWH� IRU� $GYDQFHG� 6WXGLHV�
9LHQQD�� DQG�*HQVFKHO�ZDV� D� -HDQ�0RQQHW� )HOORZ� DW� WKH� (XURSHDQ�8QLYHUVLW\� ,QVWLWXWH�
)ORUHQFH�

� 6WHLQPR�����������
� )UH\�������������6HH�DOVR�7KLUVN��������������/HH�0F.HQ]LH���������)UHQNHO � 5D]LQ �

6DGND�����������¥������6LQQ��������
� +DOOHUEHUJ��������������VHH�DOVR�6WHLQPR���������5DGDHOOL������������
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7KH�SULVRQHUVª�GLOHPPD�LV�HQGHPLF�WR�LQWHUQDWLRQDO�SROLWLFV��,W�FRPSOLFDWHV�FRRS�
HUDWLRQ��EXW�GRHV�QRW�PDNH�FRRSHUDWLRQ�FRPSOHWHO\�LPSRVVLEOH��$V�LV�ZHOO�NQRZQ�
UHSHDWHG�LQWHUDFWLRQ�DQG�WKH�ORQJ�VKDGRZ�RI�WKH�IXWXUH�FDQ�PLWLJDWH�WKH�ULVN�RI�GH�
IHFWLRQ��DQG�RIWHQ�HQDEOH�DFWRUV�WR�FDSWXUH�WKH�EHQHILWV�RI�FRRSHUDWLRQ��,QVWLWXWLRQV
PD\� IXUWKHU� UHGXFH� WKH� LQFHQWLYH� WR� FKHDW� E\� IDFLOLWDWLQJ� WKH�PRQLWRULQJ� RI� EH�
KDYLRU�DQG�WKH�SXQLVKPHQW�RI�GHIHFWRUV��*LYHQ� ORQJ�WLPH�KRUL]RQV�DQG�HIIHFWLYH
LQVWLWXWLRQV�� VWDWHV� DUH� UHOXFWDQW� WR� IUHH�ULGH� IRU� IHDU� RI� UHWDOLDWLRQ� DQG� ORVV� RI
UHSXWDWLRQ���1XPHURXV�H[DPSOHV�RI�VXFFHVVIXO�LQWHUQDWLRQDO�UHJLPHV�LOOXVWUDWH�WKH
SRLQW�� ,Q� SROLF\� ILHOGV� DV� GLYHUVH� DV� WUDGH��PRQH\�� WHOHFRPPXQLFDWLRQV�� RU� HQYL�
URQPHQWDO�SURWHFWLRQ�� VWDWHV�KDYH�HVWDEOLVKHG� LQVWLWXWLRQV� IRU� LQWHUQDWLRQDO�FRRS�
HUDWLRQ��DQG�DGKHUH�WR�WKHLU�UXOHV�

,Q�WD[�SROLF\��KRZHYHU��LQWHUQDWLRQDO�FRRSHUDWLRQ�LV�FRQVSLFXRXVO\�DEVHQW��7D[�H[�
SHUWV�RFFDVLRQDOO\�FDOO�IRU�D�VRUW�RI�*$77�W\SH�DJUHHPHQW�ZKHUHE\�JRYHUQPHQWV
OD\�GRZQ�FRPPRQ�UXOHV�RI�FRQGXFW�IRU�WD[�SROLF\���9DULRXV�LQWHUQDWLRQDO�IRUD��LQ�
FOXGLQJ�WKH�,0)��WKH�2(&'��DQG�WKH�*���KDYH�HFKRHG�WKHVH�FDOOV��DQG��DW�RQH�WLPH
RU�DQRWKHU��GLVFXVVHG� WKH�SRVVLELOLW\�RI�PXOWLODWHUDO� DJUHHPHQW��%XW�� DV�\HW�� OLWWOH
LQWHUQDWLRQDO�FRRSHUDWLRQ�KDV�HPHUJHG�WR�VWRS�WD[�FRPSHWLWLRQ��(YHQ�LQ�WKH�(XUR�
SHDQ�8QLRQ��ZKHUH�WKH�HFRQRPLF�LQWHJUDWLRQ�LV�GHHSHU�DQG�WKH�UHFRUG�RI�VXFFHVV�
IXO�FRRSHUDWLRQ�EHWWHU�WKDQ�DQ\ZKHUH�HOVH�LQ�WKH�ZRUOG��PRVW�DWWHPSWV�WR�UHJXODWH
WD[�FRPSHWLWLRQ�FROOHFWLYHO\�KDYH�EHHQ�XQVXFFHVVIXO��7KH�(XURSHDQ�&RPPLVVLRQ
DVVHUWV� WKDW� WKH�QHHG� IRU�&RPPXQLW\�DFWLRQ� LV� ODUJH��EXW� LWV�SURSRVHG�GLUHFWLYHV
DUH�UHJXODUO\�EORFNHG�LQ�WKH�&RXQFLO�RI�0LQLVWHUV���7D[�FRPSHWLWLRQ��LW�VHHPV��LV�D
SDUWLFXODUO\�LQWUDFWDEOH�SUREOHP�IRU�LQWHUQDWLRQDO�FRRSHUDWLRQ��7KH�SXUSRVH�RI�WKLV
SDSHU�LV�WR�H[SORUH�ZK\�WKLV�LV�WKH�FDVH��:K\�GRHV�FROOHFWLYH�DFWLRQ�VR�SHUVLVWHQWO\
IDLO� LQ� WD[�FRPSHWLWLRQ"�7KH�DQVZHU� LV� LQWHUHVWLQJ�QRW�RQO\� IRU� WKH�VSHFLILF�SURE�
OHPV�RI� WD[�SROLF\� LQ�D�FRQWH[W�RI�RSHQ�ERUGHUV�� ,W�PD\�DOVR� LPSURYH�RXU�XQGHU�
VWDQGLQJ�RI� WKH�JHQHUDO�SUREOHPV�RI� LQWHUQDWLRQDO�FRRSHUDWLRQ��0RVW�UHVHDUFK�RQ
LQWHUQDWLRQDO�FRRSHUDWLRQ��VR�IDU��KDV�IRFXVHG�RQ�H[DPSOHV�RI�VXFFHVVIXO�FRRSHUD�
WLRQ��,W�VHHPV�DERXW�WLPH�WR�SURYLGH�IRU�VRPH�YDULDWLRQ�LQ�WKH�GHSHQGHQW�YDULDEOH�
DQG�DOVR�VWXG\�FDVHV�RI�XQVXFFHVVIXO�FRRSHUDWLRQ�

��������������������������������������������������
� (�J��� $[HOURG� �������� .HRKDQH� �������� 0LOJURP�1RUWK �:HLQJDVW� �������� =�UQ

��������*DUUHWW �:HLQJDVW���������0DUWLQ��������
� (�J���7DQ]L � %RYHQEHUJ��������������&DUH\�&KRXUDTXL�+DJHPDQQ����������¥����
� .RPPLVVLRQ�����������
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7KH� LQWHUQDWLRQDO�SROLWLFDO� HFRQRP\� OLWHUDWXUH�KLJKOLJKWV� WZR�SRWHQWLDO� FDXVHV�RI
FRRSHUDWLRQ�IDLOXUH��GHIHFWLRQ�DQG�GLVWULEXWLRQ���'HIHFWLRQ�PD\�SUHYHQW�FRRSHUD�
WLRQ�E\�PDNLQJ�LW�ULVN\��GLVWULEXWLRQ�PD\�SUHYHQW�FRRSHUDWLRQ�E\�PDNLQJ�LW�FRQ�
WURYHUVLDO�� ,Q� WKH� IRUPHU� FDVH�� FRRSHUDWLRQ� IDLOV�EHFDXVH�DFWRUV� VXVSHFW� WKDW�RQFH
DJUHHG�XSRQ�WKH�FRRSHUDWLRQ�FDQQRW�EH�PDLQWDLQHG��LQ�WKH�ODWWHU�FDVH��FRRSHUDWLRQ
IDLOV� EHFDXVH� DFWRUV� FDQQRW� DJUHH� LI� DQG� KRZ� WR� EULQJ� LW� DERXW�� ,Q� RQH� FDVH�� WKH
SUREOHP�LV�WKDW�FRRSHUDWLRQ�LV�QRW�D�1DVK�HTXLOLEULXP�DQG��WKHUHIRUH�� LQKHUHQWO\
YXOQHUDEOH� WR� RSSRUWXQLVP�� LQ� WKH� RWKHU�� WKH� SUREOHP� LV� WKDW� WKHUH� DUH�PXOWLSOH
HTXLOLEULD� DQG� QR� REYLRXV� ZD\� WR� FKRRVH� DPRQJVW� WKHP�� 'HIHFWLRQ� LV� D� SRVW�
FRQWUDFWXDO� GLOHPPD� UDLVLQJ� LVVXHV� RI�PRQLWRULQJ�� HQIRUFHPHQW�� DQG� XQIRUHVHHQ
FRQWLQJHQFLHV�� 'LVWULEXWLRQ� LV� D� SUH�FRQWUDFWXDO� GLOHPPD� UHVXOWLQJ� LQ� KDJJOLQJ�
GHOD\��DQG�LQGHFLVLRQ��7KH���[���SULVRQHUVª�GLOHPPD�KDV�FRPH�WR�EH�UHJDUGHG�DV
WKH�VKLEEROHWK�IRU�WKH�IRUPHU�SUREOHP��WKH���[���EDWWOH�RI� WKH�VH[HV�JDPH�IRU�WKH
ODWWHU�

7KH�DQDO\VLV�RI�WD[�FRPSHWLWLRQ�KDV�EHHQ�SUHRFFXSLHG�ZLWK�RQO\�RQH�RI�WKHVH�WZR
SUREOHPV�� WKH�GHIHFWLRQ�SUREOHP��7KH�XVXDO� UHIHUHQFH� WR� WKH�SULVRQHUVª�GLOHPPD
VWURQJO\�VXJJHVWV�WKDW�LQFHQWLYHV�IRU�RSSRUWXQLVWLF�EHKDYLRU�DUH�WKH�PDLQ�FDXVH�RI
FRRSHUDWLRQ�IDLOXUH��0D\EH�WD[�FRRSHUDWLRQ��LQYROYHV�SDUWLFXODUO\�VHYHUH�LVVXHV�RI
PRQLWRULQJ��HQIRUFHPHQW��DQG� LQFRPSOHWH�FRQWUDFWLQJ��ZKLFK�PDNH� LW�DOO�EXW� LP�
SRVVLEOH� WR� SURYLGH�SRWHQWLDO� FRRSHUDWRUV�ZLWK� VXIILFLHQW� VDIHJXDUGV� DJDLQVW� RS�
SRUWXQLVP��2Q�FORVHU� LQVSHFWLRQ��KRZHYHU�� WKHUH�DUH� UHDVRQV� IRU�GRXEW�� ,W� LV�QRW
REYLRXV�ZK\� WD[� FRRSHUDWLRQ� VKRXOG�EH�PRUH�GLIILFXOW� WR� VWDELOL]H�DQG�PDLQWDLQ
WKDQ�� IRU� H[DPSOH�� FRRSHUDWLRQ� LQ�PRQH\�RU� WUDGH��7D[�SROLF\� LV� D�KLJKO\�SROLWL�
FL]HG�DIIDLU��1R�GHPRFUDWLF�JRYHUQPHQW�FDQ�KRSH�WR�FKDQJH�LWV�WD[�FRGH�ZLWKRXW
PDNLQJ�D�QRLVH��DQG�KDUGO\�DQ\�RWKHU�JRYHUQPHQW�FDQ�IDLO�WR�QRWLFH��&XUVRU\�LQ�
WHUYLHZV�ZLWK� ILQDQFH�PLQLVWU\� RIILFLDOV� TXLFNO\� UHYHDO� WKDW� WKH\� XVXDOO\� KDYH� D
YHU\� FOHDU� SLFWXUH� RI� ZKDW� LV� JRLQJ� RQ� LQ� RWKHU� FRXQWULHVª� WD[� SROLF\� GRPDLQV�
+HQFH��PRQLWRULQJ�GRHV�QRW�VHHP�WR�EH�DQ�LQVXUPRXQWDEOH�REVWDFOH��(QIRUFHPHQW
DQG�XQIRUHVHHQ� FRQWLQJHQFLHV�PD\�SRVH�PRUH� VHULRXV�SUREOHPV�� EXW� DJDLQ�� LW� LV
QRW� REYLRXV� ZK\� WKHVH� SUREOHPV� VKRXOG� EH� RI� DQ� HQWLUHO\� GLIIHUHQW� PDJQLWXGH
WKDQ�LQ�WUDGH�RU�PRQH\��*LYHQ�WKH�VWULQJHQF\�RI�(&�ODZ��WKH�(XURSHDQ�&RPPX�
QLW\��DW� OHDVW��VKRXOG�EH�DEOH� WR�GHDO�ZLWK� WKHP���7KH�&RPPXQLW\ªV� OHJDO�V\VWHP

��������������������������������������������������
� 6HH��H�J���6WHLQ���������6QLGDO���������.UDVQHU���������*DUUHWW �:HLQJDVW��������
� 7KH�WHUP�§WD[�FRRSHUDWLRQ¨�FRXOG�SRWHQWLDOO\�PHDQ�PDQ\�GLIIHUHQW�WKLQJV��,Q�WKLV�SD�

SHU��ZH�XVH�LW�LQ�WKH�UHVWULFWHG�VHQVH�RI�PXOWLODWHUDO�DFWLRQ�WR�VWRS�WD[�FRPSHWLWLRQ�
� 7KH�(XURSHDQ�8QLRQ� �(8�� FRQVLVWV� RI� WKUHH�GLIIHUHQW� §SLOODUV¨�� WKH�(XURSHDQ�&RP�

PXQLWLHV��(&���WKH�&RPPRQ�)RUHLJQ�DQG�6HFXULW\�3ROLF\��&)63���DQG�WKH�-XVWLFH�DQG
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PDNHV�LW�QH[W�WR�LPSRVVLEOH�IRU�PHPEHU�VWDWHV�WR�UHQHJH�RQ�IRUPDO�DJUHHPHQWV���

DQG� KDV� HQDEOHG� WKHP� WR� WDFNOH� WKH� §VHULHV� RI� SULVRQHUVª� GLOHPPD� JDPHV¨��� LQ�
YROYHG�LQ�WKH�FUHDWLRQ�RI�WKH�VLQJOH�PDUNHW��:K\�VKRXOG�LW�QRW�DOVR�HQDEOH�WKHP�WR
PDVWHU�WKH�SULVRQHUVª�GLOHPPD�JDPH�LQKHUHQW�LQ�WD[�FRPSHWLWLRQ"

7R�VD\�WKDW�WD[�FRPSHWLWLRQ�LV�D�SULVRQHUVª�GLOHPPD�LV�RQO\�WKH�ILUVW�VWHS�WRZDUG
XQGHUVWDQGLQJ�WKH�FROOHFWLYH�DFWLRQ�SUREOHPV�LQYROYHG��7KH�ULVN�RI� IUHH�ULGLQJ�LV
UHDO��EXW�LW�LV�QRW�WKH�RQO\��RU�HYHQ�WKH�PRVW�LPSRUWDQW��FDXVH�RI�FRRSHUDWLRQ�IDLO�
XUH��,Q�WKLV�SDSHU��ZH�DUJXH�WKDW�WKH�GLVWULEXWLRQDO�LPSOLFDWLRQV�RI�WD[�FRPSHWLWLRQ
DUH�PRUH�VLJQLILFDQW�IRU�XQGHUVWDQGLQJ�ZK\�LW�LV�VXFK�D�WRXJK�QXW�WR�FUDFN�IRU�LQ�
WHUQDWLRQDO� FRRSHUDWLRQ��:H� DQDO\]H�ZKDW� WKHVH� LPSOLFDWLRQV� DUH� DQG� KRZ� WKH\
REVWUXFW�DJUHHPHQW�

2XU�SODQ�LV�DV�IROORZV��)LUVW��ZH�GHYHORS�D�VLPSOH�PRGHO�RI�WD[�FRPSHWLWLRQ��7KH
PRGHO�LV�PXFK�WRR�VWDUN�WR�JLYH�D�WUXH�SLFWXUH�RI�HYHU\WKLQJ�WKDW�LV�UHOHYDQW�LQ�LQ�
WHUQDWLRQDO� WD[� SROLF\�� %XW� LW� DOORZV� XV� WR� GHYHORS� WZR� EDVHOLQH� KXQFKHV� DERXW
KRZ�GLVWULEXWLRQDO�FRQFHUQV�PD\�LQWHUIHUH�ZLWK�WD[�FRRSHUDWLRQ��VHFWLRQ�����1H[W�
ZH�FRQIURQW�WKH�PRGHO�ZLWK�GDWD�RQ�DQ�DUFKHW\SLFDO�HPSLULFDO�FDVH��$QDO\]LQJ�WKH
WD[�FRPSHWLWLRQ�IRU�ILQDQFLDO�FDSLWDO�LQ�WKH�VLQJOH�(XURSHDQ�PDUNHW��ZH�FKHFN�KRZ
IDU� WKH� WZR� KXQFKHV� FDQ� DFFRXQW� IRU� WKH� (&ªV� IDLOXUH� WR� VWRS� WKLV� FRPSHWLWLRQ
WKURXJK�FROOHFWLYH�DFWLRQ� �VHFWLRQ�����$V� LW� WXUQV�RXW�� WKH�PRGHO� LV�TXLWH�JRRG�DW
SUHGLFWLQJ� WKH�EDVLF�SDWWHUQ�RI� WKH�FRPSHWLWLRQ��<HW�� WKH�H[SODQDWLRQ� LW�RIIHUV� IRU
WKH�FRRSHUDWLRQ�IDLOXUH�LV�QRW�HQWLUHO\�FRQYLQFLQJ��:H�UHWXUQ�WR�WKH�PRGHO��H[WHQG
LW��DQG�UHILQH�RXU�DUJXPHQW��VHFWLRQ�����,Q�WKH�FRQFOXGLQJ�VHFWLRQ��ZH�VXPPDUL]H
RXU�UHVXOWV�DQG�VSHFXODWH�RQ�WKHLU�SRWHQWLDO�LPSOLFDWLRQV�IRU�LQWHUQDWLRQDO�UHODWLRQV
UHVHDUFK�DW�ODUJH��VHFWLRQ����

�������������������������������������������������������������������������������������������������������������������������������������������������
+RPH�$IIDLUV� �-+$��� 6LQFH� WKH�SUREOHP�RI� WD[� FRPSHWLWLRQ� IDOOV� HQWLUHO\�ZLWKLQ� WKH
UHDOP�RI�WKH�ILUVW�SLOODU��ZH�ZLOO�KHQFHIRUWK�UHIHU�WR�WKH�(&�UDWKHU�WKDQ�WKH�(8�

�� 7KLV� LV� ZKDW� -RVHSK� :HLOHU� FDOOV� §WKH� FORVXUH� RI� 6HOHFWLYH� ([LW¨�� 6HH� :HLOHU
�������������� 7KH� VWULQJHQF\� RI� WKH� (&� OHJDO� V\VWHP� LV� DOVR� HPSKDVL]HG� E\� RWKHU
DXWKRUV�� IRU� H[DPSOH�� *DUUHW �:HLQJDVW� �������� 0RUDYFVLN� �������� %XUOH\ �0DWWOL
��������6FKDUSI��������

�� *DUUHW�������������



'HKHMLD��*HQVFKHO��7D[�&RPSHWLWLRQ �

� $�0RGHO�RI�7D[�&RPSHWLWLRQ

��� %XLOGLQJ�%ORFNV

,W� LV� WULFN\�WR�WU\�WR�GLVFXVV�HYHU\WKLQJ�WKDW�PLJKW�RFFXU�EHFDXVH�RI� WD[�FRPSHWL�
WLRQ��DOO� DW�RQFH�� ,Q�RUGHU� WR�XQGHUVWDQG� WKH�EDVLF� VWUDWHJLF�SDWWHUQ��ZH� VWDUW�RXW
ZLWK�D�PRGHO�WKDW�IRFXVHV�RQ�RQO\�D�YHU\�IHZ�V\VWHP�OHYHO�YDULDEOHV��7KH�EXLOGLQJ
EORFNV� LQFOXGH� D� WZR�FRXQWU\�ZRUOG� DQG�RQH�SRWHQWLDOO\�PRELOH� WD[� EDVH�� ,QGH[
FRXQWULHV� ,� DQG� ,,�� )RU� FRQYHQLHQFH�� ZH� DVVXPH� WKDW� WKH� SULYDWH� VHFWRU� FDQ� EH
VXPPDUL]HG�E\�DQ�DJJUHJDWH�SURGXFWLRQ�IXQFWLRQ�\LHOGLQJ�D�VLQJOH��KRPRJHQRXV
RXWSXW�JRRG��RQH�PLJKW� WKLQN�RI� LW�DV�*'3���:H�VXSSRVH�D�QHRFODVVLFDO�SURGXF�
WLRQ�IXQFWLRQ���

��� Y F K F F i I IIi i= > < =( ), ’ , " , , ,0 0

ZKHUH� Yi � LV� RXWSXW�� DQG� Ki �� FDSLWDO� LQSXW�� LV� WKH�PRELOH� WD[� EDVH�� ,Q� WKH� EDFN�
JURXQG�� WKHUH� DUH� RWKHU� LQSXWV�� ZKLFK� DUH� DVVXPHG� IL[HG� DQG� LPPRELOH�� DQG
WKHUHIRUH�FDQ�EH�LJQRUHG��6LQFH�RQO\�FDSLWDO�LV�PRELOH�EHWZHHQ�WKH�WZR�FRXQWULHV�
FDSLWDO�LQSXW�LV�VXEMHFW�WR�GLPLQLVKLQJ�UHWXUQV���

:H�VXSSRVH�WKDW�WKH�ZRUOG�FDSLWDO�VWRFN�LV�IL[HG�

��� K K KI II+ = ,

ZKHUH�K > 0 LV�D�FRQVWDQW���

:H�QRZ�EULQJ�LQ�WKH�JRYHUQPHQW��,Q�HDFK�FRXQWU\��WKHUH�LV�D�JRYHUQPHQW�ZKLFK
QHHGV� WR� UDLVH� UHYHQXH� IRU�ZHOIDUH�� UHGLVWULEXWLRQ�� DQG� RWKHU� SXUSRVHV�� 7R� NHHS
WKH� VWRU\� VLPSOH�� ZH� PDNH� WZR� DVVXPSWLRQV�� (DFK� JRYHUQPHQW� LV� D� UHYHQXH

��������������������������������������������������
�� )RU� FRQYHQLHQFH��ZH�DOVR�DVVXPH� WKDW�ERWK�FRXQWULHV�KDYH�DFFHVV� WR� WKH� VDPH� WHFK�

QRORJ\��ZKLFK�FDQ�EH�LQWHUSUHWHG�WR�EH�WKH�UHVXOW�RI�SHUIHFW�WHFKQRORJLFDO�GLIIXVLRQ�
�� ,W�KDV�EHFRPH� FRPPRQ� WR� DUJXH� WKDW� UHDO�ZRUOG�SURGXFWLRQ� WHFKQLTXHV� DUH� FKDUDF�

WHUL]HG�E\�LQFUHDVLQJ�UHWXUQV��+RZHYHU��WKLV�UHVXOW�LV�HOXVLYH�LQ�WKH�GDWD��,QGHHG��ULJ�
RURXV�HFRQRPHWULF�WHVWLQJ�DOPRVW�LQYDULDEO\�WXUQV�XS�DJJUHJDWH�FRQVWDQW�UHWXUQV��VHH�
IRU�LQVWDQFH��'Z\HU�������7DEOH�����ZKLFK�LPSOLHV�WKDW�LI�VRPH�IDFWRUV�FDQQRW�EH�DG�
MXVWHG�� WKHQ� WKH�RWKHU� IDFWRUV�ZLOO�EH� VXEMHFW� WR�GLPLQLVKLQJ� UHWXUQV��+HQFH��RXU�DV�
VXPSWLRQ�RI�D�QHRFODVVLFDO�SURGXFWLRQ�IXQFWLRQ�

�� ,W� WXUQV� RXW� WKDW� WKLV� LV� LQQRFXRXV�� VLQFH� WKH� HTXLOLEULXP� ZLOO� QRW� GHSHQG� RQ� K �
)RUPDOO\�� WKH� GHFLVLRQ� YDULDEOHV� WXUQ� RXW� WR� EH� KRPRJHQRXV� RI� GHJUHH� ]HUR� LQ� K �
7KLV�PHDQV� WKDW� WKH� ORJLF�RI� WKH� UHVXOWV� LV�XQDIIHFWHG� LI�ZH� DOORZ� WKH�ZRUOG� FDSLWDO
VWRFN�WR�JURZ�RU�VKULQN�



�� 03,I*�'LVFXVVLRQ�3DSHU�����

PD[LPL]HU��DQG�KDV�DFFHVV�WR�RQO\�D�VLQJOH�WD[�LQVWUXPHQW��D�VRXUFH�LQFRPH�WD[�RQ
WKH�PRELOH�IDFWRU��L�H���FDSLWDO��ZKHUH� 0 1< < =t i I IIi , , , �LV�WKH�WD[�UDWH����7KH�DIWHU�
WD[�UDWH�RI�UHWXUQ�IRU�WKH�LQYHVWRU�� ri ���LV�JLYHQ�E\�

��� r t F K i I IIi i i= − =( ) ’( ), , .1

7RWDO�WD[�UHYHQXH�RI�WKH�JRYHUQPHQW�� Ri ��LV�

��� R t F K i I IIi i i= =( ), , ,

ZKHUH�ZH�VXSSRVH�WKDW�WKH�VRXUFH�LQFRPH�WD[�RQ�FDSLWDO�LV�DG�YDORUHP�LQ�QDWXUH���

��� ([HUFLVLQJ�WKH�0RGHO

:H�QRZ�KDYH� DOO� WKH�QHFHVVDU\� LQJUHGLHQWV� WR� WHOO� D� VLPSOH� VWRU\� DERXW� JRYHUQ�
PHQWV�FKDVLQJ�PRELOH�WD[�EDVHV��,Q�UHDOLW\��WKHUH�DUH�GLIIHULQJ�GHJUHHV�RI�WD[�PR�
ELOLW\�� EXW� IRU� DQDO\WLFDO� FODULW\��ZH� FRQVLGHU� WKH� WZR�SRODU� FDVHV� RI� QR�PRELOLW\
DQG�SHUIHFW�PRELOLW\�

&RQVLGHU� ILUVW� WKH� FORVHG� HFRQRP\�� &DSLWDO� LV� LPPRELOH�� EHFDXVH� LQVWLWXWLRQDO�
WHFKQRORJLFDO�� RU� FXOWXUDO� IDFWRUV�PDNH� WKH� FRVW� RI� WUDQVERUGHU�PRELOLW\�SURKLEL�
WLYH�� 7KH� ORJLFDO� FRQFOXVLRQ� LV� WKDW� D� JLYHQ� FRXQWU\ªV� WD[� EDVH� Ki �� LV� HVVHQWLDOO\
IL[HG�DQG�H[RJHQRXV��+RZHYHU��LI� Ki �LV�IL[HG��WKLV�DOVR�LPSOLHV�WKDW�WRWDO�RXWSXW�
F Ki( ) �� LV� IL[HG��,Q�WKLV�VLWXDWLRQ�WKH�WD[�UHYHQXH�RI�D�FRXQWU\� LV�D�PRQRWRQLFDOO\
LQFUHDVLQJ�IXQFWLRQ�RI�WKH�WD[�UDWH��,Q�IDFW�� Ri �LV�OLQHDU�LQ� ti ��7KH�JRYHUQPHQW�FDQ
H[WUDFW�XS�WR F Ki( ) � LQ�WD[�UHYHQXH��$V�D�UHYHQXH�PD[LPL]HU��LW�ZLOO�VHW�D�WD[�UDWH
HTXDO�WR�RQH����7KLV�LV�WKH�§*DUGHQ�RI�(GHQ¨�VLWXDWLRQ�IRU�WKH�WD[�VWDWH��7KH�XSSHU
OLPLW�WR�WD[LQJ�FDSDFLW\�LV�GHILQHG�RQO\�E\�WKH�VL]H�RI�WKH�HFRQRP\��DQG�WKHUH�LV�QR
SROLF\�GLOHPPD�

7KLV�VWDQGV�LQ�PDUNHG�FRQWUDVW�WR�WKH�FDVH�RI�SHUIHFW�WUDQVERUGHU�PRELOLW\��+HUH�
LQWHUQDWLRQDO� DUELWUDJH� HQVXUHV� WKDW� GLIIHUHQFHV� LQ� HDUQLQJV� RSSRUWXQLWLHV� DUH
HTXDOL]HG�EHWZHHQ�FRXQWULHV��,I�WKH�UDWH�RI�UHWXUQ�LQ�RQH�FRXQWU\�ZHUH�ORZHU�WKDQ

��������������������������������������������������
�� ,Q�WKLV�VLPSOH�VHWWLQJ��RQH�FRXOG�MXVW�DV�HDVLO\�LQWHUSUHW�LW�DV�D�VDOHV�WD[�RQ�RXWSXW�
�� 7KLV�LV�LQQRFXRXV��,I�LW�ZHUH�D�VSHFLILF�WD[��UHYHQXH�ZRXOG�EH�D�IXQFWLRQ�RI� Ki �UDWKHU

WKDQ� F Ki( ) �
�� 7R�EH�VXUH��WKLV�LV�XQUHDOLVWLF��+RZHYHU��VLQFH�ZH�DUH�QRW�FRQFHUQHG�ZLWK�WD[DWLRQ�LQ

WKH� FORVHG� HFRQRP\��EXW� LQ� WKH� VWUDWHJLF� HIIHFWV� RI� WD[� FRPSHWLWLRQ��ZH� H[FOXGH�GR�
PHVWLF�VRXUFHV�RI�GLVWRUWLRQ�ZKLFK�SODFH�LQGHSHQGHQW�FRQVWUDLQWV�RQ�WKH�DELOLW\�WR�WD[�
,W� IROORZV� WKDW�� LQ� RXU� FORVHG� HFRQRP\�PRGHO�� WD[DWLRQ� LV� QRW� LQKHUHQWO\�GLVWRUWLQJ�
EXW�UDWKHU�UHGLVWULEXWLYH�
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LQ�WKH�RWKHU��FDSLWDO�RZQHUV�IURP�WKH�ORZ�UHWXUQ�FRXQWU\�ZRXOG�VKLIW�WKHLU�DVVHWV
WR�WKH�KLJK�UHWXUQ�FRXQWU\��XQWLO�UDWHV�RI�UHWXUQ�ZHUH�HTXDOL]HG��7KHUHIRUH��WKHUH�LV
D�XQLILHG�ZRUOG�UDWH�RI�UHWXUQ�

��� r rI II= ,

ZKLFK�LPSOLHV�WKDW�DIWHU�WD[�UHWXUQV�LQ�WKH�WZR�FRXQWULHV�DUH�HTXDOL]HG�

��� ( ) ’( ) ( ) ’( ).1 1− = −t F K t F KI I II II

'XH�WR�WKLV�DUELWUDJH�FRQGLWLRQ��WKH�HTXLOLEULXP�VSOLW�RI�WKH�ZRUOG�FDSLWDO�VWRFN�LV
QRZ�HQGRJHQRXV��DQG�GHSHQGV�RQ� WKH� WD[� UDWHV�RI�ERWK�FRXQWULHV��7R�PDNH� WKLV
IXQFWLRQDO�GHSHQGHQFH�H[SOLFLW��FRQVLGHU�WKH�IROORZLQJ�VSHFLDO�FDVH�RI�WKH�SURGXF�
WLRQ�IXQFWLRQ��&REE�'RXJODV��

��� F K Ki i( ) ( ) , ,=
+

− < <+1

1
1 01
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ZKHUH� α � LV� D� SDUDPHWHU�ZKLFK�PHDVXUHV� UHWXUQV� WR� VFDOH�� ,W� LV� WKHQ�SRVVLEOH� WR
REWDLQ�FORVHG�IRUP�VROXWLRQV�IRU�WKH�WZR�FRXQWULHVª�FDSLWDO�VWRFNV�

��� K KI
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,Q�RUGHU�WR�XQGHUVWDQG�ZKDW�WKH�LPSOLFDWLRQV�RI�DUELWUDJH�DUH�IRU�JRYHUQPHQW�WD[
SROLF\��ZH�KDYH� WR� DQVZHU� WZR�TXHVWLRQV�� )LUVW��ZKDW� LV� D� FRXQWU\ªV� RSWLPDO� WD[
SROLF\�JLYHQ�WD[�EDVH�PRELOLW\��DQG��VHFRQG�� LV�D�FRXQWU\ªV�JRYHUQPHQW�EHWWHU�RU
ZRUVH�RII�XQGHU�WD[�EDVH�PRELOLW\�DV�FRPSDUHG�WR�WKH�FORVHG�FDVH"�:H�FDQ�IRFXV
ZLWKRXW�ORVV�RI�JHQHUDOLW\�RQ�FRXQWU\�,�

&RQVLGHU�ILUVW�WKH�FDVH�LQ�ZKLFK�FRXQWU\�,�WDNHV�FRXQWU\�,,ªV�WD[�UDWH�DV�JLYHQ��7KLV
FRXOG�HLWKHU�EH�EHFDXVH�FRXQWU\�,,�GRHV�QRW�UHDOL]H�WKH�VWUDWHJLF�LQWHUGHSHQGHQFH
RI�WKH�WZR�FRXQWULHVª�WD[�SROLFLHV�RU�EHFDXVH�FRXQWU\�,�LV�VR�VPDOO�WKDW�LV�KDV�D�QHJ�
OLJLEOH�LPSDFW�RQ�FRXQWU\�,,ªV�WD[�UHYHQXH��,Q�HLWKHU�FDVH��ZH�VXSSRVH�WKDW�FRXQWU\
,,ªV�WD[�UDWH�LV�IL[HG�DW�VRPH�H[RJHQRXV�OHYHO�� tII ��7KHQ��FRXQWU\�,ªV�WD[�UHYHQXH�LV
JLYHQ�E\�

���� R t t F K t tI I I I I II( ) ( ( , )).*=
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:KDW�KDSSHQV�LI�FRXQWU\�,�UDLVHV�LWV�WD[�UDWH"�7KHUH�DUH�WZR�FRQIOLFWLQJ�HIIHFWV��7KH
GLUHFW�HIIHFW�LV�WR�LQFUHDVH�WD[�UHYHQXH�IRU�D�JLYHQ�WD[�EDVH��WD[�UDWH�HIIHFW���+RZ�
HYHU��WKHUH�LV�DOVR�DQ�LQGLUHFW�HIIHFW��EHFDXVH�D�KLJKHU�WD[�UDWH�FDXVHV�DQ�RXWPLJUD�
WLRQ�RI�SDUW�RI�WKH�PRELOH�FDSLWDO�VWRFN��UHGXFLQJ�WKH�WD[�EDVH��DQG�WKXV�UHGXFLQJ
WD[�UHYHQXH��WD[�EDVH�HIIHFW���7KH�QHW�HIIHFW�LV�WKHUHIRUH�DPELJXRXV�

7KLV�DPELJXLW\�LV�FDSWXUHG�E\�WKH�/DIIHU�&XUYH��D�EHOO�VKDSHG�UHODWLRQVKLS�EHWZHHQ
WRWDO�WD[�UHYHQXH�DQG�WKH�WD[�UDWH��,Q�FRQWUDVW�WR�WKH�XVXDO�/DIIHU�&XUYH�RI�SXEOLF
HFRQRPLFV��ZKLFK�DULVHV�GXH� WR�GLVWRUWLRQV�DQG�RWKHU� LQHIILFLHQFLHV�RI� WD[DWLRQ���

WKLV�/DIIHU�&XUYH��DQG�WKH�LPSOLHG�SROLF\�GLOHPPD��DUH�JHQHUDWHG�VROHO\�E\�WD[�EDVH
PRELOLW\��:H�FDQ�SORW�WKH�/DIIHU�&XUYH�H[SOLFLWO\�IRU�D�VSHFLILF�SDUDPHWHUL]DWLRQ���

:H�DUH�QRZ�LQ�D�SRVLWLRQ�WR�DQVZHU�WKH�ILUVW�TXHVWLRQ��FRXQWU\�,ªV�RSWLPDO�WD[�SRO�
LF\��JLYHQ�WD[�EDVH�PRELOLW\��LV�WR�VHOHFW� tI �WR�DWWDLQ�WKH�SHDN�RI�WKH�/DIIHU�&XUYH�
GHQRWH�WKLV�E\� tI

* �

7KLV�OHDGV�WR�WKH�VHFRQG�TXHVWLRQ��LV�FRXQWU\�,ªV�JRYHUQPHQW�EHWWHU�RU�ZRUVH�RII�DV
D�FRQVHTXHQFH�RI�WD[�EDVH�PRELOLW\"�,Q�RUGHU�WR�DQVZHU�WKLV�TXHVWLRQ��ZH�QHHG�WR
��������������������������������������������������
�� 6HH��IRU�LQVWDQFH��'HKHMLD � 5RZH��������
�� 7KH�SDUDPHWHUL]DWLRQ�XVHG�LV��� K tII= = − =100 0 6 0 25 0 5, . , ( . , . )α ��ZKHUH�WKH�VROLG�OLQHV

DUH� IRU� WKH� ORZHU�YDOXH�DQG� WKH�GDVKHG� OLQHV� IRU� WKH�KLJKHU�YDOXH�RI� FRXQWU\� ,,ªV� WD[
UDWH�

Figure 1 Laffer Curve
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FRPSDUH� WKH�PD[LPXP� WD[� UHYHQXH� LQ� WKH�PRELOH� FDVH�ZLWK� WKH�PD[LPXP� WD[
UHYHQXH�LQ�WKH�FORVHG�FDVH��5HFDOO�IURP�HTXDWLRQ�����WKDW�WD[�UHYHQXH�LQ�WKH�FORVHG
FDVH�LV�D�IXQFWLRQ�RI�WKH�WD[�EDVH�� KI ��7D[�UHYHQXH�LQ�WKH�PRELOH�FDVH�LV�D�IXQFWLRQ
RI� tI

*DQG�QRW�RI� KI ��%\�HTXDWLQJ�WKH�WZR�TXDQWLWLHV��ZH�FDQ�VROYH�IRU�WKH�FULWLFDO
OHYHO� RI� WKH� LQLWLDO� HQGRZPHQW�� ~

KI �� ZKLFK� ZLOO� PDNH� FRXQWU\� ,� MXVW� LQGLIIHUHQW
EHWZHHQ�WKH�WZR�FDVHV�LQVRIDU�DV�WD[�UHYHQXH�LV�FRQFHUQHG��,I�FRXQWU\�,ªV�LQLWLDO�WD[
EDVH�LV� ODUJHU�WKDQ�WKLV�FULWLFDO�YDOXH�� WKH�JRYHUQPHQW�RI�FRXQWU\�,�ZLOO�EH�ZRUVH
RII� LQ� WKH�PRELOH�FDVH��ZKHUHDV� LI� FRXQWU\� ,ªV� LQLWLDO� WD[�EDVH� LV� VPDOOHU� WKDQ� WKLV
FULWLFDO�YDOXH��WKH�JRYHUQPHQW�RI�FRXQWU\�,�ZLOO�EH�EHWWHU�RII�LQ�WKH�PRELOH�FDVH�

)RUPDOO\��ZH�VHW�

���� F K R tI I(
~

) ( ).*=

7KLV�LPSOLHV�WKDW�
~
KI �LV�JLYHQ�E\�

����
~

( ( )).*K F R tI I= −1

7KHUHIRUH�ZH�FDQ�VD\�WKDW�ZKHWKHU�D�FRXQWU\�ZRXOG�SUHIHU�WD[�EDVH�PRELOLW\�RYHU
LPPRELOLW\�GHSHQGV�RQ�LWV�LQLWLDO�FRQGLWLRQV��$Q�LQLWLDOO\�VPDOO�FRXQWU\�FDQ�H[SORLW
WD[� FRPSHWLWLRQ� DV� D� W\SH� RI� EHJJDU�WK\�QHLJKERU�SROLF\�� E\� FDSWXULQJ�SDUW� RI� WKH
RWKHU�FRXQWU\ªV�PRELOH�WD[�EDVH��DQG�WKHUHIRUH�ZLOO�SUHIHU�PRELOLW\�WR�LPPRELOLW\�
%\�FRQWUDVW��DQ�LQLWLDOO\�ODUJH�FRXQWU\�LV�PRUH�OLNHO\�WR�EH�D�YLFWLP�RI�WD[�FRPSHWL�
WLRQ��ORVLQJ�WD[�EDVH�WR�WKH�RWKHU�FRXQWU\��DQG�WKHUHIRUH�ZRXOG�SUHIHU�LPPRELOLW\
WR�PRELOLW\�

8QWLO� QRZ�� ZH� KDYH� VXSSRVHG� WKDW� FRXQWU\� ,,ªV� WD[� SROLF\� ZDV� H[RJHQRXV� DQG
IL[HG�� :H� FDQ� QRZ� SHUIRUP� D� FRPSDUDWLYH� VWDWLFV� H[SHULPHQW� E\� DVNLQJ� ZKDW
KDSSHQV�LI�FRXQWU\�,,�FKDQJHV�LWV�WD[�SROLF\��+RZ�ZRXOG�FRXQWU\�,ªV�JRYHUQPHQW
DGMXVW�LWV�WD[�SROLF\"�7R�SXW�LW�GLIIHUHQWO\��KRZ�GRHV� RI ��DQG�WKHUHIRUH� tI

* ��FKDQJH
DV� tII �FKDQJHV"�)RUPDOO\��ZH�DUH�ORRNLQJ�IRU�WKH�IXQFWLRQDO�GHSHQGHQFH�RI�FRXQWU\
,ªV�WD[�UHYHQXH�RQ�FRXQWU\�,,ªV�WD[�UDWH�

$V�)LJXUH���VKRZV��WKH�/DIIHU�&XUYH�VKLIWV�XS�DQG�WR�WKH�ULJKW��ZLWK�DQ�LQFUHDVH�LQ
tII ��7KHUHIRUH��LI�FRXQWU\�,,�UDLVHV�LWV�WD[�UDWH��LW�LV�RSWLPDO�IRU�FRXQWU\�,�WR�UHVSRQG
E\�DQ�LQFUHDVH�LQ�LWV�RZQ�WD[�UDWH�� tI

* ��:KDW�WKDW�PHDQV�LV�WKDW�WKH�GLUHFW�HIIHFW��WKH
WD[�UDWH�HIIHFW��RXWZHLJKV�WKH�LQGLUHFW�HIIHFW��WKH�WD[�EDVH�HIIHFW��DQG�LW�LV�RSWLPDO
IRU� FRXQWU\� ,� WR� UHVSRQG�FRXQWU\� ,,ªV� WD[� LQFUHDVH�E\� LQFUHDVLQJ� LWV�RZQ� WD[� UDWH
UDWKHU� WKDQ� WR� ORZHU� LWV� WD[� UDWH� IXUWKHU�� ,QWXLWLYHO\�� LI� FRXQWU\� ,,ªV� WD[� UDWH� LV
KLJKHU�� FRXQWU\� ,�KDV�JUHDWHU� URRP� WR�PDQHXYHU�� VLQFH� WKHUH� LV�� FHWHULV� SDULEXV�� D
ZHDNHU�LQFHQWLYH�IRU�FDSLWDO�RXWPLJUDWLRQ��7KLV�EHQHILW�RXWZHLJKV�DQ\�DGGLWLRQDO
DGYDQWDJH� WKDW� FRXQWU\� ,� FRXOG� H[WUDFW� WKURXJK� H[SORLWLQJ� WD[� EDVH�PRELOLW\� E\
GHFUHDVLQJ�LWV�WD[�UDWH�
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7KLV� ILQDOO\� OHDGV� XV� WR� WKH� VWUDWHJLF� FDVH�� LQ� ZKLFK� WKH� WZR� FRXQWULHVª� JRYHUQ�
PHQWV�UHFRJQL]H�WKH�LQWHUGHSHQGHQFH�RI�WKHLU�WD[�SROLFLHV��,I�JRYHUQPHQWV�DGMXVW
WKHLU�WD[�SROLFLHV�LQ�UHVSRQVH�WR�FKDQJHV�LQ�WKH�WD[�SROLFLHV�RI�WKHLU�FRXQWHUSDUWV�
DQG�LI�ERWK�JRYHUQPHQWV�UHFRJQL]H�WKLV�VWUDWHJLF�LQWHUGHSHQGHQFH��ZKHUH�ZLOO�WKLV
SURFHVV�RI�PXWXDO�DGDSWDWLRQ�OHDG"�:LOO�LW�OHDG�WR�D�VWDEOH�UHVWLQJ�SRLQW��RU�ZLOO�LW
NHHS�F\FOLQJ"�$QG��LI�LW�OHDGV�WR�D�UHVWLQJ�SRLQW��ZKHUH�ZLOO�WKDW�EH"

7KH�PRGHO�DOORZV�XV�WR�IRUPDOL]H�WKHVH�WZR�TXHVWLRQV��)LUVW��ZH�FRQVWUXFW�WKH�WZR
JRYHUQPHQWVª�UHDFWLRQ�IXQFWLRQV���
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8VLQJ� WKH� VDPH�SDUDPHWHUL]DWLRQ� DV� LQ� )LJXUH� ���ZH�SORW� WKH� UHDFWLRQ� FXUYHV� LQ
)LJXUH���

(YLGHQWO\��WKHUH�H[LVWV�D�1DVK�HTXLOLEULXP��ZKLFK�LV�XQLTXH�DQG�ERXQGHG�DERYH
]HUR����7KLV�LPSOLHV�WKDW�WKHUH�LV�D�UHVWLQJ�SRLQW�WR�WKH�WD[�FRPSHWLWLRQ�JDPH�DW�D
SRVLWLYH� OHYHO�RI� WD[DWLRQ�IRU�ERWK�FRXQWULHV��7KH�UDFH�WR� WKH�ERWWRP�ERWWRPV�RXW
DERYH� ]HUR� WD[DWLRQ�� ,Q� RWKHU� ZRUGV�� WKH�PRGHO� FDQ� H[SODLQ� D� §UDFH� WRZDUG� WKH
ERWWRP¨����EXW�GRHV�QRW�ILQG�HYLGHQFH�IRU�D�§UDFH�WR�WKH�ERWWRP¨����1HYHUWKHOHVV�
WKH�GRZQZDUG�SUHVVXUH�RQ�WD[HV�PD\�VWLOO�EH�VHULRXV�HQRXJK�WR�FDXVH�VHYHUH�SR�
OLWLFDO� WURXEOH��$V� WKH�PRGHO�DOVR� VKRZV�� WKLV� WURXEOH� LV� OLNHO\� WR�DIIHFW� FRXQWULHV
GLIIHUHQWO\� GHSHQGLQJ� RQ� WKHLU� UHODWLYH� VL]H�� /DUJH� FRXQWULHV� DUH� OLNHO\� WR� VXIIHU
UHYHQXH�ORVVHV�ZKLOH�VPDOO�FRXQWULHV�PD\�DFWXDOO\�JDLQ���

��������������������������������������������������
�� 7KH�UHDFWLRQ�IXQFWLRQV�FRPH�IURP�HTXDWLRQ������IRU�FRXQWU\�,�DQG�D�V\PPHWULF�HTXD�

WLRQ�IRU�FRXQWU\�,,�
�� 1RWH�DOVR�WKDW� WKH�HTXLOLEULXP�LV�V\PPHWULF��EHFDXVH�RI� WKH�DVVXPSWLRQ�RI� LGHQWLFDO

WHFKQRORJLHV��+RZHYHU��ZH�ZRXOG�JHQHUDOO\�H[SHFW� WR� ILQG�DV\PPHWULF�HTXLOLEULD� LI
VWDWHV�HQWHU�WKH�FRPSHWLWLRQ�ZLWK�GLIIHULQJ�WHFKQRORJLHV�

�� :LOVRQ�������������
�� 5HFDOO��H�J���)UH\������������
�� 7KLV�LV�D�FRUH�UHVXOW�RI�PRVW�PRGHOV�ZKLFK�IRFXV�RQ�WKH�VL]H�LVVXH�LQ�WD[�FRPSHWLWLRQ�

6HH�� IRU� H[DPSOH�� %XFRYHWVN\� ��������:LOVRQ� �������� .DQEXU �.HHQ� �������� (JJHUW �
+DXIOHU��������
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��� 7ZR�+XQFKHV�DERXW�7D[�&RPSHWLWLRQ

2Q�WKH�EDVLV�RI�WKH�PRGHO�ZH�FDQ�QRZ�GHULYH�VRPH�EDVLF�SURSRVLWLRQV�DERXW�GLV�
WULEXWLRQDO� REVWDFOHV� WR� WD[� FRRSHUDWLRQ�� $VVXPLQJ� WKDW� VWDWHV� GHWHUPLQH� WKHLU
SUHIHUHQFHV�IRU�RU�DJDLQVW�WD[�FRRSHUDWLRQ�ZLWK�UHIHUHQFH�WR�WKHLU�QRQFRRSHUDWLYH
SRVLWLRQ�LQ�WKH�WD[�FRPSHWLWLRQ�JDPH��ZH�FDQ�GLVWLQJXLVK�WZR�OLNHO\�FDXVHV�RI�FR�
RSHUDWLRQ�IDLOXUH��)LUVW��LI�FRXQWULHV�KDSSHQ�WR�VWDUW�RXW�ZLWK�WD[�UDWHV�LQ�WKH�QHDU
YLFLQLW\�RI�WKH�QRQFRRSHUDWLYH�1DVK�HTXLOLEULXP��WKH�LQWHQVLW\�RI�WD[�FRPSHWLWLRQ
ZLOO� EH� ORZ�DQG� WKH� ILVFDO� FRQVHTXHQFHV�ZLOO� EH�PLQRU��+HQFH�� FRRSHUDWLRQ� IDLOV
EHFDXVH� JRYHUQPHQWV� GR� QRW� ILQG� LW� ZRUWK� WKH� KDJJOLQJ� FRVWV� DQG� VRYHUHLJQW\
ORVVHV� RI� D�PXOWLODWHUDO� DJUHHPHQW�� ,I� WKH\�ZRXOG�QRW� UDLVH�PRUH� UHYHQXH�XQGHU
FRRSHUDWLRQ�WKDQ�XQGHU�FRPSHWLWLRQ��ZK\�VKRXOG�WKH\�ERWKHU"���:H�FDOO�WKLV�WKH
§FORVH� WR� HTXLOLEULXP¨�KXQFK�� 6HFRQG�� LI� FRXQWULHV� VWDUW� RXW� DZD\� IURP� HTXLOLE�
ULXP�� WD[� FRPSHWLWLRQ� ZLOO� EH� LQWHQVH�� DQG� OLNHO\� WR� IDYRU� VPDOO� FRXQWULHV� RYHU
ODUJH�FRXQWULHV��,Q�WKLV�FDVH��FRRSHUDWLRQ�LV�OLNHO\�WR�IDLO�EHFDXVH�WKH�IRUPHU�KDYH
QRWKLQJ�WR�JDLQ�IURP�LW��7KH�ODUJH�FRXQWU\ªV�ORVV�LV�WKH�VPDOO�FRXQWU\ªV�EHQHILW��:H
FDOO�WKLV�WKH�§VPDOO�LV�FRPSHWLWLYH¨�KXQFK�

��������������������������������������������������
�� 5HFDOO� WKDW� WKH�RQO\�PRWLYH�GULYLQJ�JRYHUQPHQW�GHFLVLRQV� LQ� RXU�PRGHO� LV� UHYHQXH

PD[LPL]DWLRQ�

Figure 2 Reaction Curves under Tax Competition
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� (PSLULFDO�(YLGHQFH

+RZ�ZHOO�GRHV�RXU�EDUH�ERQHV�PRGHO�VWDQG�XS�WR�WKH�LQWULFDFLHV�RI�UHDO�ZRUOG�WD[
FRPSHWLWLRQ"�,Q�WKLV�VHFWLRQ�ZH�SUHVHQW�DQ�HPSLULFDO�FDVH�VWXG\�WR�FKHFN�ZKHWKHU
WKH� WUHQGV� DQG� WHQGHQFLHV� SUHGLFWHG� E\� WKH�PRGHO� GR� REWDLQ�� DQG�ZKHWKHU� WKH
KXQFKHV�GHULYHG�IURP�WKLV�PRGHO�KHOS� WR�XQGHUVWDQG�WKH� IDLOXUH�RI� WD[�FRRSHUD�
WLRQ��7KH�ZLWKKROGLQJ�WD[�FDVH��ZKLFK�ZH�KDYH�FKRVHQ�IRU�WKLV�SXUSRVH��SURPLVHV
WR�EH�SDUWLFXODUO\�LQVWUXFWLYH�RQ�WZR�JURXQGV��)LUVW��LQWHUHVW�LQFRPH�IURP�VDYLQJV
DQG�ERQGV�IRUPV�SUREDEO\�WKH�PRVW�PRELOH�WD[�EDVH�RI�DOO����+HQFH��WD[�FRPSHWL�
WLRQ�VKRXOG�EH�HVSHFLDOO\�SURQRXQFHG��DQG�LWV�DWWHQGDQW�SUREOHPV�HDV\�WR�REVHUYH�
6HFRQG�� WKH�(&�KDV�D�ZHOO�GHYHORSHG� LQVWLWXWLRQDO� LQIUDVWUXFWXUH� IRU� WKH�PDLQWH�
QDQFH�RI�DJUHHPHQWV�� ,I� WKH�PHPEHU�VWDWHV�QHYHUWKHOHVV� IDLO� WR�VWRS� WKH�FRPSHWL�
WLRQ�E\�DJUHHLQJ�RQ�D�FRPPRQ�ZLWKKROGLQJ�WD[��ZH�FDQ�VDIHO\�LQIHU�WKDW�WKH�UHD�
VRQ�LV�QRW�D�SULVRQHUVª�GLOHPPD�W\SH�GHIHFWLRQ�SUREOHP��EXW�UDWKHU�KDV�VRPHWKLQJ
WR�GR�ZLWK�WKH�GLVWULEXWLRQDO�LVVXHV�WKDW�RXU�PRGHO�WULHV�WR�FDSWXUH�

��� 7KH�$JRQLHV�RI�:LWKKROGLQJ�7D[�+DUPRQL]DWLRQ�LQ�WKH�(&

,Q� ����� WKH� (XURSHDQ� &RPPLVVLRQ� SURSRVHG� D� GLUHFWLYH� HOLPLQDWLQJ� DOO� FDSLWDO
FRQWUROV�ZLWKLQ�WKH�(&��7KH�IUHH�PRYHPHQW�RI�FDSLWDO�ZDV�JHQHUDOO\�ZHOFRPHG�E\
WKH�PHPEHU�VWDWHV�DV�DQ�LPSRUWDQW�VWHS�WRZDUGV�D�VLQJOH�(XURSHDQ�FDSLWDO�PDUNHW�
%XW�LW�DOVR�DURXVHG�IHDUV�RI�FDSLWDO� WD[�FRPSHWLWLRQ�DQG�ILVFDO�GHJUDGDWLRQ��6RPH
HFRQRPLVWV�ZRUULHG�WKDW�WKH�VLQJOH�PDUNHW�ZRXOG�WUDQVIRUP�WKH�(XURSHDQ�&RP�
PXQLW\�§LQWR�D�VLQJOH��ODUJH��WD[�KDYHQ¨����)UDQFH�DQG�,WDO\�ZHUH�SDUWLFXODUO\�FRQ�
FHUQHG�WKDW�WKH�OLEHUDOL]DWLRQ�RI�FDSLWDO�PRYHPHQWV�ZRXOG�XQGHUPLQH�WKHLU�ILVFDO
SRVLWLRQ�

,Q� RUGHU� WR� FDOP� WKHVH� IHDUV�� DQ� DGGLWLRQDO� SDUDJUDSK�ZDV� DGGHG� WR� WKH� FDSLWDO
PRYHPHQWV�GLUHFWLYH�EHIRUH�LW�ZDV�ILQDOO\�SDVVHG�LQ�-XQH���������7KLV�SDUDJUDSK
LQVWUXFWHG�WKH�&RPPLVVLRQ�WR�PDNH�SURSRVDOV�RQ�KRZ�WR�SUHYHQW�WD[�FRPSHWLWLRQ�
DQG�FRPPLWWHG�WKH�&RXQFLO�WR�GHFLGH�RQ�WKHVH�SURSRVDOV�E\�PLG���������,Q�NHHS�
LQJ�ZLWK�WKLV�WDVN��WKH�&RPPLVVLRQ�LQ�)HEUXDU\������SURSRVHG�WKH�LQWURGXFWLRQ�RI
D� FRPPRQ� ��� SHUFHQW� ZLWKKROGLQJ� WD[� RQ� LQWHUHVW� LQFRPH� IURP� VDYLQJV� DQG
ERQGV��6RPH�PHPEHU�VWDWHV�DOUHDG\� OHYLHG�VXFK�WD[HV��EXW� WKH� WD[�UDWHV�GLIIHUHG
ZLGHO\��DQG�VRPH�PHPEHU�VWDWHV�GLG�QRW�OHY\�DQ\�ZLWKKROGLQJ�WD[HV�DW�DOO�¥�/X[�

��������������������������������������������������
�� &RPPLVVLRQ�����������
�� *LRYDQQLQL �+LQHV�������������
�� &RXQFLO�GLUHFWLYH��������(&�RI���-XO\������IRU�WKH�LPSOHPHQWDWLRQ�RI�$UWLFOH����RI

WKH�(&�7UHDW\�
�� +HOOHLQHU�������������
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HPERXUJ��WKH�1HWKHUODQGV��DQG�'HQPDUN��$�FRPPRQ�WD[�UDWH�VHHPHG�QHFHVVDU\
WR�SUHYHQW� IUHH� FDSLWDO�PRYHPHQWV�DQG� WD[�DUELWUDJH� IURP�FUHDWLQJ�D� UDFH� WRZDUG
WKH�ERWWRP�

7KH�UHVSRQVH�RI�WKH�PHPEHU�VWDWHV�WR�WKH�&RPPLVVLRQªV�SURSRVDO�ZDV�PL[HG��7KH
%ULWLVK�JRYHUQPHQW�IODWO\�GHQLHG�WKH�QHFHVVLW\�IRU�DQ\�WD[�FRRUGLQDWLRQ��DQG�FULWL�
FL]HG�WKH�ZLWKKROGLQJ�WD[�SODQ�DV�D�GLVJXLVHG�UHWUHDW�IURP�WKH�IXOO�FRQVHTXHQFHV
RI� IUHH� FDSLWDO�PRYHPHQWV�� /X[HPERXUJ� FRPSODLQHG� WKDW� WKH� SURSRVHG� WD[�ZDV
§DQWL�(XURSHDQ¨�DQG�ZRXOG�GULYH�PRQH\�DZD\�IURP�WKH�(&�WR� ILQDQFLDO�FHQWHUV
HOVHZKHUH��,I�WKHUH�ZDV�WR�EH�DQ\�WD[�FRRUGLQDWLRQ�DW�DOO�LW�VKRXOG�EH�DUUDQJHG�RQ�D
KLJKHU� SODQH�� VXFK� DV� WKH� 2(&'�� ZKHUH� WKH� PRVW� LPSRUWDQW� QRQ�(&� ILQDQFLDO
FHQWHUV�DUH�DOVR�LQYROYHG��7R�YDU\LQJ�GHJUHHV�WKH�1HWKHUODQGV��*UHHFH�DQG�'HQ�
PDUN�DOVR�UDLVHG�REMHFWLRQV�WR�WKH�&RPPLVVLRQªV�SURSRVDO��ZKLOH�WKH�,WDOLDQ�JRY�
HUQPHQW�WKRXJKW�WKDW�LW�GLG�QRW�JR�IDU�HQRXJK���

$V�WKH�FRQWURYHUV\�RQ�WKH�&RPPLVVLRQªV�SURSRVDO�XQIROGHG��*HUPDQ\ªV�SRVLWLRQ
WXUQHG�RXW�WR�EH�SLYRWDO��,Q�-DQXDU\������WKH�*HUPDQ�JRYHUQPHQW�KDG�LQWURGXFHG
D�QDWLRQDO�ZLWKKROGLQJ�WD[�RQ�VDYLQJV�DQG�ERQGV�WR�FRPEDW�H[FHVVLYH�WD[�IUDXG�LQ
FDSLWDO� LQFRPH� WD[DWLRQ�� 7KH� VLPLODULW\� RI� WKH� QHZ�*HUPDQ� WD[� WR� WKH� &RPPLV�
VLRQªV� SURSRVDO� ¥� DQG� WKH� QHDU� FRLQFLGHQFH� RI� LWV� LQWURGXFWLRQ� WR� WKH� SURSRVDOªV
SUHVHQWDWLRQ�¥�ZRUNHG�DV�D�SRZHUIXO�UHLQIRUFHPHQW��,Q�$SULO�������KRZHYHU��LQ�DQ
XQH[SHFWHG� UHYHUVDO� RI� SROLF\�� WKH� *HUPDQ� JRYHUQPHQW� GHFLGHG� WR� DEROLVK� WKH
ZLWKKROGLQJ�WD[��VXSSRVHGO\�EHFDXVH�LW�KDG�GRQH�VHULRXV�KDUP�WR�*HUPDQ�FDSLWDO
PDUNHWV�� 7KH� DQQRXQFHPHQW� RI� WKH� WD[� KDG� OHG�PDQ\�*HUPDQ� LQYHVWRUV� WR� EX\
'0�(XURERQGV� DQG� RWKHU� WD[�IUHH� RIIVKRUH� DVVHWV� LQVWHDG� RI� OHQGLQJ� LQ� WKH� GR�
PHVWLF�PDUNHW��7KLV�KDG�FRQWULEXWHG�WR�D�UHFRUG�RXWIORZ�RI�IXQGV�LQ�������7KH�'0
H[FKDQJH� UDWH� FDPH� XQGHU� SUHVVXUH�� GRPHVWLF� ERQG� \LHOGV� URVH�� DQG� LW� EHFDPH
PRUH� H[SHQVLYH� IRU�*HUPDQ� UHVLGHQWV�� LQFOXGLQJ� WKH� JRYHUQPHQW�� WR� ERUURZ� LQ
'0�WKDQ�IRU�QRQ�UHVLGHQWV��*HUPDQ\�ORVW�DWWUDFWLYHQHVV�DV�D�ORFDWLRQ�IRU�ILQDQFLDO
VHUYLFHV���

6LQFH�*HUPDQ\�MRLQHG�WKH�UDQNV�RI�WKH�GLVVHQWHUV�LQ�(&�QHJRWLDWLRQV�DV�ZHOO�� WKH
FKDQFHV�RI�ZLQQLQJ�XQDQLPRXV�DJUHHPHQW�RQ�D�FRPPRQ�(XURSHDQ�ZLWKKROGLQJ
WD[�ZHUH�UHGXFHG�WR�QRWKLQJ��,Q�0D\�������GXULQJ�D�PHHWLQJ�RI�(&�ILQDQFH�PLQLV�
WHUV�� WKH� &RPPLVVLRQªV� SURSRVDO� ZDV� TXLHWO\� ODLG� WR� UHVW���� 7KH� SUREOHP� RI� WD[
FRPSHWLWLRQ� GLG� QRW� JR� DZD\�� KRZHYHU�� DQG� IRUFHG� WKH� KDQG� RI� DW� OHDVW� VRPH
PHPEHU� VWDWH� JRYHUQPHQWV�� 8SRQ� FDSLWDO� OLEHUDOL]DWLRQ�� D� FRXSOH� RI� PHPEHU
VWDWHV�ORZHUHG�WKHLU�ZLWKKROGLQJ�WD[�UDWHV�RU�H[WHQGHG�WD[�H[HPSWLRQV�LQ�RUGHU�WR

��������������������������������������������������
�� )LQDQFLDO�7LPHV����)HEUXDU\����������)LQDQFLDO�7LPHV�����)HEUXDU\�����������)LQDQFLDO

7LPHV�����$SULO����������)LQDQFLDO�7LPHV�����$SULO���������
�� ,0)�������������6FKOHVLQJHU��������
�� )LQDQFLDO�7LPHV�����0D\���������
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SUHYHQW�DQ�RXWIORZ�RI�IXQGV��7KLV�ZDV�SDUWLFXODUO\�WUXH�RI�%HOJLXP��ZKLFK��ZKLOH
D�VPDOO�FRXQWU\�LQ�WKH�(&�FRQWH[W��LV�WKH�ODUJH�SDUWQHU�LQ�WKH�FXUUHQF\�XQLRQ�ZLWK
/X[HPERXUJ�� ,Q� HDUO\� ������ WKH� JRYHUQPHQW� VODVKHG� WKH� ZLWKKROGLQJ� WD[� UDWH
IURP����SHUFHQW�WR����SHUFHQW�WR�VWHP�WKH�VWHDG\�GUDLQ�RI�%HOJLDQ�IXQGV�WR�LWV�WLQ\�
ZLWKKROGLQJ�WD[�IUHH�DQG�VHFUHWLYH�QHLJKERU���

'HVSLWH�WKLV�XQLODWHUDO�PRYH��KRZHYHU��WKH�%HOJLDQ�JRYHUQPHQW�DOVR�FRQWLQXHG�WR
ORRN� IRU�PXOWLODWHUDO�ZD\V� WR� SXW� HIIHFWLYH� OLPLWV� RQ� WD[� FRPSHWLWLRQ�� ,Q� ����� LW
MRLQHG�IRUFHV�ZLWK�*HUPDQ\�WR�UHODXQFK�WKH�SODQ�IRU�D�FRPPRQ�ZLWKKROGLQJ�WD[�
$V�RI�-DQXDU\�������*HUPDQ\�KDG�UHLQWURGXFHG�D�QDWLRQDO�ZLWKKROGLQJ�WD[��DQG�
DJDLQ�� VXIIHUHG� IURP� D� PDVVLYH� RXWIORZ� RI� IXQGV�� 7KH� PDLQ� EHQHILFLDULHV� ZHUH
/X[HPERXUJ�DQG�WKH�*HUPDQ�EDQNV�GRLQJ�EXVLQHVV�WKHUH��7KH�PDLQ�ORVHU�ZDV�WKH
)HGHUDO�WUHDVXU\��,Q������LW�WRRN�LQ�'0����ELOOLRQ�RI�JURVV�UHYHQXHV�IURP�WKH�QHZ
ZLWKKROGLQJ�WD[�LQVWHDG�RI�'0����ELOOLRQ�DV�LQLWLDOO\�SURMHFWHG����6WUXJJOLQJ�WR�IL�
QDQFH�*HUPDQ�XQLILFDWLRQ�� WKH�JRYHUQPHQW� IRXQG�WKLV� LPSRVVLEOH� WR�DFFHSW��DQG
GHPDQGHG�&RPPXQLW\�DFWLRQ�WR�SOXJ�WKH�§ORRSKROH¨�/X[HPERXUJ���

7KH� %ULWLVK� JRYHUQPHQW� ZDV� PRVW� RXWVSRNHQ� LQ� LWV� FULWLFLVP� RI� WKH� %HOJLDQ�
*HUPDQ� LQLWLDWLYH�� ,W� DUJXHG� WKDW� D� FRPPRQ�ZLWKKROGLQJ� WD[�ZRXOG�GULYH� EXVL�
QHVV�DZD\�WR�1HZ�<RUN�DQG�7RN\R��DQG�FDOOHG�IRU�D�IUHH�PDUNHW�LQ�WD[DWLRQ��/X[�
HPERXUJ�ZDV�HTXDOO\�RSSRVHG�WR�WKH�WD[��UHLWHUDWLQJ�WKDW�WKH�(&�ZDV�WKH�ZURQJ
IRUXP�IRU�WD[�FRRUGLQDWLRQ��&RPPRQ�UXOHV�DQG�UDWHV�VKRXOG�EH�LQWURGXFHG�RQ�WKH
2(&'� OHYHO� UDWKHU� WKDQ� MXVW� DPRQJ� WKH� (&� PHPEHU� VWDWHV���� 7KH� 1HWKHUODQGV
FULWLFL]HG� WHFKQLFDO� GHWDLOV� RI� WKH� SODQ�� *HUPDQ\�ZHQW� RXW� RI� LWV� ZD\� WR� VHFXUH
DJUHHPHQW��%XW�DW�WKH�HQG�RI�LWV�SUHVLGHQF\�LQ�ODWH�������LW�EHFDPH�FOHDU�WKDW�WKH�UH�
UXQ�RI�WKH�ZLWKKROGLQJ�WD[�SODQ�KDG�IDLOHG�OLNH�LWV�SUHGHFHVVRU�

7KH�QH[W�DWWHPSW�WR�UHODXQFK�WD[�FRRUGLQDWLRQ�ZDV�VWDUWHG� LQ�VSULQJ���������7KH
&RPPLVVLRQ� LVVXHG� D� UHSRUW� RQ� WKH� GDQJHUV� RI� WD[� FRPSHWLWLRQ� DQG� DVNHG� WKH
PHPEHU� VWDWHV� WR�DJUHH�RQ�D� FRPSUHKHQVLYH�SDFNDJH�RI� WD[�PHDVXUHV� WR�GHIHQG
ILVFDO�UHYHQXHV�IURP�HURVLRQ��7KH�PHPEHU�VWDWHVª�UHDFWLRQ�ZDV�VORZ��6WUXJJOLQJ�WR
PHHW�WKH�0DDVWULFKW�ILVFDO�FULWHULD��)UDQFH��*HUPDQ\��DQG�,WDO\�ORRNHG�TXLWH�SRVL�
WLYHO\�XSRQ�DWWHPSWV�WR�UHJXODWH�WD[�FRPSHWLWLRQ����<HW�WKH�QHJRWLDWLRQV�SURYHG�WR
EH�GLIILFXOW��$�©WD[�SROLF\�JURXSª�FRPSRVHG�RI�SHUVRQDO�UHSUHVHQWDWLYHV�RI� WKH�IL�
QDQFH�PLQLVWHUV�PHW�VHYHUDO�WLPHV�GXULQJ������WR�ZRUN�RXW�D�GHDO��EXW�ZDV�DEOH�WR
GR� VR� RQO\� DIWHU� WKH� PRVW� FRQWHQWLRXV� LVVXHV� ZHUH� GURSSHG� IURP� WKH� DJHQGD�

��������������������������������������������������
�� 'HIH\W������������
�� 'HXWVFKH�%XQGHVEDQN����������¥����
�� )UDQNIXUWHU�$OOJHPHLQH�=HLWXQJ����$SULO����������
�� )LQDQFLDO�7LPHV�����-XO\���������
�� .RPPLVVLRQ��������
�� $JHQFH�(XURSH��������-DQXDU\���������
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:KHQ�ILQDOO\��LQ�'HFHPEHU�������WKH�ILQDQFH�PLQLVWHUV�VLJQHG�D�©FRGH�RI�FRQGXFWª
IRU�WD[�SROLF\��LW�ZDV�QRQ�ELQGLQJ�LQ�QDWXUH��DQG�IDLUO\�UHVWULFWHG�LQ�SXUSRVH����%D�
VLFDOO\��WKH�FRGH�MXVW�FRQWDLQV�D�SOHGJH�RI�WKH�FRQWUDFWLQJ�SDUWLHV�WR�SKDVH�RXW�DQ
DV� \HW� XQVSHFLILHG� UDQJH� RI� §KDUPIXO¨� VHOHFWLYH� WD[� EHQHILWV� IRU� FRPSDQLHV� E\
������,QWHUHVW�WD[DWLRQ�LV�QRW�FRYHUHG�E\�WKH�DJUHHPHQW��6RPH�PHPEHU�VWDWHV�KDG
KRSHG�WR�PDNH�LW�RQH�RI�WKH�DJUHHPHQWªV�NH\�HOHPHQWV��EXW�WKH�LVVXH�SURYHG�WRR
FRQWURYHUVLDO�WR�DOORZ�IRU�HYHQ�D�QRQ�ELQGLQJ�XQGHUVWDQGLQJ��$OO�WKDW�ZDV�DJUHHG
XSRQ�ZDV� WKDW� WKH�FRXQFLO�RI�PLQLVWHUV�VKRXOG�FRPH�EDFN� WR� WKLV� LVVXH�DW�D� ODWHU
GDWH��%XW�WKHQ��WKLV�KDG�DOUHDG\�EHHQ�DJUHHG�XSRQ�LQ������

��� ([SODLQLQJ�WKH�)DLOXUH

7KH�KDUPRQL]DWLRQ�RI� LQWHUHVW� WD[DWLRQ� LV� D� VWRU\�RI�SHUVLVWHQW� IDLOXUH��7KH� LVVXH
VWD\V�RQ� WKH�(XURSHDQ�DJHQGD�EXW� LV�QHYHU� WXUQHG� LQWR�VHULRXV�SROLF\�GHFLVLRQV�
'RHV�RXU�PRGHO�KHOS� WR�DFFRXQW� IRU� WKHVH� IDLOXUHV"�5HFDOO� WKH� WZR�KXQFKHV��7KH
§FORVH�WR�HTXLOLEULXP¨�KXQFK�ZRXOG�VXJJHVW�WKDW�WKH�PHPEHU�VWDWHVª�WD[�UDWHV�EH�
IRUH�FDSLWDO�OLEHUDOL]DWLRQ�ZHUH�DOUHDG\�FORVH�WR�QRQ�FRRSHUDWLYH�HTXLOLEULXP�YDO�
XHV��VR�WKDW�FDSLWDO�GH�FRQWURO�GLG�QRW�UHVXOW�LQ�VLJQLILFDQW�GRZQZDUG�SUHVVXUHV�RQ
WD[� UDWHV��7D[�FRPSHWLWLRQ�ZDV� VOLJKW�� DQG�� WKHUHIRUH�� WKH�PHPEHU� VWDWHV�GLG�QRW
GHYRWH�PXFK�DWWHQWLRQ�DQG�UHVRXUFHV�WR�VWRS�LW��$OWHUQDWLYHO\��WKH�§VPDOO�LV�FRP�
SHWLWLYH¨�KXQFK�ZRXOG�VXJJHVW�WKDW�VRPH�PHPEHU�VWDWHV�KDG�D�YHVWHG�LQWHUHVW�LQ
WKH� QRQ�FRRSHUDWLYH� VWDWXV� TXR�� 6LQFH� WKH\� JDLQHG� IURP� WD[� FRPSHWLWLRQ�� WKH\
EORFNHG�DJUHHPHQW�RQ�WD[�FRRUGLQDWLRQ�LQ�WKH�&RXQFLO��/HW�XV�FKHFN�ERWK�KXQFKHV
LQ�WXUQ�

��� 7KH�§&ORVH�WR�(TXLOLEULXP¨�+XQFK

:KLOH� LW� LV� SRVVLEOH� WR� VWDWH� D� IRUPDO� FRUUHODWH� RI� WKLV� KXQFK� ULJRURXVO\� LQ� WKH
PRGHO��LW�LV�WRR�DEVWUDFW�WR�DOORZ�IRU�GLUHFW�HPSLULFDO�WHVWLQJ��VLQFH�ZH�GR�QRW�NQRZ
LQ�UHDOLW\�ZKHUH�WKH�HTXLOLEULXP�OLHV��:KDW�ZH�FDQ�GR�LV�WR�REVHUYH�FHUWDLQ�SUR[LHV
ZKLFK�LQGLFDWH�JRYHUQPHQWVª�GLVWDQFH�IURP�WKH�HTXLOLEULXP��7KH�PRVW�REYLRXV�LV
FURVV�ERUGHU� PRYHPHQWV� RI� PRELOH� WD[� EDVHV�� 7KH� FORVHU� ZH� DUH� WR� WKH� QRQ�
FRRSHUDWLYH� 1DVK� HTXLOLEULXP�� WKH� VPDOOHU� VXFK� IORZV� ZLOO� EH�� FHWHULV� SDULEXV�
+HQFH�� LI�ZH�GR�QRW�REVHUYH� LQWHQVH�FURVV�ERUGHU�FDSLWDO� IORZV��RU� LI� WKHVH� IORZV
GR�QRW�VKRZ�D�FRQVLVWHQW�SDWWHUQ��WKLV�ZRXOG�VXJJHVW�WKDW�LQWHUHVW�WD[DWLRQ�LQ�WKH
(8� LV�§FORVH� WR�HTXLOLEULXP¨��$QRWKHU� LQGLFDWRU� LV� WD[� UDWHV�DQG� WD[�EDVHV�� LI� WKH
ZLWKKROGLQJ� WD[� UDWHV� DV�ZHOO� DV� WKH� WD[�EDVH�GHILQLWLRQV� UHPDLQHG�EDVLFDOO\�XQ�

��������������������������������������������������
�� $JHQFH�(XURSH����'HFHPEHU��������¥��
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FKDQJHG� DIWHU� WKH� OLEHUDOL]DWLRQ� RI� FDSLWDO� PRYHPHQWV� RU� LI� WKH� FKDQJHV� GR� QRW
VKRZ�DQ\�FRQVLVWHQW�SDWWHUQ��WKLV�ZRXOG�DOVR�WHQG�WR�FRQILUP�WKH�§FORVH�WR�HTXLOLE�
ULXP¨�JXHVV��:KDW�GRHV�WKH�HYLGHQFH�VKRZ"

7KHUH� LV� QR� V\VWHPDWLF� VXUYH\� RQ� WKH� VL]H� RI� WD[�LQGXFHG� FURVV�ERUGHU� SRUWIROLR
IORZV�LQ�WKH�VLQJOH�PDUNHW����%XW�WKHUH�LV�DQHFGRWDO�HYLGHQFH�ZKLFK�VXJJHVWV�WKDW
VRPH�PHPEHU�VWDWHV��DW� OHDVW�� HQWHUHG�FDSLWDO� OLEHUDOL]DWLRQ�ZLWK�§RXW�RI�HTXLOLE�
ULXP¨�ZLWKKROGLQJ�WD[�SROLFLHV�

¥ 7KH�DEROLWLRQ�RI�H[FKDQJH�FRQWUROV�LQ�WKH�8.�LQ������ZDV�IROORZHG�E\�D�§PDUNHG
LQFUHDVH� LQ�RXWZDUG�SRUWIROLR� LQYHVWPHQW¨�DV�GRPHVWLF� LQYHVWRUV� VKLIWHG� WKHLU
DVVHWV�DEURDG�WR�DYRLG�WD[����

¥ :KHQ�*HUPDQ\�LQWURGXFHG�D����SHUFHQW�ZLWKKROGLQJ�WD[�RQ�LQWHUHVW�LQFRPH�LQ
������DW�OHDVW�'0�����ELOOLRQ�RI�ILQDQFLDO�FDSLWDO�IOHG�ZLWKLQ�D�\HDU�DQG�D�KDOI���

7KH�UHLQWURGXFWLRQ�RI�D�ZLWKKROGLQJ�WD[� LQ������DOVR� OHG�WR� ODUJH�VFDOH�FDSLWDO
IOLJKW���

¥ :KHQ�� LQ�0DUFK�������%HOJLXP�UHGXFHG� LWV�ZLWKKROGLQJ� WD[�UDWH� IURP����SHU�
FHQW� WR� ��� SHUFHQW�� WKH� RXWIORZ� RI� SRUWIROLR� FDSLWDO�PRYHG� IURP� D� GHILFLW� H[�
FHHGLQJ���SHUFHQW�RI�*13������WR�D�VPDOO�VXUSOXV�LQ�������DV�GRPHVWLF�LQYHVWRUV
OLTXLGDWHG�WKHLU�IRUHLJQ�DVVHWV���

+RZHYHU��DQHFGRWHV�FDQ�EH�PLVOHDGLQJ��(YHQ�LI�ZH�DFFHSW�WKDW�WKUHH�(&�FRXQWULHV
HQWHUHG�FDSLWDO� OLEHUDOL]DWLRQ�§RXW�RI�HTXLOLEULXP¨�� WKH�UHVW�RI� WKH�PHPEHU�VWDWHV
PD\�VWLOO�KDYH�EHHQ�§FORVH�WR�HTXLOLEULXP¨��,Q�RUGHU�WR�FRQWURO�IRU�WKLV�SRVVLELOLW\�
ZH� ORRN� IRU� WKH� VHFRQG� LQGLFDWRU�� ,I� WD[� UDWHV� DQG� WD[�EDVH�GHILQLWLRQV� UHPDLQHG
EDVLFDOO\�XQFKDQJHG�DIWHU�OLEHUDOL]DWLRQ�LQ�PRVW�PHPEHU�VWDWHV��RU�LI�FKDQJHV�GLG
QRW�VKRZ�DQ\�FRQVLVWHQW�SDWWHUQ�� WKLV�ZRXOG�WHQG�WR�FRQILUP�D�§FORVH� WR�HTXLOLE�
ULXP¨�H[SODQDWLRQ��$V�D�ILUVW�FXW��7DEOHV��D�DQG��E�FRPSDUH�PHPEHU�VWDWHVª�ZLWK�
KROGLQJ�WD[�UDWHV�RQ�VDYLQJV�DQG�ERQGV�VKRUWO\�EHIRUH�FDSLWDO�OLEHUDOL]DWLRQ��������
VKRUWO\�DIWHU�OLEHUDOL]DWLRQ���������DQG�DIWHU�VRPH�WLPH�ZLWK�SXWDWLYH�FRPSHWLWLRQ
�������

��������������������������������������������������
�� 6HH�&RPPLVVLRQ������������IRU�VRPH�RI�WKH�PHWKRGRORJLFDO�REVWDFOHV�WR�VXFK�D�VXUYH\�
�� /HLJK�3HPEHUWRQ�������������7KLV�TXDOLILHV�VRPHZKDW�WKH�8.�JRYHUQPHQWªV�DVVHUWLRQV

LQ������WKDW�RWKHU�PHPEHU�VWDWHVª�WUHDVXULHV�ZRXOG�KDYH�QRWKLQJ�WR�IHDU�IURP�FDSLWDO
OLEHUDOL]DWLRQ��6HH��H�J���)LQDQFLDO�7LPHV����)HEUXDU\���������

�� &(35������������
�� 'HXWVFKH�%XQGHVEDQN��������
�� *DUGQHU������������
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Table 1a Withholding Taxes on Interest from Bonds

States Tax rate in percenta

residents non-residents

1989 1991 1996 1989 1991 1996

Belgium 25c 10c 15c 25 10 0

Denmark 0b 0b 0b 0 0 0

France 0b 0b 19.4bc 25d 15d 0–15d

Germany 10 0 32.25 10 0 0

Greece 25 10c 15cd 56.35 46c 15cd

Italy 12.5c 12.5c 12.5–30cd 30d 30d 12.5d

Ireland 35 29d 27 35 29d 27d

Luxembourg 0 0 0 0 0 0

Netherlands 0b 0b 0b 0b 0 0

Portugal 10 25cd 25cd 10 25d 25d

Spain 20 25b 25b 20 25d 25d

United Kingdom 25 25 25 25d 25d 25d

Table 1b Withholding Taxes on Interest from Savings

States Tax rate in percenta

residents non-residents

1989 1991 1996 1989 1991 1996

Belgium 25c 10c 15c 25 10 0

Denmark 0b 0b 0b 0 0 0

France 0b 0b 19.4b 46d 35d 0

Germany 10 0 32.25 10 0 0

Greece 0 10c 15cd 0 10c 15cd

Italy 30c 30d 30c 30d 30d 30

Ireland 35 29 27 0 0 0

Luxembourg 0 0 0 0 0 0

Netherlands 0b 0b 0b 0b 0 0

Portugal 15 20c 20c 15 20 20

Spain 20 25b 25b 20 25 25d

United Kingdom 23.25 25 25 0 0 0

Bold type indicates tax rate change.
a General rates; no double taxation agreements, no special rates or exemptions.
b Automatic reporting.
c Final tax if no assessment for income taxation.
d Various special rates and exemptions for special types of investment.

Source: BMF (1988, 1991, 1996).
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5HFRUGLQJ� ��� LQVWDQFHV� RI� WD[� UDWH� FKDQJH� �VKRZQ� LQ� EROG��� 7DEOHV� �D� DQG� �E
FOHDUO\�GLVSHO�WKH�QRWLRQ�WKDW�ZLWKKROGLQJ�WD[HV�LQ�WKH�(8�KDYH�UHPDLQHG�EDVLFDOO\
XQDOWHUHG�VLQFH�FDSLWDO�OLEHUDOL]DWLRQ��2Q�ILUVW�VLJKW��KRZHYHU��WKH\�GR�QRW�VHHP�WR
UHYHDO�DQ\�FOHDU�SDWWHUQ�RI�FKDQJH�����WD[�UDWH�FXWV�IDFH����WD[�UDWH�LQFUHDVHV����<HW�
XSRQ�FORVHU�LQVSHFWLRQ��ZH�ILQG�WKUHH�LQGLFDWLRQV�WKDW�WD[�FRPSHWLWLRQ�DPRQJ�WKH
(&�PHPEHU� VWDWHV� KDV� EHHQ� LQWHQVH�� DQG� IRUFHG� D� GRZQZDUG� DGDSWDWLRQ� RI� WD[
OHYHOV�RQ�DYHUDJH�

7KH� ILUVW� LQGLFDWLRQ� LV� WKDW� WKH� UDWH� FXWV�� UHFRUGHG�E\�7DEOHV��D�DQG��E�� DUH� FRQ�
FHQWUDWHG�RQ�WKH�WD[DWLRQ�RI�ERQG�LQFRPH��DQG�QRQ�UHVLGHQW�LQFRPH��ZKHUHDV�WD[
UDWH�LQFUHDVHV�FOXVWHU�RQ�WKH�WD[DWLRQ�RI�VDYLQJV�LQFRPH��DQG�UHVLGHQW�LQFRPH��2I
WKH�WRWDO�RI����FKDQJHV�LQ�WKH�WD[DWLRQ�RI�QRQ�UHVLGHQW�ERQG�LQFRPH�����LQYROYH�WD[
UDWH�FXWV��DV�FRPSDUHG�WR�D�WRWDO�RI����FKDQJHV�LQ�WKH�WD[DWLRQ�RI�UHVLGHQW�VDYLQJV�
HLJKW�RI�ZKLFK�LQYROYH�WD[�UDWH�LQFUHDVHV��7KLV�VXJJHVWV�WKDW�(&�JRYHUQPHQWV�KDYH
UHGXFHG�WKHLU�H[SRVXUH�WR�WD[�FRPSHWLWLRQ�E\�VKLIWLQJ�WKH�ZLWKKROGLQJ�WD[�EXUGHQ
IURP�ERQGKROGHUV�WR�VDYHUV��ZKR��RQ�DYHUDJH��DUH�OHVV�VRSKLVWLFDWHG��OHVV�WROHUDQW
WR�ULVN��DQG�OHVV�SUHSDUHG�WR�PRYH�WKHLU�DVVHWV�DEURDG�LQ�UHVSRQVH�WR�VPDOO�GLIIHU�
HQWLDOV�LQ�WD[DWLRQ����$W�WKH�VDPH�WLPH��LQ�RUGHU�WR�OXUH�IRUHLJQ�LQYHVWRUV��JRYHUQ�
PHQWV�KDYH�FXW�ZLWKKROGLQJ� WD[HV�RQ�QRQ�UHVLGHQW� LQYHVWPHQW�� ,Q�PRVW�PHPEHU
VWDWHV�ZLWKKROGLQJ�WD[HV�RQ�QRQ�UHVLGHQW�LQFRPH�KDYH�EHHQ�UHGXFHG�WR�IDLUO\�ORZ
OHYHOV��LI�QRW�DEROLVKHG�FRPSOHWHO\�

$�VHFRQG�LQGLFDWLRQ�LV�WKDW�ZLWKKROGLQJ�WD[HV�DUH�LQFUHDVLQJO\�WUHDWHG�DV�ILQDO����,Q
������LQYHVWRUV�FRXOG�RSW�IRU�WKH�ZLWKKROGLQJ�WD[�DV�WKH�ILQDO�WD[�RQ�WKHLU�LQYHVW�
PHQW�LQFRPH���LQ�RQO\�IRXU�FDVHV��,Q�������WKLV�QXPEHU�KDG�LQFUHDVHG�WR�QLQH��DQG
LQ������WR�����6LQFH�PRVW�LQYHVWRUV�DUH�IDLUO\�ZHDOWK\�LQGLYLGXDOV��ZKRVH�LQFRPH�LV
WD[HG� DW� PDUJLQDO� LQFRPH� WD[� UDWHV� KLJKHU� WKDQ� WKH� ZLWKKROGLQJ� WD[� UDWH�� WKLV
DPRXQWV� WR� D�GH� IDFWR� UHGXFWLRQ�RI� WKH� HIIHFWLYH� WD[� EXUGHQ�RQ� ILQDQFLDO� LQYHVW�
PHQW��IRU�WKH�KRQHVW�LQYHVWRU����

7KH� WKLUG� LQGLFDWRU�� ILQDOO\�� LV� WKDW� WKH� FRYHUDJH�RI�ZLWKKROGLQJ� WD[HV� LV� LQFUHDV�
LQJO\�FLUFXPVFULEHG�E\�H[FHSWLRQV����,Q�������VSHFLDO�ZLWKKROGLQJ�WD[�UDWHV�DQG�
RU�SDUWLDO�RU�WRWDO�H[HPSWLRQ�IURP�ZLWKKROGLQJ�WD[�IRU�VSHFLDO�W\SHV�RI�LQYHVWPHQW
ZHUH�JUDQWHG�LQ�RQO\���LQVWDQFHV��%\������WKLV�QXPEHU�KDG�LQFUHDVHG�WR�����DQG�LQ

��������������������������������������������������
�� 7KH�IDFW�WKDW�WKH�'XWFK�JRYHUQPHQW�GLVFRQWLQXHG�DXWRPDWLF�UHSRUWLQJ�RI�WKH�LQWHUHVW�LQ�

FRPH�RI�IRUHLJQ�ERQGKROGHUV�EHWZHHQ������DQG������KDV�EHHQ�FRXQWHG�DV�D�WD[�UDWH�FXW�
�� &RPPLVVLRQ�������������
�� 6HH�F�LQ�WKH�FHOOV�LQ�7DEOHV��D�DQG��E�
�� 7KDW�PHDQV�WKDW�DIWHU�SD\LQJ�WKH�ZLWKKROGLQJ�WD[��WKH�LQFRPH�LV�WD[�IUHH�DQG�QHHG�QRW

EH�DVVHVVHG�IRU�IXUWKHU�WD[DWLRQ�XQGHU�WKH�JHQHUDO�LQFRPH�WD[�
�� 0�VVHQHU��������������
�� 6HH�G�LQ�WKH�FHOOV�LQ�7DEOHV��D�DQG��E�
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����� LW� UHDFKHG�����0RVW�VLJQLILFDQWO\�� LQ������HYHU\�FRXQWU\�ZKLFK� OHYLHG�ZLWK�
KROGLQJ�WD[HV�RQ�QRQ�UHVLGHQW� LQYHVWPHQW�RIIHUHG�SDUWLDO�RU�WRWDO�H[HPSWLRQV�IRU
FHUWDLQ� W\SHV�RI�ERQGV��7KXV�� WKH� IDFDGH�RI�ZLWKKROGLQJ� WD[DWLRQ� UHPDLQV� LQWDFW�
ZKLOH�LPSRUWDQW�SDUWV�RI�LWV�VWUXFWXUH�DUH�HIIHFWLYHO\�WRUQ�GRZQ���

,Q�FRQFOXVLRQ��WKHQ��WKH�§FORVH�WR�HTXLOLEULXP¨�KXQFK�LV�QRW�VXSSRUWHG�E\�WKH�HYL�
GHQFH��7KH�GDWD� VXJJHVWV� WKDW�PRVW�PHPEHU� VWDWHV� HQWHUHG� FDSLWDO� OLEHUDOL]DWLRQ
ZLWK�KLJKHU�WKDQ�HTXLOLEULXP�ZLWKKROGLQJ�WD[HV�DQG�ZHUH�VXEVHTXHQWO\�IRUFHG�WR
DGDSW� WKHP�GRZQZDUGV�RYHUWO\��E\�FXWWLQJ� WD[�UDWHV��RU� OHVV�RYHUWO\��E\�PDNLQJ
WKH�WD[�EDVH�GHILQLWLRQ�PRUH�UHVWULFWLYH��,Q�OLJKW�RI�WKLV�ILQGLQJ��LW�ORRNV�LPSODXVL�
EOH�WR�DUJXH�WKDW�FROOHFWLYH�DFWLRQ�IDLOHG�LQ�LQWHUHVW�WD[DWLRQ�EHFDXVH�QR�FRXQWU\�VH�
ULRXVO\�VXIIHUHG�IURP�WD[�FRPSHWLWLRQ�

��� 7KH�§6PDOO�,V�&RPSHWLWLYH¨�+XQFK

,Q� FRQWUDVW� WR� WKH� §FORVH� WR� HTXLOLEULXP¨� VWRU\�� WKH� §VPDOO� LV� FRPSHWLWLYH¨� DUJX�
PHQW�DFFRXQWV� IRU� WKH�VWDOHPDWH�RI�ZLWKKROGLQJ�WD[�KDUPRQL]DWLRQ�E\�PDLQWDLQ�
LQJ� WKDW� WD[� FRPSHWLWLRQ� LV� WRR� LQWHQVH��$FFRUGLQJ� WR� WKLV� YLHZ�� VPDOO� FRXQWULHV
EORFN�DJUHHPHQW�RQ� WD[� FRRUGLQDWLRQ�EHFDXVH� WKH\�SURILW� IURP�FRPSHWLWLRQ���� ,Q
RUGHU� WR� HYDOXDWH� WKLV� H[SODQDWLRQ��ZH�KDYH� WR� FKHFN�� ILUVW�� LI� WKH� VPDOO�PHPEHU
VWDWHV� GLG� LQGHHG�ZLQ� D� GLVSURSRUWLRQDWHO\� ODUJH� VKDUH� RI� WKH� LQWHUHVW� WD[� EDVH�
VHFRQG��LI�WKH\�SURILWHG�ILVFDOO\�DQG��WKLUG��LI�LW�ZDV�WKH\�ZKR�EORFNHG�DJUHHPHQW
RQ�ZLWKKROGLQJ�WD[�KDUPRQL]DWLRQ�

0HDVXULQJ�WKH�LQWHUHVW�WD[�EDVH�LV�QRW�HDV\��VLQFH�GHEW�LQVWUXPHQWV�FRPH�LQ�PDQ\
JXLVHV��+RZHYHU�� WKHUH� VHHPV� WR�EH�JHQHUDO� DJUHHPHQW� LQ� WKH� UHOHYDQW� OLWHUDWXUH
WKDW�RQH�SDUWLFXODUO\�LPSRUWDQW�LQVWUXPHQW�IRU�WD[�HYDVLRQ�SXUSRVHV�LV�LQYHVWPHQW
IXQGV����)LUVW�LQWURGXFHG�LQ�/X[HPERXUJ�LQ�WKH�HDUO\�����V��WKH�XVH�RI�WKHVH�IXQGV
IRU� WD[� HYDVLRQ� SXUSRVHV� KDV� VXEVHTXHQWO\� EHHQ� REVHUYHG� RQ� PDQ\� RFFDVLRQV�
'XULQJ�WKH�UXQ�XS�WR�WKH��UH��LQWURGXFWLRQ�RI�D�*HUPDQ�ZLWKKROGLQJ�WD[�LQ������
IRU� H[DPSOH��/X[HPERXUJ� LQYHVWPHQW� IXQGV�ZHUH� WKH�YHKLFOH�RI� FKRLFH� IRU�*HU�
PDQ� LQYHVWRUV� WR� HYDGH� WKH� LPSHQGLQJ� WD[��*HUPDQ� LQYHVWPHQW� LQ�/X[HPERXUJ
IXQGV�MXPSHG�PRUH�WKDQ�ILYH�IROG����OHDGLQJ�WR�IDVWHU�JURZWK�DQG�KLJKHU�FDSLWDOL�
]DWLRQ�RI� WKH�*UDQG�'XFK\ªV� IXQG�LQGXVWU\�DV�FRPSDUHG�WR� LWV�*HUPDQ�FRXQWHU�
��������������������������������������������������
�� ,0)������������
�� *LYHQ�WKDW�WD[DWLRQ�GHFLVLRQV�LQ�WKH�(8�UHTXLUH�XQDQLPLW\�LQ�WKH�&RXQFLO��HYHQ�D�VLQ�

JOH�SRWHQWLDO�ORVHU�LV�HQRXJK�WR�REVWUXFW�DJUHHPHQW��2Q�WKH�LPSDFW�RI�WKH�XQDQLPLW\
UXOH�RQ�(XURSHDQ�SROLF\�RXWFRPHV��VHH�6FKDUSI��������������

�� 6HH��H�J���*LRYDQQLQL��������������/HYLFK �:DOWHU�������������*DUGQHU�������������'RJ�
JDUW����������¥����

�� 'HXWVFKH�%XQGHVEDQN����������¥����
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SDUW��,W�VHHPV�IDLU��WKHUHIRUH��WR�WDNH�LQYHVWPHQW�IXQGV�DV�D�URXJK�LQGLFDWRU�IRU�WKH
WD[�VHQVLWLYH�LQWHUHVW�LQFRPH�WD[�EDVH��,I�WKH�§VPDOO�LV�FRPSHWLWLYH¨�KXQFK�LV�YDOLG�
ZH�VKRXOG�REVHUYH�WKDW�DIWHU�FDSLWDO� OLEHUDOL]DWLRQ��WKH�LQYHVWPHQW�IXQG�LQGXVWU\
LQ�VPDOO�(&�PHPEHU�VWDWHV�JUHZ�IDVWHU�DQG�DWWUDFWHG�D�ODUJHU�VKDUH�RI�WRWDO�(XUR�
SHDQ�LQYHVWPHQW�WKDQ�WKH�IXQG�LQGXVWU\�LQ�ODUJH�(&�VWDWHV��7DEOH����

7DEOH� �� VHHPV� WR� FRUURERUDWH� WKHVH� SUHGLFWLRQV�� ,I� RQ� WKH� EDVLV� RI� *'3� WKH� (&
PHPEHU� VWDWHV� DUH�GLYLGHG� LQWR� D� JURXS�RI� VPDOO� VWDWHV� ¥�/X[HPERXUJ�� ,UHODQG�
*UHHFH�� 3RUWXJDO��'HQPDUN�� %HOJLXP��1HWKHUODQGV�� DQG� 6SDLQ� ¥� DQG� D� JURXS� RI
ODUJH�VWDWHV�¥�8.��,WDO\��)UDQFH��*HUPDQ\�¥�WKH�GLIIHUHQFH�LQ�WKH�JURZWK�UDWH�RI�LQ�
YHVWPHQW� IXQG� DVVHWV� LV� TXLWH� VWULNLQJ��1HW� DVVHW� JURZWK�ZDV� DOPRVW� ILYH� WLPHV
IDVWHU�LQ�WKH�IRUPHU�WKDQ�LQ�WKH�ODWWHU�JURXS�RI�FRXQWULHV������SHUFHQW�DV�FRPSDUHG
WR����SHUFHQW���$OO�ODUJH�VWDWHV�UHJLVWHUHG�ORZHU�WKDQ�DYHUDJH�LQFUHDVHV��ZKLOH�WKH
H[SDQVLRQ�ZDV�KLJKHU�WKDQ�DYHUDJH�LQ�DOO�EXW�WZR�RI�WKH�VPDOO�VWDWHV��$V�D�FRQVH�
TXHQFH��WKH�VPDOO�VWDWHVª�VKDUH�LQ�WKH�WRWDO�(XURSHDQ�LQYHVWPHQW�IXQG�PDUNHW�KDV
LQFUHDVHG�PDUNHGO\��7DEOH����

Table 2 Growth of Investment Fund Assets in Large and Small EC Member States

GDP Assets of Investment Fund Companies

bn $, 1993 bn $, 1990 bn $, 1995 % growth

Small States

Luxembourg 11 95 317 234

Ireland 47 7 8 14

Greece 73 1 8 700

Portugal 84 3 15 400

Denmark 135 4 6 50

Belgium 211 5 23 360

Netherlands 309 24 53 121

Spain 479 12 93 675

Large States

United Kingdom 946 92 159 73

Italy 986 42 79 88

France 1,251 379 540 42

Germany 1,726 71 125 76

Total

Small States 1,348 150 523 249

Large States 4,909 583 902 55

Total EC-12 6,257 733 1,425 94

Source: IMF 1995; HSBC James Capel 1996, authors’ calculations.
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:KLOH�LQ������WKH�VPDOO�VWDWHVª�SHUFHQWDJH�VKDUH�RI�WKH�WRWDO�(XURSHDQ�LQYHVWPHQW
IXQG�PDUNHW�ZDV�VWLOO�URXJKO\�LQ�OLQH�ZLWK�WKHLU�VKDUH�RI�WRWDO�(XURSHDQ�*'3��E\
�����WKH�IRUPHU�KDG�JURZQ�IDU�ODUJHU�WKDQ�WKH�ODWWHU��7KLV�VXJJHVWV�WKDW�WKH�VPDOO
VWDWHV�KDYH�LQ�IDFW�DWWUDFWHG�D�GLVSURSRUWLRQDWHO\�ODUJH�VKDUH�RI�(XURSHDQ�LQYHVW�
PHQW�LQ�PXWXDO�IXQGV��DQG��E\�LQIHUHQFH��RI�WKH�PRELOH�(XURSHDQ�LQWHUHVW�WD[�EDVH�
$SSDUHQWO\�� VPDOO� LV� LQGHHG� FRPSHWLWLYH�� DV�SUHGLFWHG�E\� WKH�§VPDOO� LV� FRPSHWL�
WLYH¨�KXQFK�

,V� LW� DOVR� WUXH�� WKHQ�� WKDW� WKH� VPDOO� FRXQWULHVª� WD[� EDVH� JDLQ� WUDQVODWHV� LQWR� LP�
SURYHG�ILVFDO�UHYHQXHV�DV�WKLV�KXQFK�LPSOLHV"�8QIRUWXQDWHO\��WKHUH�LV�QR�TXDQWLWD�
WLYH�HVWLPDWH��EXW�DQHFGRWDO�HYLGHQFH�VXJJHVWV�WKDW�WKH�LQIORZ�RI�ILQDQFLDO�FDSLWDO
GLG� LQGHHG� LPSURYH� WKH� VPDOO� VWDWHVª� ILVFDO� VWDQGLQJ�� HYHQ� LI� WKH� WD[� EDVH� HIIHFW
ZRUNV�OHVV�VWUDLJKWIRUZDUGO\�WKDQ�LQ�RXU�VLPSOH�PRGHO��7DNH�/X[HPERXUJ�DV�DQ
H[DPSOH�� *LYHQ� D� ]HUR�ZLWKKROGLQJ� WD[�� WKH� /X[HPERXUJ� WUHDVXU\� GRHV� QRW� GL�
UHFWO\� EHQHILW� IURP� LQFUHDVHG� IRUHLJQ� ILQDQFLDO� LQYHVWPHQW�� %XW� LW� GRHV� VR� LQGL�
UHFWO\�� EHFDXVH� LQFUHDVHG� LQYHVWPHQW� PHDQV� LQFUHDVHG� ILQDQFLDO� LQWHUPHGLDWLRQ�
ZKLFK�LQ�WXUQ�PHDQV�LQFUHDVHG�WD[�UHFHLSWV�IURP�WKH�ILQDQFLDO�VHUYLFHV�VHFWRU��7KH
UH�LQWURGXFWLRQ�RI�ZLWKKROGLQJ�WD[HV�LQ�*HUPDQ\��IRU�LQVWDQFH��OHG�WR�DQ�LQFUHDVH
LQ�WKH�QXPEHU�RI�IRUHLJQ�EDQNV�LQ�/X[HPERXUJ�IURP�����LQ�HDUO\������WR����� LQ
��������$V� D� UHVXOW� RI� /X[HPERXUJªV� JURZWK� DV� D� ILQDQFLDO� FHQWHU�� QHDUO\� ������
SHRSOH�ZRUN�GLUHFWO\� LQ�EDQNLQJ�DQG�XS�WR�������PRUH� LQ�UHODWHG�OHJDO��DGYLVRU\
DQG�RWKHU�DFWLYLWLHV��%DQNLQJ�DQG�LQYHVWPHQW�DFFRXQW�IRU�PRUH�WKDQ����SHUFHQW�RI
*'3� DQG� ��� SHUFHQW� RI� WD[� UHYHQXHV� �LQFOXGLQJ� EDQNV� DQG� WKHLU� HPSOR\HHV����

��������������������������������������������������
�� )UDQNIXUWHU�$OOJHPHLQH�=HLWXQJ�����0DUFK����������
�� )LQDQFLDO�7LPHV�����0DUFK����������1RWH��KRZHYHU��WKDW�WKH�LQIORZ�RI�WD[�VK\�FDSLWDO

WHQGV�WR�EH�VHOI�OLPLWLQJ��EHFDXVH��DV�DVVXPHG�LQ�RXU�PRGHO��LW�LV�VXEMHFW�WR�GLPLQLVK�
LQJ�UHWXUQV��$FFRUGLQJ�WR�WKH�/X[HPERXUJ�%DQNHUV�$VVRFLDWLRQ�WKH�EDQNLQJ�ERRP�RI
�����KDV�FDXVHG�D�KLNH� LQ�VWDII�FRVWV�RI����SHUFHQW��$V�D�FRQVHTXHQFH��RSHUDWLQJ�H[�
SHQGLWXUH�ZHQW�XS��DQG�SURILWDELOLW\�ZHQW�GRZQ��,Q�������QHW�SURILW�EHIRUH�FRPPLV�
VLRQV�ZDV�RQO\����SHUFHQW�RI�JURVV�HDUQLQJV��ZKLFK��DFFRUGLQJ�WR�WKH�)LQDQFLDO�7LPHV�

Table 3 Distribution of Investment Fund Assets among Large and Small
EC Member States

% of Total EU-12 GDP % of Total EU-12 Investment Fund Assets

1993 1990 1995

Small States 22 20 37

Large States 78 80 63

Total EC-12 100 100 100

Source: HSBC James Capel 1996, IMF 1995, authors’ calculations.
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/LNHZLVH� LW� KDV� EHHQ� VXJJHVWHG� WKDW� WD[� FRPSHWLWLRQ� DQG� WKH� WD[� EDVH� HIIHFW� DF�
FRXQW�IRU�WKH�UHFHQW�LPSURYHPHQW�RI�SXEOLF�ILQDQFHV�LQ�WKH�1HWKHUODQGV��%HOJLXP�
DQG�,UHODQG��DQG�WKH�FRQFRPLWDQW�GHWHULRUDWLRQ�LQ�*HUPDQ\���

(YHQ�LI�WKH�§VPDOO�LV�FRPSHWLWLYH¨�KXQFK�LV�TXLWH�JRRG�DW�SUHGLFWLQJ�WKH�ZLQQHUV
DQG�ORVHUV�RI�WD[�FRPSHWLWLRQ��LW�LV�PXFK�OHVV�JRRG�DW�SUHGLFWLQJ�SROLF\�SUHIHUHQFHV
RQ�WD[�FRRUGLQDWLRQ��,Q�WKH�ZLWKKROGLQJ�WD[�FDVH��QRW�DOO� ORVHUV�IDYRUHG�KDUPRQL�
]DWLRQ��DQG�QRW�DOO�ZLQQHUV�IDYRUHG�FRQWLQXHG�FRPSHWLWLRQ��*HUPDQ\ªV��)UDQFHªV�
DQG�,WDO\ªV�VXSSRUW�IRU��DV�ZHOO�DV�/X[HPERXUJªV�VWDXQFK�RSSRVLWLRQ�WR�WKH�LQWUR�
GXFWLRQ�RI�D�FRPPRQ�(XURSHDQ�PLQLPXP�ZLWKKROGLQJ�WD[�ILW�WKH�SDWWHUQ��EXW�WKH
8.ªV�UHVLVWDQFH�WR��DQG�%HOJLXPªV�VXSSRUW�IRU�D�FRPPRQ�ZLWKKROGLQJ�WD[�FOHDUO\
GR� QRW�� *LYHQ� WKH� IRUPHU� &RQVHUYDWLYH� JRYHUQPHQWªV� VRYHUHLJQW\�PLQGHGQHVV�
DQG�IUHH�PDUNHW�]HDO�� WKH�%ULWLVK�VWXEERUQQHVV�SUREDEO\�GRHV�QRW�FRPH�DV�D�VXU�
SULVH��%XW�LW� LV� LQH[SOLFDEOH�LQ�WHUPV�RI�RXU�PRGHOªV�V\VWHPLF�OHYHO�YDULDEOHV��%HO�
JLXPªV�©DQRPDORXVª�EHKDYLRU��E\�FRQWUDVW��FDQ�DW�OHDVW�LQ�SDUW�EH�DFFRXQWHG�IRU�E\
D�V\VWHPLF�OHYHO�IDFWRU��QDPHO\�LWV�FXUUHQF\�XQLRQ�ZLWK�WKH�HYHQ�VPDOOHU�/X[HP�
ERXUJ��7KH�EHKDYLRU�RI� WKH�UHVW�RI� WKH�VPDOO�VWDWHV� LV�DPELJXRXV��6RPH�RI� WKHP�
PRVW�QRWDEO\�WKH�1HWKHUODQGV��DQG�'HQPDUN��UDLVHG�REMHFWLRQV�WR�WKH�SURSRVDO�RI
D�FRPPRQ�ZLWKKROGLQJ�WD[�EXW�QHYHU�ZHQW�VR�IDU�DV�WR�WKUHDWHQ�WR�EORFN�WD[�FRRS�
HUDWLRQ�DOWRJHWKHU��3ULPD�IDFLH��WKLV�ODFN�RI�GHWHUPLQHG�RSSRVLWLRQ�ZRXOG�VHHP�WR
FRQWUDGLFW�WKH�§VPDOO�LV�FRPSHWLWLYH¨�KXQFK��2Q�FORVHU�LQVSHFWLRQ��LW�PD\�WXUQ�RXW�
KRZHYHU�� WKDW� WKHVH� FRXQWULHV� MXVW� VWUDWHJLFDOO\�PLVUHSUHVHQWHG� WKHLU� WUXH�SUHIHU�
HQFHV�� 6LQFH� WKH� YRFLIHURXV� RSSRVLWLRQ� RI� WKH�8.� DQG� /X[HPERXUJ� DOUHDG\� HQ�
VXUHG�WKDW�WKH�ZLWKKROGLQJ�WD[�SODQ�ZRXOG�QRW�FRPH�DERXW��WKHUH�VLPSO\�ZDV�QR
UHDVRQ� IRU� WKHP� DOVR� WR� FOHDUO\� VLJQDO� WKHLU� RSSRVLWLRQ�� DQG� WKHUHE\� DWWUDFW� WKH
ZUDWK�RI�)UDQFH��*HUPDQ\�DQG�,WDO\�

� 7KH�2XWVLGH�:RUOG�&RQVWUDLQW

7R�VXPPDUL]H��RXU�VLPSOH�PRGHO�GRHV�IDLUO\�ZHOO�DW�SUHGLFWLQJ�JHQHUDO�WUHQGV�RU
WHQGHQFLHV�WRZDUG�ZKLFK�SDWWHUQV�RI�EHKDYLRU�WHQG�WR�FRQYHUJH�XQGHU�LQWHUHVW�WD[
FRPSHWLWLRQ��$V�WKH�GDWD�KDV�VKRZQ��LW�ZDV�WKH�VPDOO�VWDWHV�ZKLFK�JDLQHG�IURP�WD[
FRPSHWLWLRQ�ZKLOH� WKH� ODUJH�VWDWHV� ORVW��7KH�PRGHO� LV� OHVV�JRRG�DW�SUHGLFWLQJ� WKH
SUHFLVH�SROLF\�SUHIHUHQFHV�RI�LQGLYLGXDO�FRXQWULHV��:KLOH�LQ�JHQHUDO�LW�VHHPV�WR�EH
WUXH� WKDW� WKH�ZLQQHUV�RI� WD[� FRPSHWLWLRQ�RSSRVH� WD[� FRRSHUDWLRQ�� DQG� WKH� ORVHUV
VXSSRUW�LW��WKLV�SUHGLFWLRQ�GRHV�QRW�KROG�WUXH�IRU�OLWHUDOO\�HYHU\�FRXQWU\��,Q�RUGHU
�������������������������������������������������������������������������������������������������������������������������������������������������

LV�SRRU�E\�LQWHUQDWLRQDO�VWDQGDUGV��DQG�ZHOO�EHORZ�WKH������UDWLR�RI����SHUFHQW��6HH�
)LQDQFLDO�7LPHV�����0D\����������

�� /LWWPDQQ�������������
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WR�H[SODLQ�WKH�GHYLDQW�FDVHV��ZH�ZRXOG�KDYH� WR�JLYH�XS�WKH�V\VWHPLF�OHYHO� IRFXV
DQG�LQWHJUDWH�XQLW�OHYHO�YDULDEOHV�LQWR�WKH�DQDO\VLV�

(YHQ�LI�ZH�VWD\�RQ�WKH�V\VWHPLF�OHYHO��KRZHYHU��WKHUH�DUH�SUREOHPV�ZLWK�RXU�SUH�
OLPLQDU\�UHVXOWV��,Q�WHUPV�RI�RXU�PRGHOªV�§VPDOO�LV�FRPSHWLWLYH¨�KXQFK��WKH�FULWLFDO
UHDGHU�PD\�ZRQGHU�KRZ�D�VPDOO�VWDWH�FDQ�VLSKRQ�RII�D�ODUJH�VWDWHªV�WD[�EDVH�ZLWK�
RXW�HYHU�EHLQJ�SXQLVKHG��:K\�GRHV�WKH�ODUJH�VWDWH�QRW�XVH�LWV�SRZHU�WR�PDNH�WKH
VPDOO� VWDWH� EHKDYH"��� ,Q� WHUPV�RI� WKH�ZLWKKROGLQJ� WD[� FDVH�� VKH�PD\� DVN�KRZ�D
FRDOLWLRQ�RI�/X[HPERXUJ�DQG�WKH�8.�¥�D�PLGJHW�VWDWH�DQG�DQ�LGHRORJXH�¥�FRXOG
SRVVLEO\�KDYH�EHHQ�SRZHUIXO�HQRXJK�WR�EORFN�WD[�KDUPRQL]DWLRQ�IRU�DQ�H[WHQGHG
SHULRG� RI� WLPH�� GHVSLWH� WKLV� LVVXHªV� KLJK� VDOLHQFH� IRU� QRWLRQDOO\� SRZHUIXO� VWDWHV
VXFK�DV�)UDQFH�DQG�*HUPDQ\��,W�LV�KDUG�WR�LPDJLQH�WKDW�/X[HPERXUJ�VKRXOG�QRW
EH�VXVFHSWLEOH�WR�WKUHDWV��RU�VLGH�SD\PHQWV��:K\�ZHUH�QR�VXFK�SD\PHQWV�RIIHUHG"
7KH�8.�LV�ODUJHU�DQG�OHVV�HDV\�WR�EXOO\��1HYHUWKHOHVV�KDV�LW�RIWHQ�EHHQ�IRUFHG�E\
LWV�(XURSHDQ�SDUWQHUV�WR�DFFHSW�RXWFRPHV�WKDW�LW�GRHV�QRW�SUHIHU��7KLQN�RI�WKH�QH�
JRWLDWLRQV�RI�WKH�6LQJOH�(XURSHDQ�$FW�DV�DQ�H[DPSOH��ZKHUH�*HUPDQ\�DQG�)UDQFH
H[SORLWHG�WKH�WKUHDW�WR�H[FOXGH�WKH�8.�IURP�WKH�VLQJOH�PDUNHW�SURMHFW�WR�FRD[�WKH
%ULWLVK�JRYHUQPHQW�LQWR�DJUHHPHQW����:K\�ZDV�VXFK�D�WKUHDW�QRW�DOVR�H[HUFLVHG�LQ
WKH� FDVH�RI�ZLWKKROGLQJ� WD[�KDUPRQL]DWLRQ"�(YLGHQWO\�� WKH� FDXVH�RI� FRRSHUDWLRQ
IDLOXUH�ZDV�QRW�RQO\�WKH�RSSRVLWLRQ�RI�WKH�8.�DQG�/X[HPERXUJ��EXW�DOVR�WKH�ODFN
RI�UHVROYH�RI�)UDQFH��*HUPDQ\�DQG�WKH�RWKHU�SUR�FRRSHUDWLRQ�VWDWHV�WR�RYHUFRPH
WKLV�RSSRVLWLRQ�E\�DSSURSULDWH�PHDQV�

,I�ZH�GR�QRW�ZDQW�WR�DVVXPH�WKDW�WKHVH�FRXQWULHV�ZHUH�MXVW�LQHSW��RU�XQFRQVFLRXV
RI�WKHLU�SRZHU��ZH�KDYH�WR�FRQFOXGH�WKDW�WKHUH�PXVW�EH�D�V\VWHPLF�UHDVRQ�IRU�WKHLU
UHVWUDLQW�� +LQWV� DV� WR�ZKDW� WKLV� UHDVRQ�PLJKW� EH�� FDQ� EH� JOHDQHG� IURP� WKH� FDVH
VWXG\��$V�ZLOO�EH�UHFDOOHG��/X[HPERXUJ�DQG�WKH�8.�URXWLQHO\�UDLVHG�WKH�VSHFWHU�RI
LQWUD�(&� WD[� KDUPRQL]DWLRQ� EHLQJ� H[SORLWHG� E\� H[WUD�(&� MXULVGLFWLRQV� WR� MXVWLI\
WKHLU� RSSRVLWLRQ�� ,QVWHDG� RI� JHQHUDWLQJ� DGGLWLRQDO� WD[� UHYHQXHV� IRU� (&�PHPEHU
VWDWHV�� WKH\� DUJXHG�� ZLWKKROGLQJ� WD[� KDUPRQL]DWLRQ� ZRXOG� UHVXOW� LQ� D� PDVVLYH
FDSLWDO�RXWIORZ�WR�QRQ�(&�MXULVGLFWLRQV�� ,W� LV�HDV\�WR�VHH�KRZ�WKLV�DUJXPHQW�SUR�
YLGHG� DQ� LGHDO� FRYHU� IRU� WKHLU� SROLWLFDO� LQWHQWLRQV�� %XW� HYHQ� WKH� SURSRQHQWV� RI
ZLWKKROGLQJ�WD[�KDUPRQL]DWLRQ�DGPLWWHG�WR�LWV�SRWHQWLDO�YDOLGLW\�

:KHQ� LQ� WKH� ODWH�����V� WKH�&RPPLVVLRQ� ILUVW� UDLVHG� WKH� LGHD�RI�D�FRPPRQ�ZLWK�
KROGLQJ� WD[� RQ� VDYLQJV� DQG� ERQGV�� LW� DFNQRZOHGJHG� WKDW� WKLV� ZRXOG� UHVXOW� LQ
FDSLWDO� IOLJKW�WR�QRQ�(&�FRXQWULHV�XQOHVV�FRPSOHPHQWHG�E\�WKH�LQWURGXFWLRQ�RI�D
FRPPRQ�V\VWHP�RI�FDSLWDO�FRQWUROV�DW�WKH�RXWHU�SHULPHWHUV�RI�WKH�&RPPXQLW\����,Q

��������������������������������������������������
�� 6HH�.UDVQHU� ������� IRU� D� GLVFXVVLRQ� RI� KRZ� VWDWHV� FDQ� H[SORLW� WKHLU� SRZHU� WR� VHWWOH

GLVWULEXWLRQDO�FRQIOLFWV�ZLWK�OHVV�SRZHUIXO�VWDWHV�
�� 0RUDYFVLN���������*DUUHWW�������������
�� .RPPLVVLRQ�������������6HH�DOVR�.RPPLVVLRQ������������&RPPLVVLRQ����������¥����
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WKH� ODWH� ����V� WKH� QRWLRQ� RI� FDSLWDO� FRQWUROV� ZDV� QR� ORQJHU� SROLWLFDOO\� IHDVLEOH�
*LYHQ�WKH�LQWHUQDWLRQDO�SROLWLFDO�FOLPDWH�LQ�JHQHUDO��DQG�WKH�FDSLWDO�PRYHPHQWV�GL�
UHFWLYH�RI��������LQ�SDUWLFXODU��LW�ZDV�LPSRVVLEOH�WR�XVH�FRQWUROV�WR�HLWKHU�VHDO�RII�D
©WD[� FRRSHUDWLRQ� ]RQHª� ZLWKLQ� WKH� VLQJOH� PDUNHW� �QR� VHOHFWLYH� H[FOXVLRQ��� RU� WR
ULQJ�IHQFH�WKH�VLQJOH�PDUNHW�YLV�j�YLV�WKH�RXWVLGH�ZRUOG��,QVWHDG��WKH�&RPPLVVLRQ
SURSRVHG� WR� KHGJH� DJDLQVW� WKH� ULVN� RI� FDSLWDO� IOLJKW� WR� QRQ�(&� FRXQWULHV� E\� UH�
VWULFWLQJ�WKH�FRYHUDJH�RI�D�FRPPRQ�ZLWKKROGLQJ�WD[��VXJJHVWLQJ�D�ODUJH�QXPEHU�RI
ORRSKROHV� IRU�QRQ�UHVLGHQW� LQYHVWRUV� DQG�(XUR�VHFXULWLHV��7KLV��KRZHYHU�� OLPLWHG
WKH�SRWHQWLDO� ILVFDO� EHQHILWV� RI� WKH� WD[�� DQG�� E\� LQIHUHQFH�� WKH� DELOLW\� WR� JHQHUDWH
UHQWV�WR�EH�GLVWULEXWHG�WR�WKH�RSSRQHQWV�¥�QR�VLGH�SD\PHQWV�HLWKHU���

7KHVH� FRQVLGHUDWLRQV�� WKHQ�� UDLVH� WKH� HYHQ� PRUH� IXQGDPHQWDO� TXHVWLRQ�� ZRXOG
WKHUH�EH�DQ\�EHQHILWV� IURP�WD[�FRRSHUDWLRQ�DW�DOO"�3UREDEO\�QRW�� ,Q�D�PXFK�FLWHG
SDSHU��5RJHU�*RUGRQ�VSHFXODWHV� WKDW� LQ�D�ZRUOG�RI�KLJK�FDSLWDO�PRELOLW\�� §WKHUH
VKRXOG�QRW�EH�LPSRUWDQW�JDLQV�IURP�FRRUGLQDWLRQ�ZLWKLQ�DQ\�VPDOO�JURXS�¨���EH�
FDXVH�PRVW�RI�WKH�FRRSHUDWLRQ�EHQHILWV�ZLOO�OHDN�WR�WKH�QRQ�FRRSHUDWLQJ�SHULSKHU\�

��� 3DUWLDO�&RRSHUDWLRQ�DQG�WKH�/HDNDJH�(IIHFW

:LWK�D�VWUDLJKWIRUZDUG�H[WHQVLRQ�RI�RXU�RULJLQDO� WZR�FRXQWU\�PRGHO� WR�D�PDQ\�
FRXQWU\�ZRUOG��ZH�DUH�FDSDEOH�RI�IRUPDOL]LQJ�WKLV�LQWXLWLRQ��)RU�WKLV�SXUSRVH��ZH
QRZ�FRQVLGHU�D�ZRUOG�FRQVLVWLQJ�RI�Q�FRXQWULHV��,QGH[�FRXQWULHV�E\�L� �������Q��$OO
RWKHU�EXLOGLQJ�EORFNV�RI�WKH�PRGHO�UHPDLQ�WKH�VDPH��$V�EHIRUH��ZH�VXPPDUL]H�WKH
SULYDWH� VHFWRU� E\� DQ� DJJUHJDWH� SURGXFWLRQ� IXQFWLRQ� �HTXDWLRQ� ���� DQG� DJDLQ�ZH
VSHFLDOL]H�WR�WKH�&REE�'RXJODV�W\SH��HTXDWLRQ�����7KH�ZRUOG�FDSLWDO�VWRFN�LV�IL[HG
�DQDORJRXV�WR�HTXDWLRQ�����*RYHUQPHQWV�FRQWLQXH�WR�EH�UHYHQXH�PD[LPL]HUV��DQG
DUH�VWLOO�UHVWULFWHG�WR�D�VLQJOH�SROLF\�LQVWUXPHQW��D�VRXUFH�LQFRPH�WD[�RQ�WKH�PRELOH
IDFWRU��L�H���FDSLWDO��

7R�FRQVLGHU� WKH� LPSOLFDWLRQV�RI� WD[�FRPSHWLWLRQ� LQ� WKLV�PXOWL�FRXQWU\�VHWWLQJ�ZH
PRYH�LPPHGLDWHO\�WR�WKH�FDVH�RI�WKH�RSHQ�HFRQRP\��$V�WKH�UHDGHU�ZLOO�UHFDOO��DI�
WHU�WD[� UDWHV� RI� UHWXUQ� PXVW� EH� HTXDOL]HG� DFURVV� DOO� FRXQWULHV� LQ� WKLV� VHWWLQJ
�DQDORJRXV�WR�HTXDWLRQ�����:LWK�WKLV�VSHFLILFDWLRQ��ZH�REWDLQ�WKH�IROORZLQJ�FORVHG
IRUP�VROXWLRQV�IRU�WKH�HTXLOLEULXP�FDSLWDO�VWRFNV�

��������������������������������������������������
�� 6HH�VHFWLRQ���DERYH�
�� *DUGQHU������������
�� *RUGRQ������������
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ZKHUH�HDFK�FRXQWU\ªV�FDSLWDO�VWRFN�� *
iK ��GHSHQGV�RQ�WKH�ZRUOG�FDSLWDO�VWRFN�� K �

DQG�RQ�HYHU\� FRXQWU\ªV� WD[� UDWH�� .jt � (DFK� FRXQWU\ªV� UHYHQXH� IXQFWLRQ� LV�GHILQHG
DQDORJRXVO\�WR�HTXDWLRQ����$V�D�UHIHUHQFH�SRLQW��ZH�FDQ�FRQVWUXFW��DV�LQ�WKH�WZR�
FRXQWU\�PRGHO��WKH�QRQ�FRRSHUDWLYH�1DVK�HTXLOLEULXP��IRXQG�E\�GHULYLQJ�WKH�UH�
DFWLRQ�IXQFWLRQV�IRU�DOO�Q�FRXQWULHV�DQG�VROYLQJ�IRU�WKH�IL[HG�SRLQW��DQDORJRXV�WR
HTXDWLRQ�����

:KDW�DUH�WKH�SURVSHFWV�IRU�SDUWLDO�FRRSHUDWLRQ�LQ�WKLV�PRGHO"�7R�WDFNOH�WKLV�TXHV�
WLRQ��ZH�VXSSRVH� WKDW�D� IL[HG�VXEVHW�� nm ≤ ��RI� FRXQWULHV� FRRUGLQDWH� WD[�SROLFLHV
DPRQJVW�WKHPVHOYHV�WR�PD[LPL]H�WKHLU�MRLQW�WD[�UHYHQXH��DQG�WKHQ�HQJDJH�LQ�QRQ�
FRRSHUDWLYH�1DVK�EHKDYLRU�ZLWK�UHVSHFW� WR� WKH�RXWVLGH�ZRUOG����7HFKQLFDOO\�� WKLV
FRUUHVSRQGV� WR� WKH� FRQFHSW� RI� D� QHVWHG� QRQ�FRRSHUDWLYH�1DVK� HTXLOLEULXP�� 7KH
LPSRUWDQW�TXHVWLRQ� LV�� LV� LW� LQ� WKH� LQWHUHVW�RI� WKH�P�JURXS� WR�FRRUGLQDWH� WKHLU� WD[
SROLFLHV"�'RHV� FRRSHUDWLRQ� KHOS� WKHP� WR� LPSURYH� WKHLU� FROOHFWLYH� UHYHQXHV� RYHU
DQG�DERYH�ZKDW�WKDW�WKH\�ZRXOG�REWDLQ�LQ�WKH�EHQFKPDUN�QRQ�FRRSHUDWLYH�FDVH"
:KLOH�WKH�PRGHO�LV�QRW�DPHQDEOH�WR�DQDO\WLFDO�VROXWLRQ��LW� LV�SRVVLEOH�WR�JHQHUDWH
QXPHULFDO�VLPXODWLRQ�UHVXOWV�WR�DGGUHVV�WKLV�TXHVWLRQ��7KH�PRGHOªV�DQVZHU�VHHPV
WR�EH�D�UHVRXQGLQJ�§QR¨��)LJXUH���SORWV�PHPEHU��FRRSHUDWRU��DQG�RXWVLGHU��QRQ�
FRRSHUDWRU��UHYHQXH�IRU�SDUDPHWHU�YDOXHV� .5,05.0,100 =−== nK α ��7KH�PRGHOªV
EHKDYLRU�LV�TXDOLWDWLYHO\�WKH�VDPH�XQGHU�DOWHUQDWLYH�SDUDPHWHU�VSHFLILFDWLRQV��

,QVSHFWLQJ� WKH� VLPXODWLRQ� UHVXOWV�� LW� LV� HYLGHQW� WKDW� WKH� FROOHFWLYH� UHYHQXH�XQGHU
FRRSHUDWLRQ� IDOOV� VKRUW� RI� WKH� FROOHFWLYH� UHYHQXH� XQGHU� QRQ�FRRSHUDWLRQ�� 3DUWLDO
FRRSHUDWLRQ� LV� FROOHFWLYHO\� LPPLVHUL]LQJ� IRU� WKH�FRRSHUDWRUV��7KH�FROOHFWLYH� UHYH�
QXH�RI�WKH�RXWVLGHUV�H[FHHGV�WKH�FROOHFWLYH�UHYHQXH�RI�WKH�FRRSHUDWRUV�IRU�HYHU\�P
JURXS�VPDOOHU�WKDQ�WKH�§JUDQG�FRDOLWLRQ¨��P� �Q����

7KH� UHVXOW� SURYLGHV� WKHRUHWLFDO� FRQILUPDWLRQ� RI�*RUGRQªV� VNHSWLFLVP�� DQG� HVWDE�
OLVKHV� WKH� FHQWUDOLW\�RI� WKH� §RXWVLGH�ZRUOG� FRQVWUDLQW¨��7KH� IDFW� WKDW� DWWHPSWV� WR
FRRUGLQDWH�FDSLWDO�WD[HV�LQHYLWDEO\�WDNH�SODFH�DPRQJVW�D�VXEVHW�RI�SRWHQWLDO�FRRS�
HUDWRUV�VLJQLILFDQWO\��DQG�LQ�WKH�PRGHO�LWVHOI�FULWLFDOO\��LPSLQJHV�RQ�WKH�OLNHO\�VXF�
FHVV�RI�WKHVH�DWWHPSWV��$V�WKH�P�JURXS�VWDUWV�WR�FRRSHUDWH��SDUW�RI�WKH�PRELOH�WD[
EDVH�RXWPLJUDWHV�WR�WKH�RXWVLGH�ZRUOG�LQ�VHDUFK�RI�D�ORZHU�WD[�EXUGHQ��*LYHQ�SHU�
IHFW�FDSLWDO�PRELOLW\��WKLV�§OHDNDJH�HIIHFW¨�LPSOLHV�WKDW�WKH�EHQHILWV�IURP�WD[�FRRS�
HUDWLRQ�GR�QRW�DFFUXH�WR�WKH�FRRSHUDWLQJ�FRXQWULHV��EXW�UDWKHU�WR�WKH�QRQ�FRRSHU�
DWLQJ�E\VWDQGHUV��1RQ�FRRSHUDWLRQ��ZKLOH� LQIHULRU� WR�JOREDO� FRRSHUDWLRQ�� LV�DFWX�
DOO\�EHWWHU�WKDQ�SDUWLDO�FRRSHUDWLRQ�

��������������������������������������������������
�� 7KH�PHPEHUVKLS�RI�WKH�P�JURXS�LV�WDNHQ�DV�H[RJHQRXVO\�GHWHUPLQHG��(QGRJHQL]LQJ

WKH�JURXS�RI�FRRSHUDWRUV�UDLVHV�GLIILFXOW�LVVXHV�ZKLFK�DUH�VWLOO�DW�WKH�IURQWLHUV�RI�JDPH
WKHRU\�UHVHDUFK��6HH��IRU�H[DPSOH��5D\ �9RUD��������

�� 1RWH�DOVR�WKDW�WKH�VLPXODWLRQV�UHYHDO�WKDW�SDUWLDO�FRRSHUDWLRQ�LV�SURQH�WR�GHIHFWLRQ��DV
VXJJHVWHG�E\�WKH�SULVRQHUVª�GLOHPPD�PHWDSKRU�
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��� 7D[�&UHDWLRQ�DQG�7D[�'LYHUVLRQ

7KH�SUREOHP�ZLWK�WKLV�WKHRUHWLFDO�UHVXOW�LV�WKDW�LW�LV�WRR�VWDUN��,W�GRHV�QRW�H[SODLQ
ZK\�ODUJH�VWDWHV�PD\�EH�KHVLWDQW�WR�EULEH�VPDOO�VWDWHV�LQWR�DJUHHPHQW�RQ�WD[�KDU�
PRQL]DWLRQ��RU��PRUH� VSHFLILFDOO\��ZK\�)UDQFH�DQG�*HUPDQ\�PD\�KDYH�EHHQ� UH�
OXFWDQW�WR�RIIHU�ODUJH�VLGH�SD\PHQWV�WR�/X[HPERXUJ��5DWKHU��LW�VKRZV�WKDW�SDUWLDO
WD[�FRRSHUDWLRQ� LV�D�EDG� LGHD� LQ� WKH� ILUVW�SODFH��DQG�KHQFH�REVFXUHV�ZK\�DQ\�UD�
WLRQDO�JRYHUQPHQW�ZRXOG�HYHU�SXUVXH�LW��6LQFH�ZH�GR�QRW�ZDQW�WR�VXJJHVW�WKDW�WKH
SUR�ZLWKKROGLQJ�WD[�VWDWHV�VLPSO\�GLG�QRW�NQRZ�ZKDW�WKH\�ZHUH�GRLQJ��ZH�FRQ�
FOXGH�WKDW�WKLV�UHVXOW�LV�RQO\�SDUW�RI�WKH�VWRU\�DERXW�WKH�RXWVLGH�ZRUOG�FRQVWUDLQW�
:KDW�GRHV�WKH�PRGHO�OHDYH�RXW"

7KH� DQDORJ\�ZLWK� FXVWRPV� XQLRQ� WKHRU\� LV� LOOXPLQDWLQJ� KHUH�� EHFDXVH� LW� VKRZV
WKDW�WKH�HIIHFWV�RI�SDUWLDO�FRRSHUDWLRQ�PD\�EH�PRUH�DPELJXRXV�WKDQ�VXJJHVWHG�E\
HLWKHU�*RUGRQªV�LQWXLWLRQ�RU�RXU�H[WHQGHG�PRGHO��&XVWRPV�XQLRQ�WKHRU\�DQDO\]HV
XQGHU�ZKDW�FLUFXPVWDQFHV�LW�LV�EHQHILFLDO�RU�GHWULPHQWDO�IRU�WZR�RU�PRUH�VWDWHV�WR
DEROLVK� WDULII� EDUULHUV� EHWZHHQ� WKHPVHOYHV� DQG� VHW� D� FRPPRQ� WDULII� YLV�j�YLV� WKH
RXWVLGH�ZRUOG��,QWXLWLRQ�PLJKW�VXJJHVW�WKDW�DQ\�PRYH�WRZDUGV�IUHH�WUDGH�DPRQJVW
D� VXEVHW� RI� WUDGLQJ�QDWLRQV�ZRXOG�EH� DGYDQWDJHRXV� IRU� WKH� FRRSHUDWRUV�� %XW�� DV
WKH� WKHRU\� VKRZV�� WKLV� LV� QRW� QHFHVVDULO\� WKH� FDVH���� 7KH� UHPRYDO� RI� LQWUD�XQLRQ

��������������������������������������������������
�� (�J��%KDJZDWL � 3DQDJDUL\D��������

Figure 3 Members vs. Outsider Revenue
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WDULII� EDUULHUV� PD\� VKLIW� GHPDQG� IURP� QRQ�XQLRQ� VRXUFHV� WR� KLJKHU�FRVW� XQLRQ
VXSSOLHUV� �§WUDGH�GLYHUVLRQ¨���RU� IURP�GRPHVWLF�SURGXFWLRQ� WR� ORZHU�FRVW�RXWSXW
IURP� D� XQLRQ�SDUWQHU� �§WUDGH� FUHDWLRQ¨���2QO\� LI� WKH� WUDGH� FUHDWLRQ� HIIHFW� GRPL�
QDWHV� DUH� WKH� FRRSHUDWRUV� OLNHO\� WR�EHQHILW�� ,I� WUDGH�GLYHUVLRQ�SUHYDLOV�� WKH� FRRS�
HUDWLRQ�ZLOO�OLNHO\�EH�LPPLVHUL]LQJ�IRU�WKH�FRRSHUDWRUV�

7KH�SDUDOOHO�EHWZHHQ�WKH�FRQFHSW�RI�WUDGH�GLYHUVLRQ�DQG�WKH�OHDNDJH�HIIHFW�RI�RXU
H[WHQGHG�PRGHO� LV�REYLRXV�� ,QGHHG�� WKH� OHDNDJH�HIIHFW�FDQ�EH� WKRXJKW�RI�DV�§WD[
GLYHUVLRQ¨��%XW�LV�WKHUH�DOVR�DQ�HTXLYDOHQW�WR�WUDGH�FUHDWLRQ"�2EYLRXVO\��WKH�PRGHO
KDV�QR�VFRSH�IRU�§WD[�FUHDWLRQ¨��EXW�WKDW�GRHV�QRW�PHDQ�WKDW�VRXUFHV�RI�WD[�FUHD�
WLRQ� GR� QRW� H[LVW�� 7KH� &RPPLVVLRQ� RIWHQ� DUJXHV�� IRU� H[DPSOH�� WKDW� FDSLWDO� WD[
KDUPRQL]DWLRQ�ZLOO� UHGXFH� EXUHDXFUDWLF�ZDVWH� DQG� HQKDQFH� HIILFLHQF\� E\� IDFLOL�
WDWLQJ�WD[�DGPLQLVWUDWLRQ�DQG�LQFUHDVLQJ�WKH�WUDQVSDUHQF\�RI�WKH�(XURSHDQ�FDSLWDO
PDUNHW��7KLV�� LQ�WXUQ��PD\�OHDG�WR�IDVWHU�JURZWK�DQG�KLJKHU�WD[�UHYHQXHV�IRU�WKH
PHPEHU�VWDWHV�DV�D�ZKROH���

$�FRPSOHPHQWDU\��DQG�SRWHQWLDOO\�PRUH�LPSRUWDQW��VRXUFH�IRU�WD[�FUHDWLRQ�LV�LP�
SHUIHFW�FDSLWDO�PRELOLW\�EHWZHHQ�WKH�(XURSHDQ�FDSLWDO�PDUNHW�DQG�WKH�UHVW�RI�WKH
ZRUOG�� ,Q� VSLWH�RI�ZKDW� LV�QRZDGD\V�RIWHQ�DVVXPHG�� WKHUH� LV� H[WHQVLYH�HYLGHQFH
WKDW�LQWHUQDWLRQDO�FDSLWDO�LV�QRW�SHUIHFWO\�PRELOH��,QGLFDWRUV�LQFOXGH�D�KLJK�FRUUH�
ODWLRQ�EHWZHHQ�GRPHVWLF�VDYLQJV�DQG�LQYHVWPHQW��FRQVLGHUDEOH�UHDO�LQWHUHVW�GLIIHU�
HQWLDOV� DFURVV� FRXQWULHV�� DQG� D� KHDY\� VSHFLDOL]DWLRQ� RI� LQGLYLGXDO� SRUWIROLRV� LQ
GRPHVWLF�VHFXULWLHV�LQ�VSLWH�RI�ODUJH�SRWHQWLDO�JDLQV�IURP�LQWHUQDWLRQDO�GLYHUVLILFD�
WLRQ����,Q�D�UHFHQW�SDSHU��*RUGRQ�DQG�%RYHQEHUJ�VXJJHVW�WKDW�WKH�UHDVRQ�EHKLQG
WKLV� ODFN� RI�PRELOLW\� LV� DV\PPHWULF� LQIRUPDWLRQ�� &DSLWDO� RZQHUV� KHVLWDWH� WR� SXW
WKHLU�PRQH\�DEURDG�EHFDXVH�WKH\�PD\�EH�DW�D�KDQGLFDS�GXH�WR�WKHLU�SRRU�NQRZO�
HGJH� RI� ORFDO� FRQGLWLRQV���� 3ROLWLFDO� XQFHUWDLQW\� DQG� FXUUHQF\� ULVN� PD\� IXUWKHU
GDPSHQ�FURVV�ERUGHU�FDSLWDO�PRELOLW\����,Q�OLJKW�RI�WKHVH�IDFWRUV��LW�VHHPV�SODXVL�
EOH�WR�DVVXPH�WKDW�(XURSHDQ�FDSLWDO�RZQHUV�DUH�§VLQJOH�PDUNHW�ELDVHG¨��SROLWLFDO
ULVNV� DUH� PLQLPDO�� OHJDO� FRQGLWLRQV� DUH� KDUPRQL]HG� WKURXJK� (&� ODZ�� DQG� H[�
FKDQJH�UDWH�IOXFWXDWLRQV�DUH�ORZ�

$QHFGRWDO� HYLGHQFH� FRUURERUDWHV� WKH� SRLQW�� *HUPDQ� HFRQRPLVWV� KDYH� REVHUYHG�
IRU� H[DPSOH�� WKDW� WKH�PDLQ� UHDVRQ� IRU� WKH� KLJK� OHYHO� RI� *HUPDQ� WD[� HYDVLRQ� WR
/X[HPERXUJ� LV� WKDW�� LQ�/X[HPERXUJ��*HUPDQ� WD[�HYDGHUV� FDQ�GR�EXVLQHVV�ZLWK
WKH�VDPH�EDQNV�DV�DW�KRPH��,I�WKH�SUHVHQFH�RI�*HUPDQ�EDQNV�ZDV�VPDOOHU��DQG�WD[
HYDGHUV� ZRXOG� KDYH� WR� HQWUXVW� WKHLU� PRQH\� WR� IRUHLJQ� EDQNV�� PDQ\� RI� WKHP

��������������������������������������������������
�� 6HH��IRU�H[DPSOH��.RPPLVVLRQ���������¥����*DUGQHU������������
�� *RUGRQ � %RYHQEHUJ� �������� +DOOHUEHUJ �&ODUN� �������� DQG� WKH� OLWHUDWXUH� UHYLHZHG

WKHUHLQ�
�� *RUGRQ � %RYHQEHUJ������������¥������
�� )HOGVWHLQ�������������
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ZRXOG� ILQG� WKH� WUDQVDFWLRQ� FRVWV� RI� HYDVLRQ� WRR� KLJK�� DQG� WKH� OHYHO� RI� HYDVLRQ
ZRXOG�EH�ORZHU����,Q�WKH�VDPH�YHLQ��&RPPLVVLRQ�RIILFLDOV�KDOI� MRNLQJO\�DUJXH��LQ
LQIRUPDO�FRQYHUVDWLRQ�� WKDW�SULYDWH� LQYHVWRUV�RIWHQ�WDNH�D�§0HUFHGHV�OHQJWK¨�DS�
SURDFK�WR�WD[�HYDVLRQ��PHDQLQJ�WKDW�WKH\�QHYHU�SXW�WKHLU�PRQH\�LQ�D�SODFH�IDUWKHU
DZD\�WKDQ�D�0HUFHGHV�WDQN�IXOO��%RWK�REVHUYDWLRQV�VXJJHVW�WKDW�WKH�LQFOLQDWLRQ�WR
HYDGH�WD[�PD\�EH�KLJKHU�ZLWKLQ�WKH�VLQJOH�PDUNHW�WKDQ�DFURVV�WKH�VLQJOH�PDUNHWªV
RXWHU� ERXQGDULHV�� ,W� DSSHDUV�GRXEWIXO�� WKHUHIRUH�� WKDW� KLJK� OHYHOV� RI� WD[� HYDVLRQ
EHWZHHQ�PHPEHU� VWDWHV� VKRXOG�EH� WDNHQ�DV�DQ� LQGLFDWLRQ� WKDW� WKH� OLNHO\� OHYHO�RI
WD[�HYDVLRQ�EHWZHHQ�WKH�(&�DQG�WKH�UHVW�RI�WKH�ZRUOG�ZRXOG�EH�HTXDOO\�KLJK��DV�LV
VRPHWLPHV�GRQH�LQ�WKH�OLWHUDWXUH����*LYHQ�OHVV�WKDQ�SHUIHFW�PRELOLW\�EHWZHHQ�WKH
(XURSHDQ�FDSLWDO�PDUNHW�DQG�WKH�UHVW�RI�WKH�ZRUOG��WKH�LQWURGXFWLRQ�RI�D�FRPPRQ
ZLWKKROGLQJ�WD[�PD\�UHVXOW�LQ�OHVV�OHDNDJH�DQG�PRUH�DGGLWLRQDO�WD[�UHYHQXH�WKDQ
WKLV�LQGLFDWRU�ZRXOG�OHDG�RQH�WR�H[SHFW�

+RZHYHU��WKH�RQO\�ZD\�WR�ILQG�RXW�IRU�VXUH�LV��LQ�IDFW��WR�WU\��([�DQWH��LW�LV�LPSRVVL�
EOH� WR�NQRZ�ZLWK�DQ\�FHUWDLQW\�KRZ� ODUJH� WKH� WD[�GLYHUVLRQ�HIIHFW�RI� D� FRPPRQ
ZLWKKROGLQJ�WD[�ZLOO�EH��DQG�LI�LW�ZLOO�GRPLQDWH�WD[�FUHDWLRQ��RU�EH�LQ�WXUQ�GRPL�
QDWHG�E\�LW��:KLOH�WKLV�IXQGDPHQWDO�XQFHUWDLQW\�DIIHFWV�DOO�SROLWLFDO�DFWRUV�DOLNH��LW
ZRUNV�GHFLVLYHO\� WR� WKH� SROLWLFDO� DGYDQWDJH� RI� WKH� RSSRQHQWV� RI� WD[� KDUPRQL]D�
WLRQ��7KH\�FDQ�RSHUDWH�IURP�WKH�VDIH�JURXQGV�RI�WKH�ZRUVW�FDVH�VFHQDULR�RI�SHUIHFW
FDSLWDO�PRELOLW\��ZKLOH�WKH�SURSRQHQWV�KDYH�WR�EDVH�WKHLU�SODQV�RQ�WKH�DVVXPSWLRQ
WKDW�WKH�ZRUVW�FDVH�ZLOO�QRW�RFFXU��7KHUH�LV�D�ULVN��KRZHYHU�XQOLNHO\��WKDW�WKH�ZRUVW
FDVH�PD\� DSSHDU�� DQG�� XS� WR� QRZ�� WKH� SUR�FRRSHUDWLRQ� FRXQWULHV� KDYH� DYRLGHG
WDNLQJ� LW��7KH\�KDYH� IRUZDUGHG� WKH�ZLWKKROGLQJ� WD[�SODQ��EXW� WKH\�KDYH�QRW� LQ�
YHVWHG�PXFK� LQ�EX\LQJ�RII� WKH�RSSRVLWLRQ� LQ� WKH�&RXQFLO��(YHQWXDOO\�� ILVFDO�GHV�
SHUDWLRQ��DQG�WKH�SURVSHFW�RI�KHLJKWHQHG�WD[�FRPSHWLWLRQ�XQGHU�PRQHWDU\�XQLRQ
PD\�SXVK� WKHP�RYHU� WKH�EULQN��%XW� WKH�SRWHQWLDO� IRU� UHJUHW� LV� ODUJH�� ,I� WKH\� ILQG
WKDW�WD[�FUHDWLRQ�RXWZHLJKV�WD[�GLYHUVLRQ��WKH\�PD\�UHJUHW�WKDW�WKH\�KDYH�ZDLWHG
IRU�VR�ORQJ��LI��LQ�FRQWUDVW��WKH\�ILQG�WKDW�WKH�OHDNDJH�HIIHFW�GRPLQDWHV�WKH�FUHDWLRQ�
HIIHFW��WKH\�ZLOO�UHJUHW�WKDW�WKH\�FRXOG�HYHU�KDYH�EHHQ�VR�UHFNOHVV�DV�WR�HPEDUN�RQ
VXFK� D� ULVN\� SURMHFW�� 7KH� SURVSHFWV� DUH� XQFRPIRUWDEOH�� DQG� H[HPSOLI\� WKH� 6ROR�
PRQLF�LQVLJKW�RI�WKH�§JHQHUDO�WKHRU\�RI�WKH�VHFRQG�EHVW¨��DQ�LQFRPSOHWH�PRYH�WR�
ZDUGV�WKH�RSWLPXP�¥�WD[�KDUPRQL]DWLRQ�DFURVV�VRPH��EXW�QRW�DOO�UHOHYDQW�FRXQ�
WULHV�¥�PD\�PDNH�PDWWHUV�HLWKHU�EHWWHU�RU�ZRUVH���

��������������������������������������������������
�� +lUWHO�HW�DO��������������
�� *DUGQHU������������
�� &XVWRPV�XQLRQ�WKHRU\��FLWHG�DERYH��LV�D�VSHFLILF�LQVWDQFH�RI�WKH�§JHQHUDO�WKHRU\�RI�WKH

VHFRQG�EHVW¨��ZKLFK�HVWDEOLVKHV� WKH�VRPHZKDW�FRXQWHU�LQWXLWLYH�UHVXOW� WKDW�D�SDUWLDO
PRYH�WRZDUGV�WKH�RSWLPXP�LV�QRW�QHFHVVDULO\�DQ�LPSURYHPHQW��7KH�FODVVLF�UHIHUHQFH
LV�/LSVH\�/DQFDVWHU������¥����)RU�D�UHFHQW�V\QWKHVLV�DQG�H[WHQVLRQ�RI�UHVXOWV� LQ�WKLV
OLWHUDWXUH��VHH�.ULVKQD � 3DQDJDUL\D��������
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,Q� FRQFOXVLRQ�� WKHQ�� WKH� Q�FRXQWU\� H[WHQVLRQ� RI� RXU� VLPSOH� PRGHO� EULQJV� LQWR
VKDUS� UHOLHI� WKH� VWULQJHQF\� RI� WKH� RXWVLGH� ZRUOG� FRQVWUDLQW�� DQG�� LQ� GRLQJ� VR
VWDUNO\��SUREDEO\�RYHUVWDWHV� LWV� VLJQLILFDQFH��7KHUH� LV� QR�QHFHVVDU\� UHDVRQ� WR� H[�
SHFW� WKDW� DOO� EHQHILWV� RI� SDUWLDO� FRRSHUDWLRQ� PXVW� LQHYLWDEO\� OHDN� WR� WKH� QRQ�
FRRSHUDWLQJ�RXWVLGH�ZRUOG��%XW�WKH�SRVVLELOLW\�WKDW�WKH\�PLJKW�ZRUNV�DV�D�SRZHU�
IXO� UHVWUDLQW� RQ� WKH� SRWHQWLDO� FRRSHUDWRUVª� ZLOOLQJQHVV� WR� VSHQG� UHVRXUFHV� RQ
EULQJLQJ�WKH�FRRSHUDWLRQ�DERXW�

� &RQFOXVLRQ

:K\�GRHV�FROOHFWLYH�DFWLRQ�VR�SHUVLVWHQWO\�IDLO�LQ�WD[�FRPSHWLWLRQ"�7KH�DQDO\VLV�RI
WKLV�SDSHU�VXJJHVWV�WKDW�WZR�GLVWULEXWLRQDO�FRQIOLFWV�DUH�WR�EODPH��7KH�ILUVW�FRQIOLFW
FRQFHUQV�WKH�ZLQQHUV�DQG�ORVHUV�RI�WD[�FRPSHWLWLRQ��$V�RXU�PRGHO�KDV�VKRZQ�DQG
WKH�ZLWKKROGLQJ�WD[�FDVH�KDV�FRQILUPHG��LQWHQVH�WD[�FRPSHWLWLRQ�LV�OLNHO\�WR�IDYRU
VPDOO� FRXQWULHV� RYHU� ODUJH� FRXQWULHV�� /DUJH� FRXQWULHV� ORVH�� DQG� VPDOO� FRXQWULHV
ZLQ�� 6PDOO� FRXQWULHV�� WKHUHIRUH�� KDYH� OLWWOH� LQFHQWLYH� WR� DVVLVW� LQ� UHPRYLQJ� WKH
FRPSHWLWLRQ�� 7KH� FRQIOLFW� UHVHPEOHV� D� JDPH�ZKHUH� D� SOD\HU� ZLWK� SULVRQHUVª� GL�
OHPPD�SUHIHUHQFHV� �ODUJH�FRXQWU\��FRQIURQWV�DQRWKHU�SOD\HU�ZLWK�GHDGORFN�SUHI�
HUHQFHV� �VPDOO� FRXQWU\�� �)LJXUH�����(YLGHQWO\�� WKHUH� LV�QR� LQFHQWLYH� IRU� WKH� VPDOO
FRXQWU\�WR�DJUHH�RQ�WKH�FRRSHUDWLYH�F�F�RXWFRPH�¥�XQOHVV�WKH� ODUJH�FRXQWU\�XVHV
LWV�SRZHU�WR�FKDQJH�WKH�SD\RII�PDWUL[�

Figure 4 References for Tax Competition (D) and Tax Cooperation (C)

8VLQJ� SRZHU�� KRZHYHU�� FRPHV� DW� D� SRVLWLYH� FRVW�� 7KH� ODUJH� FRXQWU\� ZLOO� RQO\
VSHQG�UHVRXUFHV�RQ� IRUFLQJ�RU�EULELQJ� WKH�VPDOO� FRXQWU\� LQWR�DJUHHPHQW� LI� LW� H[�
SHFWV�WKDW�WKH�FRVWV�ZLOO�EH�RXWZHLJKHG�E\�WKH�EHQHILWV��7KLV�LV�ZKHUH�WKH�VHFRQG
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FRQIOLFW� NLFNV� LQ��ZKLFK� FRQFHUQV� WKH� GLVWULEXWLRQ� RI� WKH� EHQHILWV� RI� FRRSHUDWLRQ
EHWZHHQ�WKH�FRRSHUDWRUV�DQG�WKH�QRQ�FRRSHUDWLQJ�RXWVLGH�ZRUOG��,I�WKH�SRWHQWLDO
FRRSHUDWRUV�H[SHFW�WKDW�PRVW�RU�DOO�EHQHILWV�ZLOO�OHDN�WR�QRQFRRSHUDWLQJ�RXWVLGHUV�
WKHLU� FRPPLWPHQW� WR� LQYHVW� LQ� FRRSHUDWLRQ�ZLOO� EH� FRUUHVSRQGLQJO\� ORZ�� ,Q� WKH
H[WUHPH�FDVH�� WKH\�ZLOO�QRW� LQYHVW�DW� DOO�EHFDXVH� WKH� FRRSHUDWLRQ� WKUHDWHQV� WR�EH
FROOHFWLYHO\�LPPLVHUL]LQJ�

7KLV� §RXWVLGH� ZRUOG� FRQVWUDLQW¨� DGGV� DQ� LPSRUWDQW� QHZ� WZLVW� WR� WKH� GHIHFWLRQ
SUREOHP��ZKLFK� IRFXVVHV�RQ�KRZ�LQFHQWLYHV� WR� IUHH�ULGH�PDNH� LW�GLIILFXOW� IRU�SR�
WHQWLDO� FRRSHUDWRUV� WR� FRPPLW� FUHGLEO\� WR� FRRSHUDWLRQ�� 7KH� RXWVLGH� ZRUOG� FRQ�
VWUDLQW�� E\� FRQWUDVW�� VKRZV� KRZ� LQFHQWLYHV� WR� IUHH� ULGH� FDQ� WKZDUW� FRRSHUDWLRQ�
HYHQ�LQ�WKH�SUHVHQFH�RI�FUHGLEOH�FRPPLWPHQW��LI��DV�LV�QRUPDOO\�WKH�FDVH��WKH�FRRS�
HUDWLRQ�GRHV�QRW�IURP�WKH�RXWVHW�H[WHQG�WR�WKH�HQWLUH�SRSXODWLRQ�RI�UHOHYDQW�DFWRUV�

7R�EH�VXUH��ZLWKLQ�JURXS�GLVWULEXWLYH�FRQIOLFWV�DQG�RXWVLGH�ZRUOG�FRQVWUDLQWV�DUH
DOVR� SUHVHQW� LQ� RWKHU� SROLF\� ILHOGV�� RFFDVLRQDOO\� REVWUXFWLQJ� FRRSHUDWLRQ� HIIRUWV
WKHUH��:KDW�PDNHV�WKHP�VR�SDUWLFXODUO\�LQWUDFWDEOH�LQ�WKH�FDVH�RI�WD[�FRRSHUDWLRQ
LV�WKDW�WKH\�RFFXU�LQ�FRPELQDWLRQ��DQG�LQWHUIHUH�ZLWK�HDFK�RWKHUªV�VROXWLRQ��,Q�RU�
GHU�WR�VROYH�WKH�ZLWKLQ�JURXS�FRQIOLFW�EHWZHHQ�ZLQQHUV�DQG�ORVHUV�RI�WD[�FRPSHWL�
WLRQ�� LW�ZRXOG�EH�XVHIXO� WR� UHGXFH� WKH�JURXS� VL]H�� RU�� WR�EH�PRUH�SUHFLVH�� WR�KR�
PRJHQL]H� WKH� FRXQWU\� VL]H� RI� WKH� JURXS�PHPEHUV�� *HUPDQ\�� )UDQFH�� ,WDO\�� DQG
ZKRHYHU�HOVH�ZDQWV�WR�MRLQ�VKRXOG�FRQFOXGH�D�VHSDUDWH��6FKHQJHQ�W\SH�DJUHHPHQW
RQ�ZLWKKROGLQJ�WD[DWLRQ��DQG��WKXV��HOXGH�WKH�RSSRVLWLRQ�RI�/X[HPERXUJ�DQG�WKH
8.��+RZHYHU�� WKH�FDWFK�LV�REYLRXV��/LPLWLQJ�WD[�FRRSHUDWLRQ�WR�WKH� ORVHUV�RI� WD[
FRPSHWLWLRQ�VKDUSHQV�WKH�RXWVLGH�ZRUOG�FRQVWUDLQW��,I�WKH�FRRSHUDWLRQ�GRHV�QRW�LQ�
FOXGH�DW� OHDVW� VRPH�FKDPSLRQV�RI� WD[� FRPSHWLWLRQ�DV�ZHOO�� LW� LV� OLNHO\� WR�EH� VHOI�
KDUPLQJ��7KLV� LV� WKH� ORJLF�EHKLQG�WKH�ZDUQLQJV�WKDW�WKH�(&�LV�QRW�WKH�ULJKW� OHYHO
IRU� FRRSHUDWLRQ� RQ� FDSLWDO� WD[DWLRQ�� DQG� WKDW� QHJRWLDWLRQV� RQ� ZLWKKROGLQJ� WD[
KDUPRQL]DWLRQ�VKRXOG�EH�VKLIWHG�XS�WR�WKH�2(&'�OHYHO�RU�HYHQ�KLJKHU��%XW�REYL�
RXVO\��DV�VXFK�PRYHV�LQFUHDVH�WKH�JURXS�VL]H��DQG�WKH�KHWHURJHQHLW\�RI�WKH�JURXS
PHPEHUV��WKH\�DUH�DOVR�ERXQG�WR�LQFUHDVH�WKH�ZLWKLQ�JURXS�FRQIOLFW�EHWZHHQ�WKH
ZLQQHUV� DQG� ORVHUV� RI� WD[� FRPSHWLWLRQ�� ZKLFK� LQ� WXUQ� ZRXOG� VXJJHVW� WKDW� RQH
VKRXOG�UHGXFH�WKH�JURXS�VL]H��ZKLFK�EULQJV�WKH�DUJXPHQW�IXOO�FLUFOH�

7KHUH�LV�QR�SUHVXPSWLRQ�LQ�WKLV�DUJXPHQW�WKDW�D�EDODQFH�EHWZHHQ�WKH�FRQWUDGLF�
WRU\� GHPDQGV� RI� WKH� ZLWKLQ�JURXS� FRQIOLFW� DQG� WKH� RXWVLGH� ZRUOG� FRQVWUDLQW� LV
LPSRVVLEOH�WR�ILQG��MXVW�EHFDXVH�ZLWKKROGLQJ�WD[�KDUPRQL]DWLRQ�KDV�QRW�KDSSHQHG
GXULQJ�WKH�SDVW�WHQ�\HDUV�GRHV�QRW�PHDQ�WKDW�LW�ZLOO�QRW�KDSSHQ�GXULQJ�WKH�FRP�
LQJ�WHQ�\HDUV��+RZHYHU��WKHUH�LV�D�SUHVXPSWLRQ�WKDW�WKLV�EDODQFH�LV�H[WUHPHO\�GLI�
ILFXOW� WR� VWULNH�� DQG� WKDW� WKLV�� UDWKHU� WKDQ� D� SULVRQHUVª� GLOHPPD� W\SH� GHIHFWLRQ
SUREOHP��LV�WKH�UHDVRQ�ZK\�FROOHFWLYH�DFWLRQ�LV�VR�HOXVLYH�LQ�WD[�FRPSHWLWLRQ�
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,Q�FRQFOXVLRQ��ZH�ZRXOG�OLNH�WR�SRLQW�WR�RQH�SRWHQWLDOO\�LPSRUWDQW�LPSOLFDWLRQ�IRU
LQWHUQDWLRQDO�UHODWLRQV�WKHRU\�DW�ODUJH��,Q�UHFHQW�\HDUV��WKHUH�KDV�EHHQ�PXFK�GHEDWH
EHWZHHQ� OLEHUDO� LQVWLWXWLRQDOLVWV� DQG� QHRUHDOLVWV� DERXW� WKH� SUHFRQGLWLRQV� RI� VXF�
FHVVIXO�FRRSHUDWLRQ����7KH�SRVLWLRQV�RI�ERWK�FDPSV�GLIIHU�ZLGHO\��HVSHFLDOO\�DV�WR
WKH�HDVH�DQG�OLNHOLKRRG�RI�FRRSHUDWLRQ��EXW�WKHLU�DQDO\WLFDO�WUHDWPHQW�RI�WKH�FRRS�
HUDWLRQ�SUREOHP�LV�DPD]LQJO\�VLPLODU�LQ�DW�OHDVW�RQH�SDUWLFXODU�UHVSHFW��%RWK�WUHDW
FRRSHUDWLRQ�DV�D�GLFKRWRPRXV�YDULDEOH��DQ�DOO�RU�QRWKLQJ�SURSRVLWLRQ�ZKHUH�HLWKHU
DOO� VWDWHV� FRRSHUDWH�RU�QRQH�GR��3HUKDSV� WKLV� LV� MXVW� D� FRQVHTXHQFH�RI� WKH�GRPL�
QDQFH�RI��[��QRUPDO�IRUP�JDPHV�LQ�LQWHUQDWLRQDO�UHODWLRQV�GLVFRXUVH��,W�KDV��LQ�DQ\
FDVH��SUHYHQWHG�DQ�DQDO\WLFDO�DSSUHFLDWLRQ�RI�WKH�IDFW�WKDW�LQ�SUDFWLFH�WKH�FKRLFH�LV
QRW�EHWZHHQ�QRQ�FRRSHUDWLRQ�DQG�WRWDO�FRRSHUDWLRQ��EXW�EHWZHHQ�QRQ�FRRSHUDWLRQ
DQG�SDUWLDO�FRRSHUDWLRQ����,Q�UHDOLW\��DIWHU�DOO��WKH�FKDQFHV�WKDW�FRRSHUDWLRQ�FRXOG
HYHU�H[WHQG�WR�OLWHUDOO\�DOO�VWDWHV�LV�IDLUO\�ORZ��$V�RXU�DQDO\VLV�VKRZV��WKH�SUHVHQFH
RI�QRQFRRSHUDWLQJ�RXWVLGHUV�LV�QRW�MXVW�D�QXLVDQFH��D�§VHFRQG�RUGHU¨�FRQVLGHUDWLRQ
WKDW�FDQ�EH�VDIHO\�LJQRUHG��EXW�PD\�VLJQLILFDQWO\��DQG��DW�WLPHV��FULWLFDOO\�FRQGLWLRQ
WKH�RXWFRPH��:H�GR�QRW�VXJJHVW�WKDW�WKH�HIIHFW�ZLOO�DOZD\V�EH�QHJDWLYH��,QGHHG��LW
LV�YHU\�ZHOO� FRQFHLYDEOH� WKDW��XQGHU� FHUWDLQ� FLUFXPVWDQFHV�� WKH�SUHVHQFH�RI�QRQ�
FRRSHUDWLQJ� E\VWDQGHUV� PD\� HYHQ� IDFLOLWDWH� DJUHHPHQW���� :H� GR� VXJJHVW�� KRZ�
HYHU��WKDW�WKH�LPSDFW�RI�WKH�RXWVLGH�ZRUOG�RQ�WKH�OLNHOLKRRG�RI�FRRSHUDWLRQ�PHULWV
IXUWKHU�WKHRUHWLFDO�DWWHQWLRQ�

��������������������������������������������������
�� )RU�D�FROOHFWLRQ�RI�PDMRU�FRQWULEXWLRQV�WR�WKLV�GHEDWH��VHH�%DOGZLQ��������
�� *HQVFKHO�3O�PSHU��������
�� )RU�DQ� LOOXVWUDWLRQ�RI� WKLV�SULQFLSOH� LQ� WKH� FDVH�RI� WKH� WHOHFRPPXQLFDWLRQV� LQGXVWU\�

VHH�*HQVFKHO��������
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5HIHUHQFHV

$[HOURG��5REHUW��������7KH�(YROXWLRQ�RI�&RRSHUDWLRQ��1HZ�<RUN��%DVLF�%RRNV�

%DOGZLQ��'DYLG�$���HG����������1HRUHDOLVP�DQG�1HROLEHUDOLVP��7KH�&RQWHPSRUDU\�'HEDWH��1HZ
<RUN��&ROXPELD�8QLYHUVLW\�3UHVV�

%KDJZDWL��-DJGLVK�$UYLQG�3DQDJDUL\D��������3UHIHUHQWLDO�7UDGLQJ�$UHDV�DQG�0XOWLODWHU�
DOLVP�� 6WUDQJHUV�� )ULHQGV�� RU� )RHV"� ,Q�� -DJGLVK� %KDJZDWL�$UYLQG� 3DQDJDUL\D� �HGV���
7KH�(FRQRPLFV�RI�3UHIHUHQWLDO�7UDGH�$JUHHPHQWV��:DVKLQJWRQ��'&��$(,�3UHVV�

%XFRYHWVN\��6���������$V\PPHWULF�7D[�&RPSHWLWLRQ��,Q��-RXUQDO�RI�8UEDQ�(FRQRPLFV��������¥
����

%0)��%XQGHVPLQLVWHULXP�GHU�)LQDQ]HQ���YDULRXV�\HDUV��,QIRUPDWLRQVGLHQVW�]XU�)LQDQ]SROL�
WLN�GHV�$XVODQGV��%RQQ��%0)�

%XUOH\��$QQH�0DULH�:DOWHU�0DWWOL��������(XURSH�%HIRUH�WKH�&RXUW��$�3ROLWLFDO�7KHRU\�RI
/HJDO�,QWHJUDWLRQ��,Q��,QWHUQDWLRQDO�2UJDQL]DWLRQ�������¥���

&DUH\��'DYLG�-HDQ�&ODXGH�&KRXUDTXL�5REHUW�3��+DJHPDQQ��������7KH�)XWXUH�RI�&DSLWDO
,QFRPH� 7D[DWLRQ� LQ� D� /LEHUDOLVHG� )LQDQFLDO� (QYLURQPHQW��:RUNLQJ� 3DSHU�1R�� ����� 3DULV�
2(&'�(FRQRPLFV�'HSDUWPHQW�

&HQWHU� IRU� (FRQRPLF� 3ROLF\� 5HVHDUFK� �&(35��� ������0DNLQJ� 6HQVH� RI� 6XEVLGLDULW\�� +RZ
0XFK�&HQWUDOL]DWLRQ�IRU�(XURSH"�/RQGRQ��&(35�

&RPPLVVLRQ� RI� WKH�(XURSHDQ�&RPPXQLWLHV�� ������5HSRUW� RQ� WKH� 6FRSH� IRU�&RQYHUJHQFH� RI
7D[�6\VWHPV�LQ�WKH�&RPPXQLW\��%XOOHWLQ�RI�WKH�(&��6XSSOHPHQW��������

¦�� ������5HSRUW� RI� WKH�&RPPLWWHH� RI� ,QGHSHQGHQW�([SHUWV� RQ�&RPSDQ\�7D[DWLRQ� �5XGLQJ�5H�
SRUW���/X[HPERXUJ��2IILFH�IRU�2IILFLDO�3XEOLFDWLRQV�RI�WKH�(XURSHDQ�&RPPXQLWLHV�

¦��������7D[DWLRQ� LQ� WKH�(XURSHDQ�8QLRQ��5HSRUW�RQ� WKH�'HYHORSPHQW�RI�7D[�6\VWHPV�
&20���������ILQDO�

'HIH\W��3KLOLSSH��������7D[�6WUXFWXUH�+DUPRQL]DWLRQ�LQ�������7KH�%HOJLDQ�3HUVSHFWLYH��,Q�
*HRUJ� :LQFNOHU� �HG���� 7D[� +DUPRQL]DWLRQ� DQG� )LQDQFLDO� /LEHUDOL]DWLRQ� LQ� (XURSH�� 1HZ
<RUN��6W��0DUWLQªV�3UHVV����¥���

'HKHMLD��9LYHN�+��1LFKRODV�5RZH��������7KH�/DIIHU�&XUYH�DQG�3UHFDXWLRQDU\�7D[DWLRQ�
$�5DWLRQDOH�IRU�3D\LQJ�GRZQ�WKH�1DWLRQDO�'HEW��,Q��$XVWUDOLDQ�(FRQRPLF�3DSHUV��������¥
����

'HXWVFKH�%XQGHVEDQN��������$XINRPPHQ�XQG�|NRQRPLVFKH�$XVZLUNXQJHQ�GHV�VWHXHUOL�
FKHQ�=LQVDEVFKODJV��,Q��0RQDWVEHULFKW��-DQXDU���������¥���

'RJJDUW��&DUROLQH��������7D[�+DYHQV�DQG� WKHLU�8VHV�������/RQGRQ��7KH�(FRQRPLVW� ,QWHOOL�
JHQFH�8QLW�

'Z\HU��'RXJODV�:��� ������$UH� )L[HG�(IIHFWV� )L[HG"�3HUVLVWHQFH� LQ� 3ODQW� /HYHO� 3URGXFWLYLW\�
0DQXVFULSW��1HZ�<RUN��:LOOLDP�0��0HUFHU�,QF�

(JJHUW�� :ROIJDQJ�$QGUHDV� +DXIOHU�� ������ :KHQ� 'R� 6PDOO� &RXQWULHV� :LQ� 7D[� :DUV"
'LVNXVVLRQVEHLWUlJH� 6RQGHUIRUVFKXQJVEHUHLFK� ���� §,QWHUQDWLRQDOLVLHUXQJ� GHU� :LUW�
VFKDIW¨�6HULH�,,��1U�������.RQVWDQ]��8QLYHUVLWlW�.RQVWDQ]�

)HOGVWHLQ��0DUWLQ�� ������7D[�3ROLF\� DQG� ,QWHUQDWLRQDO�&DSLWDO� )ORZV�� ,Q��:HOWZLUWVFKDIWOL�
FKHV�$UFKLY���������¥����
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)UHQNHO��-DFRE�$��$VVDI�5D]LQ�(IUDLP�6DGND��������,QWHUQDWLRQDO�7D[DWLRQ�LQ�DQ�,QWHJUDWHG
:RUOG��&DPEULGJH��0,7�3UHVV�

)UH\��%UXQR�6��������� ,QWHUJRYHUQPHQWDO�7D[�&RPSHWLWLRQ��,Q��0F/XUH�HW�DO�� �HGV����,QIOX�
HQFH� RI� 7D[� 'LIIHUHQWLDOV� RQ� ,QWHUQDWLRQDO� &RPSHWLWLYHQHVV��'HYHQWHU�� .OXZHU� /DZ� DQG
7D[DWLRQ�3XEOLVKHUV����¥���

*DUGQHU��(GZDUG�+���������7D[HV�RQ�&DSLWDO�,QFRPH��$�6XUYH\��,Q��*HRUJH�.RSLWV��HG���
7D[� +DUPRQL]DWLRQ� LQ� WKH� (XURSHDQ� &RPPXQLW\�� 3ROLF\� ,VVXHV� DQG� $QDO\VLV��2FFDVLRQDO
3DSHU�����:DVKLQJWRQ��'&��,QWHUQDWLRQDO�0RQHWDU\�)XQG����¥���

*DUUHWW�� *HRIIUH\�� ������ ,QWHUQDWLRQDO� &RRSHUDWLRQ� DQG� ,QVWLWXWLRQDO� &KRLFH�� 7KH� (XUR�
SHDQ�&RPPXQLW\ªV�,QWHUQDO�0DUNHW��,Q��,QWHUQDWLRQDO�2UJDQL]DWLRQ��������¥����

*DUUHWW��*HRIIUH\�%DUU\�5�:HLQJDVW��������,GHDV��,QWHUVHWV��DQG�,QVWLWXWLRQV��&RQVWUXFWLQJ
WKH�(XURSHDQ�&RPPXQLW\ªV�,QWHUQDO�0DUNHW��,Q��-XGLWK�*ROGVWHLQ�5REHUW�2��.HRKDQH
�HGV���� ,GHDV�DQG�)RUHLJQ�3ROLF\��%HOLHIV�� ,QVWLWXWLRQV��DQG�3ROLWLFDO�&KDQJH�� ,WKDFD��&RUQHOO
8QLYHUVLW\�3UHVV�����¥����

*HQVFKHO��3KLOLSS�� ������+RZ�)UDJPHQWDWLRQ�&DQ� ,PSURYH�&R�RUGLQDWLRQ��6HWWLQJ�6WDQ�
GDUGV�LQ�,QWHUQDWLRQDO�7HOHFRPPXQLFDWLRQV��,Q��2UJDQL]DWLRQ�6WXGLHV�����������¥����

*HQVFKHO�� 3KLOLSS�7KRPDV� 3O�PSHU�� ������ 5HJXODWRU\� &RPSHWLWLRQ� DQG� ,QWHUQDWLRQDO
&RRSHUDWLRQ��,Q��-RXUQDO�RI�(XURSHDQ�3XEOLF�3ROLF\����������¥����

*LRYDQQLQL��$OEHUWR��������1DWLRQDO�7D[�6\VWHPV�9HUVXV�WKH�(XURSHDQ�&DSLWDO�0DUNHW��,Q�
(FRQRPLF�3ROLF\�������¥����

*LRYDQQLQL��$OEHUWR�-DPHV�5��+LQHV� -U��� ������&DSLWDO�)OLJKW�DQG�7D[�&RPSHWLWLRQ��$UH
WKHUH�9LDEOH�6ROXWLRQV�WR�%RWK�3UREOHPV"�,Q��$OEHUWR�*LRYDQQLQL�&ROLQ�0D\HU��HGV���
(XURSHDQ�)LQDQFLDO�,QWHJUDWLRQ��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�����¥����

*RUGRQ�� 5RJHU�+��� ������&DQ� &DSLWDO� ,QFRPH� 7D[HV� 6XUYLYH� LQ�2SHQ� (FRQRPLHV"�:RUNLQJ
3DSHU�1R��������&DPEULGJH��0$��1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK�

*RUGRQ��5RJHU�+��%RYHQEHUJ��$��/DUV��������,QWHUQDWLRQDO�&DSLWDO�,PPRELOLW\��,Q��$PHUL�
FDQ�(FRQRPLF�5HYLHZ���������������

+DOOHUEHUJ��0DUN��������7D[�&RPSHWLWLRQ�LQ�:LOKHOPLQH�*HUPDQ\�DQG�LWV�,PSOLFDWLRQV�IRU
WKH�(XURSHDQ�8QLRQ��,Q��:RUOG�3ROLWLFV��������¥����

+DOOHUEHUJ��0DUN�:LOOLDP�5REHUWV�&ODUN��������+RZ�6KRXOG�3ROLWLFDO�6FLHQWLVWV�0HDVXUH
&DSLWDO� 0RELOLW\"� $� 5HYLHZ�� 3DSHU� SUHSDUHG� IRU� WKH� ����� $QQXDO� 0HHWLQJ� RI� WKH
$PHULFDQ�3ROLWLFDO�6FLHQFH�$VVRFLDWLRQ��:DVKLQJWRQ��'&��$XJXVW���¥���

+HOOHLQHU��(ULF��������6WDWHV�DQG�WKH�5HHPHUJHQFH�RI�*OREDO�)LQDQFH��)URP�%UHWWRQ�:RRGV�WR�WKH
����V��,WKDFD��&RUQHOO�8QLYHUVLW\�3UHVV�

+6%&�-DPHV�&DSHO��������0DMRU�7KHPHV�ZLWKLQ�WKH�8.�)XQG�0DQDJHPHQW�,QGXVWU\��/RQGRQ�
+6%&�-DPHV�&DSHO�

+lUWHO��+DQV�+DJHQ�HW�DO���������*UHQ]�EHUVFKUHLWHQGH�3URGXNWLRQ�XQG�6WUXNWXUZDQGHO�
*OREDOLVLHUXQJ�GHU�GHXWVFKHQ�:LUWVFKDIW��%DGHQ�%DGHQ��1RPRV�

,QVWLWXW�GHU�GHXWVFKHQ�:LUWVFKDIW� �,:��� ������4XHOOHQVWHXHU� DXFK� LP�$XVODQG�GXUFKDXV
�EOLFK��,Q��,QIRUPDWLRQVGLHQVW�GHV�,QVWLWXWV�GHU�GHXWVFKHQ�:LUWVFKDIW����������

,QWHUQDWLRQDO�0RQHWDU\�)XQG��,0)���������,QWHUQDWLRQDO�&DSLWDO�0DUNHWV��'HYHORSPHQWV�DQG
3URVSHFWV��:DVKLQJWRQ��'&��,0)�

¦�� ������ ,QWHUQDWLRQDO� &DSLWDO� 0DUNHWV�� 'HYHORSPHQWV�� 3URVSHFWV�� DQG� 3ROLF\� ,VVXHV�
:DVKLQJWRQ��'&��,0)�
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¦��������,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN��:DVKLQJWRQ��'&��,0)�

.DQEXU��5��0��.HHQ��������-HX[�6DQV�)URQWLqUHV��7D[�&RPSHWLWLRQ�DQG�7D[�&RRUGLQDWLRQ
:KHQ�&RXQWULHV�'LIIHU�LQ�6L]H��,Q��$PHULFDQ�(FRQRPLF�5HYLHZ��������¥����

.HRKDQH�� 5REHUW�2��� ������$IWHU�+HJHPRQ\�� &RRSHUDWLRQ� DQG�'LVFRUG� LQ� WKH�:RUOG� 3ROLWLFDO
(FRQRP\��3ULQFHWRQ��1-��3ULQFHWRQ�8QLYHUVLW\�3UHVV�

.RPPLVVLRQ� GHU� (XURSlLVFKHQ� *HPHLQVFKDIWHQ�� ������3URJUDPP� I�U� GLH� +DUPRQLVLHUXQJ
GHU�GLUHNWHQ�6WHXHUQ��%XOOHWLQ�GHU�(XURSlLVFKHQ�*HPHLQVFKDIW��6XSSOHPHQW��������

¦��������6WHXHUSROLWLVFKHV�$NWLRQVSURJUDPP��.RP���������HQGJ�

¦��������6FKDIIXQJ�HLQHV�HXURSlLVFKHQ�)LQDQ]UDXPV��.RP���������HQGJ�

¦�� ������ 6WHXHUOLFKH� 0D�QDKPHQ�� GLH� GLH� *HPHLQVFKDIW� LP� =XVDPPHQKDQJ� PLW� GHU� /LEHUDOLV�
LHUXQJ�GHV�.DSLWDOYHUNHKUV�]X�WUHIIHQ�KDW��9RUVFKOlJH�I�U�5LFKWOLQLHQ�GHV�5DWHV��EHU�HLQ�JHPHLQ�
VDPHV� 6\VWHP� HLQHU� 4XHOOHQVWHXHU� DXI� =LQVHQ�� ]XU� bQGHUXQJ� GHU� 5LFKWOLQLH� �������(:*
�EHU�GLH�JHJHQVHLWLJH�$PWVKLOIH�]ZLVFKHQ�GHQ�]XVWlQGLJHQ�%HK|UGHQ�GHU�0LWJOLHGVWDDWHQ�LQ�GHQ
%HUHLFKHQ�GHU�GLUHNWHQ�XQG�GHU�LQGLUHNWHQ�6WHXHUQ��.RP����������5HYLVLRQ�HQGJ�

¦��������6WHXHUQ�LQ�GHU�(XURSlLVFKHQ�8QLRQ��6(.���������HQGJ�

.UDVQHU��6WHSKHQ�'���������*OREDO�&RPPXQLFDWLRQV�DQG�1DWLRQDO�3RZHU��,Q��:RUOG�3ROLWLFV
�������¥����

.ULVKQD�� 3UDYLQ�$UYLQG� 3DQDJDUL\D�� ������ $� 8QLILFDWLRQ� RI� WKH� 7KHRU\� RI� 6HFRQG� %HVW�
:RUNLQJ�3DSHUV�LQ�,QWHUQDWLRQDO�(FRQRPLFV�1R������&HQWHU�IRU�,QWHUQDWLRQDO�(FRQRP�
LFV��'HSDUWPHQW�RI�(FRQRPLFV��&ROOHJH�3DUN��0'��8QLYHUVLW\�RI�0DU\ODQG�

/HH��'ZLJKW�5��5LFKDUG�%��0F.HQ]LHP��������7KH�,QWHUQDWLRQDO�3ROLWLFDO�(FRQRP\�RI�'H�
FOLQLQJ�7D[�5DWHV��,Q��1DWLRQDO�7D[�-RXUQDO�������¥���

/HLJK�3HPEHUWRQ��5RELQ��������8.�&DSLWDO�$FFRXQW�'HYHORSPHQWV������¥�������,Q��)UDQ�
FLVFR�7RUUHV�)UDQFHVFR�*LDYD]]L� �HGV����$GMXVWPHQW�DQG�*URZWK� LQ�WKH�(XURSHDQ�0RQH�
WDU\�8QLRQ��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV����¥���

/HYLFK��5LFKDUG�0��,QJR�:DOWHU��������7D[�'ULYHQ�5HJXODWRU\�'UDJ��(XURSHDQ�)LQDQFLDO
&HQWHUV�LQ�WKH�����V��,Q��+RUVW�6LHEHUW��HG����5HIRUPLQJ�&DSLWDO�,QFRPH�7D[DWLRQ��7�ELQ�
JHQ��0RKU����¥���

/LHEHUVRQ��6WDQOH\��������(LQVWHLQ��5HQRLU��DQG�*UHHOH\��6RPH�7KRXJKWV�$ERXW�(YLGHQFH
LQ�6RFLRORJ\��,Q��$PHULFDQ�6RFLRORJLFDO�5HYLHZ������¥���

/LSVH\��5LFKDUG�*��.HOYLQ�-��/DQFDVWHU������¥���7KH�*HQHUDO�7KHRU\�RI�WKH�6HFRQG�%HVW�
,Q��5HYLHZ�RI�(FRQRPLF�6WXGLHV�������¥����

/LWWPDQQ��.RQUDG��������.ULWLVFKHV�]XU�.ULVH�GHU�|IIHQWOLFKHQ�)LQDQ]HQ��,Q��6WDDWVZLVVHQ�
VFKDIWHQ�XQG�6WDDWVSUD[LV����������¥����

0DUWLQ��/LVD�/���������7KH�5DWLRQDO�6WDWH�&KRLFH�RI�0XOWLODWHUOLVP��,Q��+HOHQ�0LOQHU�-RKQ
*��5XJJLH� �HGV����0XOWLODWHUDOLVP�0DWWHUV��1HZ�<RUN��&ROXPELD�8QLYHUVLW\� 3UHVV�� ��¥
����

0F'RXJDOO��5RVDPXQG��������3DSHULQJ�RYHU� WKH�(XUR�&UDFNV�� ,Q��7KH�%DQNHU��1RYHPEHU
��������¥���

0LOJURP��3DXO�5��'RXJODVV�&��1RUWK�%DUU\�5��:HLQJDVW��������7KH�5ROH�RI�,QVWLWXWLRQV
LQ�WKH�5HYLYDO�RI�7UDGH��7KH�/DZ�0HUFKDQW��3ULYDWH�-XGJHV��DQG�WKH�&KDPSDJQH�)DLUV�
,Q��(FRQRPLFV�DQG�3ROLWLFV�����¥���



'HKHMLD��*HQVFKHO��7D[�&RPSHWLWLRQ ��

0RUDYFVLN��$QGUHZ��������1HJRWLDWLQJ� WKH�6LQJOH�(XURSHDQ�$FW��1DWLRQDO� ,QWHUHVWV� DQG
&RQYHQWLRQDO� 6WDWHFUDIW� LQ� WKH� (XURSHDQ� &RPPXQLW\�� ,Q�� ,QWHUQDWLRQDO� 2UJDQL]DWLRQ
���������¥���

¦�� ������ 3UHIHUHQFHV� DQG� 3RZHU� LQ� WKH� (XURSHDQ� &RPPXQLW\�� $� /LEHUDO� ,QWHUJRYHUQ�
PHQWDOLVW�$SSURDFK��,Q��-RXUQDO�RI�&RPPRQ�0DUNHW�6WXGLHV�����������¥����

0�VVHQHU�� ,QJR��������'LH�.DSLWDOHUWUDJVWHXHUQ�DXI�=LQVHQ�XQG�'LYLGHQGHQ� LP� LQWHUQD�
WLRQDOHQ�9HUJOHLFK�� ,Q�� ,QWHUQDWLRQDOH�:LUWVFKDIWVEULHIH�� ,QWHUQDWLRQDOH�*UXSSH� ��� ����¥
�����

2UJDQLVDWLRQ�IRU�(FRQRPLF�&R�RSHUDWLRQ�DQG�'HYHORSPHQW��2(&'���������6HUYLFHV�6WDWLV�
WLFV�RQ�9DOXH�DGGHG�DQG�(PSOR\PHQW��3DULV��2(&'�

5DGDHOOL��&ODXGLR�0���������(QWURS\�RU�,QVWLWXWLRQDOLVDWLRQ"�7KH�5RXJK�5RDG�WR�0XOWL��OHYHO
*RYHUQDQFH� LQ� ,QWHUQDWLRQDO�7D[�3ROLF\��3DSHU�SUHSDUHG� IRU� WKH�(&35�:RUNVKRS�RQ
5HJLRQDO�,QWHJUDWLRQ�DQG�0XOWL�/HYHO�*RYHUQDQFH��%HUQ��)HEUXDU\������

5D\��'HEUDM�5DMLY�9RUD��������(TXLOLEULXP�%LQGLQJ�$JUHHPHQWV�� ,Q�� -RXUQDO� RI�(FRQRPLF
7KHRU\����������¥���

6FKDUSI�� )ULW]�:�� ������ 7KH� -RLQW�'HFLVLRQ�7UDS�� /HVVRQV� IURP�*HUPDQ�)HGHUDOLVP� DQG
(XURSHDQ�,QWHJUDWLRQ��,Q��3XEOLF�$GPLQLVWUDWLRQ��������¥����

¦��������1HJDWLYH�DQG�3RVLWLYH�,QWHJUDWLRQ�LQ�WKH�3ROLWLFDO�(FRQRP\�RI�(XURSHDQ�:HOIDUH
6WDWHV��,Q��*DU\�0DUNV�HW�DO���HGV����*RYHUQDQFH�LQ�WKH�(XURSHDQ�8QLRQ��/RQGRQ��6DJH����¥
���

6FKOHVLQJHU��+HOPXW��������&DSLWDO�2XWIORZ�DQG�7D[DWLRQ�¥�7KH�&DVH�RI� WKH�)HGHUDO�5H�
SXEOLF� RI�*HUPDQ\�� ,Q��+RUVW� 6LHEHUW� �HG����5HIRUPLQJ�&DSLWDO� ,QFRPH�7D[DWLRQ�� 7�ELQ�
JHQ��0RKU�����¥����

6LQQ��+DQV�:HUQHU��������7KH�&DVH�IRU�(XURSHDQ�7D[�+DUPRQL]DWLRQ��,Q��*HRUJ�:LQFNOHU
�HG����7D[�+DUPRQL]DWLRQ� DQG�)LQDQFLDO�/LEHUDOL]DWLRQ� LQ�(XURSH��1HZ�<RUN��6W��0DUWLQªV
3UHVV���¥��

6QLGDO��'XQFDQ��������&RRUGLQDWLRQ�9HUVXV�3ULVRQHUVª�'LOHPPD��,PSOLFDWLRQV�IRU�,QWHUQD�
WLRQDO�&RRSHUDWLRQ�DQG�5HJLPHV��,Q��$PHULFDQ�3ROLWLFDO�6FLHQFH�5HYLHZ��������¥����

6WHLQ��$UWKXU�$���������&RRUGLQDWLRQ�DQG�&ROODERUDWLRQ��5HJLPHV� LQ�DQ�$QDUFKLF�:RUOG�
,Q��,QWHUQDWLRQDO�2UJDQL]DWLRQ��������¥����

6WHLQPR��6YHQ��������7D[DWLRQ�DQG�'HPRFUDF\��6ZHGLVK��%ULWLVK�DQG�$PHULFDQ�$SSURDFKHV� WR
)LQDQFLQJ�WKH�0RGHUQ�6WDWH��1HZ�+DYHQ��<DOH�8QLYHUVLW\�3UHVV�

¦�� ������ 7KH� (QG� RI� 5HGLVWULEXWLRQ"� ,QWHUQDWLRQDO� 3UHVVXUHV� DQG� 'RPHVWLF� 7D[� 3ROLF\
&KRLFHV��,Q��&KDOOHQJH������¥���

7DQ]L��9LWR��������7D[DWLRQ�LQ�DQ�,QWHJUDWHG�:RUOG��:DVKLQJWRQ��%URRNLQJV�

7DQ]L��9LWR�$��/DQV�%RYHQEHUJ��������,V�7KHUH�D�1HHG�IRU�+DUPRQL]LQJ�&DSLWDO�,QFRPH
7D[HV�ZLWKLQ�(&�&RXQWULHV"�,Q��+RUVW�6LHEHUW��HG����5HIRUPLQJ�&DSLWDO� ,QFRPH�7D[DWLRQ�
7�ELQJHQ��0RKU�����¥����

7KLUVN��:D\QH�5���������)LVFDO�+DUPRQL]DWLRQ�LQ�WKH�8QLWHG�6WDWHV��$XVWUDOLD��:HVW�*HU�
PDQ\��6ZLW]HUODQG��DQG�WKH�((&��,Q��0LFKDHO�-��7UHELOFRFN�HW�DO���HGV����)HGHUDOLVP�DQG
WKH�&DQDGLDQ�(FRQRPLF�8QLRQ��7RURQWR��8QLYHUVLW\�RI�7RURQWR�3UHVV�����¥����

8QJHUHU��+RUVW�HW�DO���������7KH�(XURSHDQ�0RQHWDU\�6\VWHP��'HYHORSPHQWV�DQG�3HUVSHFWLYHV�
2FFDVLRQDO�3DSHU�1R������:DVKLQJWRQ��'&��,QWHUQDWLRQDO�0RQHWDU\�)XQG�

:HLOHU��-�+�+���������7KH�7UDQVIRUPDWLRQ�RI�(XURSH��7KH�<DOH�/DZ�-RXUQDO����������¥�����
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:LOVRQ�� -�'��� ������ 7D[� &RPSHWLWLRQ� ZLWK� ,QWHUUHJLRQDO� 'LIIHUHQFHV� LQ� )DFWRU� (QGRZ�
PHQWV��,Q��5HJLRQDO�6FLHQFH�DQG�8UEDQ�(FRQRPLFV��������¥����

:LOVRQ�� -RKQ�'RXJODV�� ������&DSLWDO�0RELOLW\� DQG�(QYLURQPHQWDO� 6WDQGDUGV�� ,V�7KHUH� D
7KHRUHWLFDO� %DVLV� IRU� WKH� 5DFH� WR� WKH� %RWWRP"� ,Q�� -�� %KDJZDWL�5��+XGHF� �HGV����)DLU
7UDGH�DQG�+DUPRQL]DWLRQ��3UHUHTXLVLWHV� IRU�)UHH�7UDGH"�9ROXPH����&DPEULGJH��0$��0,7
3UHVV�����¥����

=�UQ��0LFKDHO��������,QWHUHVVHQ�XQG�,QVWLWXWLRQHQ�LQ�GHU�LQWHUQDWLRQDOHQ�3ROLWLN��*UXQGOHJXQJ
XQG�$QZHQGXQJHQ�GHV�VLWXDWLRQVNXOWXUHOOHQ�$QVDW]HV��2SODGHQ��/HVNH�%XGULFK�


