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�� ,QWURGXFWLRQ

,Q WKH SDVW GHFDGH� PDQ\ LQGHSHQGHQW SURYLGHUV RI VHUYLFH IRU KLJK�WHFKQRORJ\ SURGXFWV

KDYH VXHG HTXLSPHQW PDQXIDFWXUHUV IRU DOOHJHGO\ H[FOXGLQJ WKHP IURP SURYLGLQJ PDLQ�

WHQDQFH VHUYLFHV� 2YHU WZHQW\ DQWLWUXVW FDVHV KDYH EHHQ EURXJKW DJDLQVW PDQXIDFWXUHUV

VXFK DV .RGDN� 3ULPH &RPSXWHU� 'DWD *HQHUDO� 1RUWKHUQ 7HOHFRP� 3LFNHU� 8QLV\V� ;H�

UR[� 5ROP� +HZOHWW�3DFNDUG� ('6� *HQHUDO (OHFWULF DQG 6LHPHQV�� 7KH FRPPRQ IHDWXUH

LQ WKHVH FDVHV LV WKDW WKH GHIHQGDQWV PDQXIDFWXUH FRPSOH[ GXUDEOH HTXLSPHQW IRU ZKLFK

FXVWRPHUV GHPDQG VHUYLFH� VXSSRUW� SDUWV� DQG�RU XSJUDGHV IRU PDQ\ \HDUV DIWHU WKH LQLWLDO

VDOH� 7KH HFRQRPLF LQWHUDFWLRQ EHWZHHQ WKH RULJLQDO HTXLSPHQW PDUNHW DQG DIWHUPDUNHWV

LV FHQWUDO WR WKH DQDO\VLV�

0RVW RI WKH FDVHV KDYH D VLPLODU SORW� 7KH PDQXIDFWXUHU VHOOV RQH EUDQG RI FRPSOH[

HTXLSPHQW LQ D PDUNHW WKDW LV IDLUO\ FRPSHWLWLYH �H�J�� WKH PDUNHW IRU PLQLFRPSXWHUV��

,Q DGGLWLRQ� WKH PDQXIDFWXUHU VHOOV DIWHUPDUNHW SURGXFWV WR FXVWRPHUV ZKR SXUFKDVHG

WKH RULJLQDO HTXLSPHQW� ([DPSOHV RI DIWHUPDUNHW SURGXFWV LQFOXGH KDUGZDUH PDLQWHQDQFH

FRQWUDFWV� VSDUH SDUWV� DQG VRIWZDUH XSJUDGHV� 'XH WR SURSULHWDU\ ULJKWV� WKH RULJLQDO

PDQXIDFWXUHU LV RIWHQ WKH H[FOXVLYH VHOOHU RI DW OHDVW RQH DIWHUPDUNHW SURGXFW� VXFK DV

UHSODFHPHQW SDUWV RU XSJUDGHV WR WKH RSHUDWLQJ V\VWHP VRIWZDUH� 3ODLQWLoV FKDUJH WKDW WKH

PDQXIDFWXUHU H[SORLWV LWV DIWHUPDUNHW SRVLWLRQ LQ YLRODWLRQ RI WKH DQWLWUXVW ODZV� W\SLFDOO\

E\ W\LQJ WKH SXUFKDVH RI DQ DIWHUPDUNHW SURGXFW WKDW LV DOVR DYDLODEOH IURP WKH SODLQWLoV

�XVXDOO\ VHUYLFH� WR WKH PDQXIDFWXUHU
V SURSULHWDU\ JRRG� WKDW LV� E\ OHYHUDJLQJ D PRQRSRO\

RYHU SDUWV LQWR D PRQRSRO\ RYHU VHUYLFH�

2QFH D FXVWRPHU SXUFKDVHV D SDUWLFXODU EUDQG RI FRPSOH[� GXUDEOH HTXLSPHQW� VKH LV

OLNHO\ WR EH ?ORFNHG LQ� WR WKDW PDQXIDFWXUHU WR VRPH H[WHQW� 7KHUH DUH RIWHQ VLJQLpFDQW

� ( DFK RI WK H DX WK RU V K DV DG Y LVHG S DU WLHV WR DIWHU P DU N HW DQ WLWU X VW FDVHV�
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FRVWV RI VZLWFKLQJ WR DQRWKHU EUDQG� UHWUDLQLQJ� VXQN LQYHVWPHQWV LQ FXVWRP VRIWZDUH�

FDSLWDO ORVVHV RQ WKH VDOH RI WKH XVHG HTXLSPHQW� HWF� ,W ZRXOG VHHP WKDW WKHVH VZLWFKLQJ

FRVWV FRXOG SURYLGH WKH PDQXIDFWXUHU ZLWK URRP WR FROOHFW VRPH PRQRSRO\ UHQWV E\ UDLVLQJ

DIWHUPDUNHW SULFHV DERYH FRVW�� +RZHYHU� D PDQXIDFWXUHU WKDW H[SORLWV ORFNHG�LQ FXVWRPHUV

ZLWK KLJK DIWHUPDUNHW SULFHV PLJKW PDNH LWV HTXLSPHQW OHVV DWWUDFWLYH ZKHQ LW FRPSHWHV

ZLWK RWKHU PDQXIDFWXUHUV�

7KH TXHVWLRQ ZH DGGUHVV LV IXQGDPHQWDO� GRHV VXEVWDQWLDO FRPSHWLWLRQ LQ WKH GXUDEOH

HTXLSPHQW PDUNHW QHFHVVDULO\ GLVFLSOLQH PDQXIDFWXUHUV VR WKDW WKH\ ZLOO QRW H[HUFLVH PDU�

NHW SRZHU LQ WKH DIWHUPDUNHW" 7KLV KDV EHHQ WKH FHQWUDO FODLP LQ WKH PDQ\ DQWLWUXVW FDVHV

FLWHG� VXSSRUWHG E\ H[SHUW HFRQRPLVW WHVWLPRQ\ IURP D QXPEHU RI LQGXVWULDO RUJDQL]DWLRQ

HFRQRPLVWV�� $OWKRXJK WKHUH LV D UHFHQW qXUU\ RI DUWLFOHV FRQFHUQLQJ DIWHUPDUNHW PDUNHW

SRZHU� QRQH SURYLGH D IRUPDO DQVZHU WR WKLV EDVLF TXHVWLRQ�� ,Q WKLV SDSHU� ZH VKRZ WKDW

HTXLSPHQW FRPSHWLWLRQ ZLOO QRW SUHYHQW pUPV IURP FKDUJLQJ VXSUDFRPSHWLWLYH SULFHV LQ

WKHLU SURSULHWDU\ DIWHUPDUNHWV� WKH LQFHQWLYH WR H[HUFLVH DW OHDVW VRPH GHJUHH RI PDUNHW

SRZHU LQ WKH DIWHUPDUNHW LV XQDPELJXRXV�

2I FRXUVH� WKLV LV QRW WKH RQO\ LVVXH LQ WKH DQWLWUXVW FDVHV ZH KDYH FLWHG DQG ZH DUH

QRW WDNLQJ D SRVLWLRQ ZLWK UHJDUG WR DQ\ VSHFLpF DOOHJDWLRQV RI DIWHUPDUNHW PRQRSROL]DWLRQ�

6KDSLUR ������ KDV ZLVHO\ QRWHG WKDW WKH VRFLDO ZHOIDUH FRVWV RI VRPH DIWHUPDUNHW LQHrFLHQ�

FLHV PD\ EH VPDOO� DQG RI FRXUVH WKHUH DUH FRVWV WR IDVKLRQLQJ D SROLF\ UHPHG\� &KHQ DQG

5RVV ������ KDYH VKRZQ WKDW HYHQ ZKHQ WKH HTXLSPHQW PDUNHW LV PRQRSROL]HG WKH ZHOIDUH

FRQVHTXHQFHV RI VRPH W\SHV RI DIWHUPDUNHW H[SORLWDWLRQ DUH DPELJXRXV� 2XU REMHFWLYH LV WR

IRFXV DWWHQWLRQ RQ WKH XVH RI DIWHUPDUNHW VWUDWHJLHV E\ GXUDEOH JRRGV PDQXIDFWXUHUV� $V
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D WKHRUHWLFDO PDWWHU� WKH DVVHUWLRQ WKDW D FRPSHWLWLYH HTXLSPHQW PDUNHW SUHYHQWV D pUP

IURP H[HUFLVLQJ PDUNHW SRZHU LQ WKH DIWHUPDUNHW LV ZURQJ� $V D SROLF\ LVVXH� ZH EHOLHYH

WKH GLVFXVVLRQ VKRXOG IRFXV RQ WKH IDFWV RI HDFK FDVH DQG RQ DQ DVVHVVPHQW RI KRZ PXFK

KDUP ZLOO RFFXU LQ HDFK SDUWLFXODU VLWXDWLRQ�

,Q 6HFWLRQ � ZH UHYLHZ WKH UHFHQW OHJDO KLVWRU\� HPSKDVL]LQJ KRZ WKH FHQWUDO HFRQRPLF

TXHVWLRQ KDV HPHUJHG IURP LPSRUWDQW IDFW FRQWH[WV� ,Q SDUWLFXODU� ZH GLVFXVV WKH UROH RI

ORFN�LQ DQG UHSXWDWLRQDO HoHFWV� :H GHYHORS D GLoHUHQWLDWHG %HUWUDQG GXRSRO\ PRGHO LQ

6HFWLRQ � WR DGGUHVV WKH LQFHQWLYH WR H[HUFLVH PDUNHW SRZHU LQ WKH DIWHUPDUNHW DQG LWV HoHFW

RQ ZHOIDUH� 7KLV PRGHO QRW RQO\ DSSURDFKHV SHUIHFW FRPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW

DV WKH GHJUHH RI GLoHUHQWLDWLRQ DSSURDFKHV ]HUR� EXW LW DOVR DOORZV IRU WKH H[LVWHQFH RI VRPH

HFRQRPLF SURpWV� ZKLFK ZH DUJXH DUH QHFHVVDU\ LQ RUGHU WR VWXG\ KRZ UHSXWDWLRQ PLJKW

DoHFW WKH LQFHQWLYHV WR H[SORLW DIWHUPDUNHWV� :H pQG WKDW D UHSXWDWLRQ IRU ORZ DIWHUPDUNHW

SULFHV GRHV KDYH YDOXH DQG WKDW pUPV ZLOO WKHUHIRUH SULFH WKH DIWHUPDUNHW SURGXFW EHORZ

LWV PRQRSRO\ OHYHO� +RZHYHU� ZH DOVR pQG WKDW pUPV DOZD\V SULFH DERYH FRVW IRU WKH

DIWHUPDUNHW SURGXFW�

$VVHUWLRQV WKDW HTXLSPHQW PDUNHW FRPSHWLWLRQ ZLOO QHFHVVDULO\ GLVFLSOLQH DIWHUPDUNHW

EHKDYLRU WHQG WR UHIHU WR WKH HTXLSPHQW PDUNHW DV ?KLJKO\� FRPSHWLWLYH� 7KHUHIRUH� ZLWKLQ

WKH FRQWH[W RI RXU GLoHUHQWLDWHG GXRSRO\� ZH H[DPLQH WZR LVVXHV� )LUVW� ZH FRQVLGHU WKH

HoHFWV RQ WKH DIWHUPDUNHW SULFH DV WKH GHJUHH RI GLoHUHQWLDWLRQ EHWZHHQ WKH WZR pUPV

DSSURDFKHV ]HUR� VR WKDW ZH DSSURDFK VWDQGDUG %HUWUDQG FRPSHWLWLRQ� :H FRQWLQXH WR

pQG WKDW VHUYLFH SULFH UHPDLQV KLJKHU WKDQ FRVW�� 7KHQ� ZH FRQVLGHU KRZ WKH RSWLRQ

WR VFUDS XVHG HTXLSPHQW DQG EX\ QHZ UDWKHU WKDQ SXUFKDVH DIWHUPDUNHW VHUYLFH DoHFWV

WKH DIWHUPDUNHW SULFH� :H VKRZ WKDW LI WKH RSWLRQ WR VFUDS DQG EX\ QHZ LV ELQGLQJ RQ WKH

PDUJLQ� WKH DIWHUPDUNHW SULFH LV LQFUHDVLQJ LQ WKH pUP
V GHJUHH RI HTXLSPHQW PDUNHW SRZHU�

7KHVH UHVXOWV HPSKDVL]H RXU PDLQ SRLQW IRU DQWLWUXVW DQDO\VLV� WKH H[HUFLVH RI DIWHUPDUNHW

PDUNHW SRZHU LV QRW UXOHG RXW E\ ?KLJKO\ FRPSHWLWLYH� HTXLSPHQW PDUNHWV� EXW LV D PDWWHU

RI GHJUHH� 5DWKHU WKDQ PHUHO\ DVVXPH WKDW DIWHUPDUNHW PDUNHW SRZHU LV QRQ�H[LVWHQW RU LV

� $ OWHU Q DWLY HO\ � LQ WK H DS S HQ G L[ Z H G HY HORS D P RG HO RI D S HU IHFWO\ FRP S HWLWLY H HT X LS P HQ W P DU N HW LQ
Z K LFK HDFK HT X LS P HQ W p U P P RQ RS ROL]HV LWV VHU Y LFH P DU N HW� : H p Q G RQ FH DJDLQ WK DW VHU Y LFH S U LFH Z LOO E H
DE RY H FRVW� & RP S HWLWLRQ LQ WK H HT X LS P HQ W P DU N HW FDX VHV p U P V WR P DN H ]HU R S U Rp WV RY HU DOO� E X W D Z HOIDU H
ORVV RFFX U V G X H WR DQ DIWHU P DU N HW S U LFH DE RY H FRVW�
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VLJQLpFDQW DV D PDWWHU RI WKHRU\� VRPH GHJUHH RI IDFWXDO LQTXLU\ LQWR WKH PDUNHW FRQGLWLRQV

LV DSSURSULDWH�

:H H[WHQG WKH DQDO\VLV LQ 6HFWLRQ � E\ VWXG\LQJ WKH DIWHUPDUNHW SULFLQJ EHKDYLRU

RI DQ HTXLSPHQW PRQRSROLVW� 7KH IXQGDPHQWDO UHVXOW LV WKH VDPH� ZH VKRZ WKDW WKH

DIWHUPDUNHW SULFH LV ERXQGHG DZD\ IURP PDUJLQDO FRVW� EXW DOVR LV QRW DW WKH IXOO PRQRSRO\

DIWHUPDUNHW OHYHO� :H DOVR VKRZ WKDW WKH PRQRSROLVW FKDUJHV OHVV LQ WKH DIWHUPDUNHW WKDQ

GRHV D GXRSROLVW� DW OHDVW LQ RXU VSDWLDO FRPSHWLWLRQ PRGHO� :H DUJXH WKDW WKLV UHVXOW KDV

DQ LQWXLWLYH H[SODQDWLRQ� WKH PRQRSROLVW FDQ H[WUDFW D ODUJHU VKDUH RI WKH VXUSOXV FUHDWHG

ZKHQ LW ORZHUV WKH DIWHUPDUNHW SULFH �E\ UDLVLQJ WKH HTXLSPHQW SULFH� WKDQ FDQ D GXRSROLVW�

VR WKH PRQRSROLVW KDV D VWURQJHU LQFHQWLYH WR NHHS WKH DIWHUPDUNHW SULFH GRZQ�

:H FRQFOXGH LQ VHFWLRQ � E\ VXPPDUL]LQJ RXU pQGLQJV DQG GLVFXVVLQJ VRPH RWKHU LQ�

FHQWLYHV WR PRQRSROL]H DIWHUPDUNHWV ^ VRPH RI ZKLFK PD\ EHQHpW DQG RWKHUV RI ZKLFK PD\

KDUP FRQVXPHUV ^ WKDW DUH QRW PRGHOHG KHUH�

�� $IWHUPDUNHW (FRQRPLF 3RZHU LQ WKH &RXUWV

7KHUH DUH QXPHURXV FDVHV EHIRUH WKH IHGHUDO FRXUWV WKDW LQYROYH FODLPV RI DQWLWUXVW YLROD�

WLRQV LQ DIWHUPDUNHWV IRU VHUYLFH SURGXFWV� 7ZR KDYH UHFHQWO\ UHDFKHG WKH 6XSUHPH &RXUW�

,Q WKH pUVW� pUPV VHOOLQJ VHUYLFH IRU .RGDN KLJK�YROXPH SKRWRFRSLHUV DQG PLFURJUDSKLF

HTXLSPHQW DOOHJHG WKDW .RGDN DGRSWHG D UHVWULFWLYH SROLF\ RQ WKH DYDLODELOLW\ RI VSDUH

SDUWV� LQFOXGLQJ W\LQJ VDOHV RI VSDUH SDUWV WR WKH SXUFKDVH RI RWKHU PDLQWHQDQFH VHUYLFHV

IURP .RGDN� 7KH &RXUW XSKHOG WKH &LUFXLW &RXUW
V GHQLDO RI .RGDN
V PRWLRQ IRU VXPPDU\

MXGJPHQW� FRQFOXGLQJ WKDW ?LW LV FOHDUO\ UHDVRQDEOH WR LQIHU WKDW .RGDN KDV PDUNHW SRZHU

WR UDLVH SULFHV DQG GULYH RXW FRPSHWLWLRQ LQ WKH DIWHUPDUNHWV ��� >DQG@ ��� WR LQIHU WKDW

.RGDN FKRVH WR JDLQ LPPHGLDWH SURpWV E\ H[HUWLQJ WKDW PDUNHW SRZHU ZKHUH ORFNHG�LQ FXV�

WRPHUV� KLJK LQIRUPDWLRQ FRVWV� DQG GLVFULPLQDWRU\ SULFLQJ OLPLWHG DQG SHUKDSV HOLPLQDWHG

DQ\ ORQJ�WHUP ORVV� �.RGDN � ��� 6� &W� ���� ������ DW ������ 7KH .RGDN FDVH WKHQ ZHQW

WR WULDO� .RGDN ORVW RQ WKLV LVVXH DW WULDO DQG RQ DSSHDO �,PDJH 7HFK 6HUYLFHV Y� (DVWHUQ

.RGDN &R�� ��� )�G� ���� �1LQWK &LUFXLW� ������� ,Q DQRWKHU FDVH� DQ LQGHSHQGHQW VHUYLFH

FRPSDQ\ DOOHJHG WKDW 3ULPH &RPSXWHU KDG WLHG WKH VDOH RI VRIWZDUH VXSSRUW DQG XSJUDGHV

WR WKH SXUFKDVH RI KDUGZDUH PDLQWHQDQFH IURP 3ULPH� 3ULRU WR WKH 6XSUHPH &RXUW GHFL�

VLRQ LQ .RGDN� WKH 6L[WK &LUFXLW KDG DFFHSWHG 3ULPH
V DUJXPHQW WKDW FRPSHWLWLRQ LQ WKH
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HTXLSPHQW PDUNHW ZRXOG QHFHVVDULO\ GLVFLSOLQH DIWHUPDUNHW SULFHV� 7KH 6XSUHPH &RXUW

RYHUWXUQHG WKLV GHFLVLRQ VKRUWO\ DIWHU GHFLGLQJ .RGDN� 7KH 6L[WK &LUFXLW WKHQ GHFLGHG WKDW

VXrFLHQW HYLGHQFH KDG EHHQ SUHVHQWHG WR VXSSRUW D pQGLQJ WKDW LW ZDV SURpWDEOH IRU 3ULPH

WR PRQRSROL]H WKH VHUYLFH DIWHUPDUNHW �9LUWXDO 0DLQWHQDQFH Y� 3ULPH &RPSXWHU� �� )�G�

��� �6L[WK &LUFXLW� ��������

7ZR PDLQ IHDWXUHV WKDW GLVWLQJXLVK DIWHUPDUNHWV KDYH HPHUJHG LQ WKH PDQ\ DQWLWUXVW

FDVHV EHIRUH WKH FRXUWV� WKH UROH RI FXVWRPHU ORFN�LQ LQ HVWDEOLVKLQJ PDUNHW SRZHU DQG WKH

SRVVLELOLW\ WKDW UHSXWDWLRQ HoHFWV ZLOO SUHYHQW PDQXIDFWXUHUV IURP SURpWDEO\ H[SORLWLQJ

ZKDWHYHU HFRQRPLF SRZHU WKH\ KDYH LQ VHUYLFH DIWHUPDUNHWV� :H GLVFXVV WKHVH IDFWRUV QRZ�

EHIRUH SURFHHGLQJ WR RXU IRUPDO PRGHO�

&XVWRPHU /RFN�,Q

7KH DYDLODELOLW\ RI VXEVWLWXWHV OLPLWV D PDQXIDFWXUHU
V DELOLW\ WR FKDUJH DERYH�FRPSHWLWLYH

SULFHV IRU LWV DIWHUPDUNHW SURGXFWV� $Q DIWHUPDUNHW FXVWRPHU ZRXOG FKRRVH WR VHOO RU VFUDS

WKH XVHG HTXLSPHQW DQG SXUFKDVH DQHZ IURP D GLoHUHQW PDQXIDFWXUHU LI WKH RULJLQDO VHOOHU

UDLVHG WKH VHUYLFH SULFH VXrFLHQWO\� 7KH H[WHQW WR ZKLFK VZLWFKLQJ FRVWV GLVFRXUDJH D

FXVWRPHU IURP FKDQJLQJ EUDQGV DoHFWV KRZ PXFK URRP WKH PDQXIDFWXUHU KDV WR UDLVH WKH

VHUYLFH SULFH�

7KH HTXLSPHQW LQYROYHG LQ PRVW RI WKH UHFHQW DQWLWUXVW FDVHV LV TXLWH VRSKLVWLFDWHG�

7KH SURGXFWV LQFOXGH PLQLFRPSXWHUV� KRVSLWDO &7 VFDQQHUV� WHOHSKRQH 3%; VZLWFKHV� KLJK�

YROXPH SKRWRFRSLHUV DQG PLFURJUDSKLF UHSURGXFWLRQ HTXLSPHQW� ,Q HYHU\ FDVH� XVHUV DQG

H[SHUWV KDYH WHVWLpHG WR WKH KLJK FRVWV RI VZLWFKLQJ�� (YLGHQFH LQWURGXFHG LQ WKH :DQJ�

FDVH VKRZHG WKDW W\SLFDOO\ DERXW HLJKW\ SHUFHQW RI PLQLFRPSXWHU FRQVXPHUV EX\ WKH VDPH

EUDQG ZKHQ WKH\ UHSODFH WKHLU HTXLSPHQW�

� 7 K U HH U HFHQ W FDVHV K DY H Q DU U RZ O\ LQ WHU S U HWHG RU S DU WLDOO\ FRQ q LFWHG Z LWK WK H 6 X S U HP H & RX U W LQ . RGDN�
6 HH 0DF.LH�0DVRQ DQ G 0HW]OHU ������ IRU D G LVFX VVLRQ RI WK HVH�

� )RU H[ DP S OH� D VHQ LRU G HVLJQ V\ VWHP V P DQ DJHU IRU )RU G 0RWRU & R� WHVWLp HG LQ 9 LU W XDO WK DW VZ LWFK LQ J
IU RP 3 U LP H P LQ LFRP S X WHU V WR DQ RWK HU E U DQ G Z RX OG VK X W )RU G G RZ Q � 6 HH DOVR . RGDN � ��� 6 �& W� ���� ������
DW �����

� 6 \ VW HPFDU H� ,Q F� Y � : DQ J / DERU DW RU LHV� '�& � & ROR�� 1 R� ���% ������
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3UHYLRXV ZRUN KDV GHPRQVWUDWHG WKH UROH RI VZLWFKLQJ FRVWV LQ FUHDWLQJ PDUNHW SRZHU�

EXW WKH\ KDYH IRFXVHG RQ D VLQJOH SURGXFW WR ZKLFK WKH FXVWRPHU EHFRPHV ORFNHG LQ��

7KHUH KDV EHHQ OLWWOH DWWHQWLRQ WR D pUP WKDW VHOOV HTXLSPHQW LQ D FRPSHWLWLYH PDUNHW EXW

VHOOV VHUYLFH WR ORFNHG�LQ FXVWRPHUV��� :KHQ WKHUH DUH WZR LQWHUUHODWHG PDUNHWV� WKH FHQWUDO

TXHVWLRQ EHFRPHV WKH DELOLW\ RI WKH PDQXIDFWXUHU WR SURpWDEO\ H[HUFLVH HFRQRPLF SRZHU LQ

RQH PDUNHW ZLWKRXW D ODUJHU DGYHUVH LPSDFW RQ SURpWV LQ WKH RWKHU PDUNHW�

5HSXWDWLRQ DQG ,PSHUIHFW &RPSHWLWLRQ

0DQXIDFWXUHUV IDFH WZR W\SHV RI FXVWRPHUV� WKRVH ZKR DOUHDG\ RZQ HTXLSPHQW DQG WKRVH

ZKR DUH SXUFKDVLQJ IRU WKH pUVW WLPH� $OWKRXJK FXVWRPHUV ZKR DOUHDG\ RZQ HTXLSPHQW

PD\ IDFH VLJQLpFDQW FRVWV RI VZLWFKLQJ EUDQGV DQG WKXV SURYLGH WKH PDQXIDFWXUHU ZLWK DQ

RSSRUWXQLW\ WR SULFH VXSUDFRPSHWLWLYHO\� GH QRYR FXVWRPHUV GR QRW� 'R SRWHQWLDO QHZ FXV�

WRPHUV SURYLGH VXrFLHQW FRPSHWLWLYH GLVFLSOLQH LQ WKH DIWHUPDUNHW" 7KH DQVZHU GHSHQGV RQ

UHSXWDWLRQ HoHFWV� ,W PD\ QRW EH SURpWDEOH IRU D PDQXIDFWXUHU WR FKDUJH DERYH�FRPSHWLWLYH

DIWHUPDUNHW SULFHV WR ORFNHG�LQ VHUYLFH FXVWRPHUV LI WKH LQIRUPDWLRQ HDVLO\ VSUHDGV� LQGXF�

LQJ SRWHQWLDO QHZ FRQVXPHUV WR SXUFKDVH RWKHU EUDQGV� 7KH GLUHFWLRQ RI WKLV UHSXWDWLRQ

LQFHQWLYH LV FOHDU� EXW LWV PDJQLWXGH KDV QRW EHHQ VKRZQ WR EH JUHDW HQRXJK WR NHHS DI�

WHUPDUNHW SULFHV DW FRPSHWLWLYH OHYHOV� ,Q SDUWLFXODU� LW LV QHFHVVDU\ WR VWXG\ UHSXWDWLRQ

HoHFWV WDNLQJ LQWR DFFRXQW WKH LQFHQWLYHV IDFLQJ RWKHU PDQXIDFWXUHUV� 7KH SUHVVXUH IURP

QHZ FXVWRPHUV PD\ QRW EH VXrFLHQW LI WKH RWKHU PDQXIDFWXUHUV DUH DOVR FKDUJLQJ DERYH�

FRPSHWLWLYH DIWHUPDUNHW SULFHV�

7KH WUDGH�Ro EHWZHHQ HDUQLQJ SURpWV E\ H[HUFLVLQJ PDUNHW SRZHU LQ DIWHUPDUNHWV DQG

ORVLQJ SURpWV LQ HTXLSPHQW VDOHV IURP D UHSXWDWLRQ IRU H[SORLWLQJ ORFNHG�LQ VHUYLFH FXVWRPHUV

KDV FDXVHG VRPH FRQIXVLRQ LQ WKH FRXUWV� 7KH DSSHOODWH FRXUW LQ 9LUWXDO RULJLQDOO\ DUJXHG

WKDW ?ORFN�LQ WKHRU\ LV YLDEOH RQO\ ZKHQ WKH SURGXFHU FDQ FKDUJH LWV FXVWRPHU PRQRSRO\

SULFHV ZLWKRXW IHDU RI EHLQJ UHSODFHG E\ FRPSHWLWRUV GXH WR WKH FXVWRPHU
V VXEVWDQWLDO

LQYHVWPHQWV� �9LUWXDO� ��� )��G ���� DW ������ +RZHYHU� LW LV QRW QHFHVVDU\ WR FKDUJH WKH

� 6 HH� IRU H[ DP S OH� )DU U HOO DQ G 6 K DS LU R ������� .OHP S HU HU ������� DQ G % HJJV DQ G .OHP S HU HU �������

�� )RU DQ H[ FHS WLRQ � VHH & K HQ DQ G 5RVV ������� ,Q WK DW S DS HU WK H DX WK RU V DU JX H WK DW p U P V FK DU JH
DE RY H�FRVW VHU Y LFH S U LFHV WR U HFRY HU K LJK HU FRVWV IU RP K HDY \ X VHU V G X U LQ J D Z DU U DQ W\ S HU LRG �

�



IXOO PRQRSRO\ DIWHUPDUNHW SULFH LQ RUGHU WR H[SORLW HFRQRPLF SRZHU� QRU GRHV WKH ORVV RI

VRPH FXVWRPHUV IRU QHZ HTXLSPHQW QHFHVVDULO\ RoVHW WKH SURpWV IURP VHUYLFH� 7KH 6XSUHPH

&RXUW REVHUYHG LQ.RGDN WKDW HYHQ PRQRSROLVWV KDYH WR JLYH XS VDOHV ZKHQ WKH\ UDLVH SULFHV�

\HW WKH\ pQG LW SURpWDEOH WR FKDUJH KLJKHU WKDQ FRPSHWLWLYH SULFHV ���� 6� &W� ���� ������

DW ������ DQG WKDW VKRUW RI FKDUJLQJ WKH IXOO PRQRSRO\ SULFH IRU VHUYLFH� ?WKHUH FRXOG EH

D PLGGOH� RSWLPXP SULFH DW ZKLFK WKH LQFUHDVHG UHYHQXHV IURP WKH KLJKHU�SULFHG VDOHV RI

VHUYLFH DQG SDUWV ZRXOG PRUH WKDQ FRPSHQVDWH IRU WKH ORZHU UHYHQXHV IURP ORVW HTXLSPHQW

VDOHV� �LG��� 7KH SURSHU TXHVWLRQ� WKHQ� LV WKH VHYHULW\ RI WKH LPSDFW DQWLFRPSHWLWLYH

EHKDYLRU LQ DQ DIWHUPDUNHW ZLOO KDYH RQ SURpWDELOLW\ LQ WKH HTXLSPHQW PDUNHW�

7KH LQFHQWLYH WR HVWDEOLVK D UHSXWDWLRQ IRU ORZ DIWHUPDUNHW SULFHV GHSHQGV RQ WKH PDQ�

XIDFWXUHU DQWLFLSDWLQJ WKH SRVVLELOLW\ RI HDUQLQJ DERYH�QRUPDO SURpWV DIWHU LW KDV EXLOW VXFK

D UHSXWDWLRQ� 7KXV� WKHUH PXVW EH VRPH SURGXFW GLoHUHQWLDWLRQ RU RWKHU VRXUFH RI SURpWV RU

TXDVL�UHQWV LQ WKH HTXLSPHQW PDUNHW� ,Q IDFW� YLJRURXV EXW LPSHUIHFW FRPSHWLWLRQ FKDUDF�

WHUL]HV PDQ\ GXUDEOH HTXLSPHQW PDUNHWV� &RPSOH[� KLJK�WHFKQRORJ\ SURGXFWV WHQG WR EH

GLoHUHQWLDWHG� HYHQ LI WKH\ DUH VLPLODU HQRXJK WKDW FXVWRPHUV FDQ FRQVLGHU WKHP DV SDUWLDO

VXEVWLWXWHV� )RU H[DPSOH� :DQJ PLQLFRPSXWHUV WHQGHG WR EH IDYRUHG E\ FXVWRPHUV ZKR

QHHGHG VWURQJ GRFXPHQW DQG LPDJH SURFHVVLQJ FDSDELOLWLHV� '(& FRPSXWHUV E\ VFLHQWLpF

DQG HQJLQHHULQJ XVHUV� DQG ,%0 PLQLFRPSXWHUV E\ WKRVH ZLWK ODUJH GDWDEDVHV WR SURFHVV�

1RUWKHUQ 7HOHFRP 3%; WHOHSKRQH VZLWFKHV ZHUH GHVLJQHG WR PDLQWDLQ FRPSOHWH ?XSZDUG�

FRPSDWLELOLW\ VR WKDW FXVWRPHUV FDQ H[SDQG DQG XSJUDGH WKHLU V\VWHP ZLWKRXW UHSODFLQJ

LW� $7	7 SURGXFHG GLoHUHQW OLQHV RI VZLWFKHV WKDW DUH QRW DOO XSZDUGO\ FRPSDWLEOH�

,Q WKLV VHFWLRQ� ZH KDYH VKRZQ WKDW WKH FRXUWV KDYH EHJXQ WR UHFRJQL]H WKDW GXUDEOH

HTXLSPHQW PDQXIDFWXUHUV IDFH D WUDGHRo EHWZHHQ DERYH�FRPSHWLWLYH DIWHUPDUNHW SURpWV

IURP ORFNHG�LQ FXVWRPHUV DQG FRPSHWLWLYH ORVVHV LQ WKH HTXLSPHQW PDUNHW� ,Q WKH QH[W

VHFWLRQ� ZH DQDO\]H WKLV WUDGHRo LQ D PRGHO ZLWK LPSHUIHFWO\ FRPSHWLWLYH HTXLSPHQW VHOOHUV

LQ VHFWLRQ � DQG DQ HTXLSPHQW PRQRSROLVW LQ 6HFWLRQ �� :H XVH WKHVH PRGHOV WR VWXG\ WKH

UROH RI UHSXWDWLRQ�

�



�� $ 0RGHO RI &RPSHWLWLRQ ZLWK 0RQRSROL]HG $IWHUPDUNHWV

,Q WKLV VHFWLRQ� ZH SUHVHQW D VLPSOH FKDUDFWHULVWLF�VSDFH PRGHO RI FRPSHWLWLRQ EHWZHHQ WZR

GLoHUHQWLDWHG SURGXFWV ZKHUH WKH PDUNHWV IRU WKH DVVRFLDWHG DIWHUPDUNHW JRRGV DUH PR�

QRSROL]HG E\ WKH RULJLQDO HTXLSPHQW PDQXIDFWXUHUV� 7KH PRGHO KDV WKH DWWUDFWLYH IHDWXUH

WKDW DV WKH ?WUDQVSRUWDWLRQ FRVWV� DSSURDFK ]HUR� WKH PRGHO DSSURDFKHV RQH RI XQGLoHUHQWL�

DWHG %HUWUDQG FRPSHWLWLRQ� ,W DOVR FDQ EH DGDSWHG IRU FRPSDULVRQ WR D PRQRSRO\ VXSSOLHU

RI ERWK WKH SULPDU\ DQG DIWHUPDUNHW JRRG� DV ZH VKRZ LQ WKH IROORZLQJ VHFWLRQ� 8VLQJ

WKLV PRGHO� ZH VKRZ WKDW FRPSHWLWLYH pUPV ZLOO DOZD\V KDYH DQ LQFHQWLYH WR SULFH WKHLU

�PRQRSRO\� DIWHUPDUNHW VDOHV DERYH FRPSHWLWLYH OHYHOV� HYHQ DV WKH GHJUHH RI GLoHUHQWLD�

WLRQ EHWZHHQ WKH pUPV EHFRPHV DUELWUDULO\ VPDOO DQG WKH IRUHPDUNHW EHFRPHV DUELWUDULO\

FORVH WR XQGLoHUHQWLDWHG %HUWUDQG FRPSHWLWLRQ� :H GHPRQVWUDWH WKDW QR HTXLOLEULXP FDQ

H[LVW LQ ZKLFK WKH SULFH RI WKH DIWHUPDUNHW SURGXFW DOZD\V LV VHW HTXDO WR PDUJLQDO FRVW�

0RGHO $VVXPSWLRQV

&RQVLGHU WKH PDUNHWV IRU D GXUDEOH JRRG ^ ZKLFK ZH FDOO ?HTXLSPHQW� ^ DQG DQ DVVRFL�

DWHG DIWHUPDUNHW SURGXFW� ZKLFK ZH FDOO ?VHUYLFH�� :H VXSSRVH WKHUH DUH WZR pUPV� D

DQG E� IURP ZKRP WKH FXVWRPHU PD\ SXUFKDVH QHZ HTXLSPHQW� EXW WKDW HDFK HTXLSPHQW

PDQXIDFWXUHU LV WKH RQO\ VHOOHU RI VHUYLFH DVVRFLDWHG ZLWK LWV EUDQG��� 7KXV� DIWHU EX\LQJ

DQG XVLQJ HTXLSPHQW LQ SHULRG W� LQ SHULRG W � � WKH FRQVXPHU FDQ ��� XVH WKH SURGXFW

LQ LWV GHSUHFLDWHG VWDWH ZLWK QR DGGLWLRQ RI VHUYLFH� ��� EX\ VRPH TXDQWLW\ RI VHUYLFH IURP

WKH VDPH PDQXIDFWXUHU WR HQKDQFH WKH HTXLSPHQW� RU ��� VFUDS WKH XVHG HTXLSPHQW DQG

SXUFKDVH QHZ HTXLSPHQW DJDLQ� IURP HLWKHU PDQXIDFWXUHU���

7KH HTXLSPHQW DQG VHUYLFH SURGXFWV HDFK KDYH FRQVWDQW XQLW SURGXFWLRQ FRVWV� & DQG

F UHVSHFWLYHO\� LGHQWLFDO IRU DOO pUPV� :H DVVXPH WKDW FRQVXPHUV DUH ORFNHG�LQ WR WKHLU

HTXLSPHQW PDQXIDFWXUHU LI WKH\ ZDQW WR SXUFKDVH VHUYLFH� DQ RZQHU RI pUP D
V HTXLSPHQW

�� )RU Q RZ Z H VX S S U HVV VX E VFU LS WV G HQ RWLQ J G LoHU HQ W HT X LS P HQ W E U DQ G V� E HFDX VH WK H P RG HOLQ J DVVX P S �
WLRQ V K ROG IRU HDFK E U DQ G � : H LQ WU RG X FH E U DQ G VX E VFU LS WV E HORZ Z K HQ Z H E HJLQ WR DQ DO\ ]H FRQ VX P HU FK RLFH
E HWZ HHQ E U DQ G V�

�� : H DVVX P H HQ RX JK K RP RJHQ HLW\ DFU RVV FRQ VX P HU V WK DW WK HU H Z LOO E H Q R S RO\ P RU S K RX V HT X LOLE U LX P Z LWK
VRP H FRQ VX P HU V E X \ LQ J X VHG HT X LS P HQ W IU RP RWK HU V Z K R WK HQ E X \ Q HZ � $ OORZ LQ J IRU HQ RX JK K HWHU RJHQ HLW\
WR VX S S RU W WU DG H LQ X VHG JRRG V G RHV Q RW FK DQ JH RX U P DLQ U HVX OW�

�



FDQQRW EX\ VHUYLFH IURP pUP E� +RZHYHU� ZH GR QRW QHHG WR DVVXPH ORFN�LQ FRVWV IRU

VXEVHTXHQW HTXLSPHQW SXUFKDVHV� DQG WKXV IRU VLPSOLFLW\ GR QRW LQWURGXFH HTXLSPHQW EUDQG

VZLWFKLQJ FRVWV��� 7KDW LV� D FRQVXPHU FDQ EX\ DQ\ EUDQG IURP DQ\ YHQGRU ZLWK QR SHQDOW\�

UHJDUGOHVV RI ZKLFK EUDQG VKH PD\ KDYH SXUFKDVHG LQ WKH SDVW� :H IXUWKHU DVVXPH WKDW

WKHUH LV QR DV\PPHWULF LQIRUPDWLRQ EHWZHHQ EX\HUV DQG VHOOHUV�

7KH pUPV DUH ORFDWHG DW RSSRVLWH HQGV RI D XQLW�OHQJWK FKDUDFWHULVWLF�VSDFH OLQH� &RQ�

VXPHUV
 PRVW SUHIHUUHG SRLQWV LQ WKH VSDFH DUH GLVWULEXWHG XQLIRUPO\ DORQJ WKH OLQH� ZLWK

WKH WRWDO QXPEHU RI FRQVXPHUV QRUPDOL]HG WR RQH� (DFK FRQVXPHU KDV D UHVHUYDWLRQ YDOXH�

V� IRU WKH ?LGHDO� JRRG ORFDWHG DW WKH FRQVXPHU
V PRVW SUHIHUUHG SRLQW LQ FKDUDFWHULVWLF

VSDFH� 7KLV YDOXH LV KLJK HQRXJK WKDW HDFK FRQVXPHU EX\V RQH XQLW RI WKH JRRG IURP WKH

GHDOHU WKDW RoHUV WKH KLJKHVW H[SHFWHG GLVFRXQWHG FRQVXPHU VXUSOXV� $OO FRQVXPHUV KDYH

HTXDO ?WUDYHO� FRVWV� � SHU XQLW GLVWDQFH� WKDW UHqHFW WKH ORVV LQ FRQVXPHU VXUSOXV IURP

KDYLQJ WR FRQVXPH D JRRG WKDW GLoHUV IURP WKH FRQVXPHU
V PRVW SUHIHUUHG FKDUDFWHULVWLF�

6LQFH WKLV FRVW LV DVVRFLDWHG ZLWK SHUVLVWHQW SURGXFW GLoHUHQWLDWLRQ LW LV LQFXUUHG LQ HYHU\

SHULRG� ZKHWKHU WKH FRQVXPHU XVHV QHZ RU ROG HTXLSPHQW�

7KXV� D FRQVXPHU ORFDWHG DW GLVWDQFH G IURP pUP D UHFHLYHV JURVV VXUSOXV IURP RZQLQJ

WKH HTXLSPHQW� &6�  V b �G IURP XVLQJ D QHZ SURGXFW DQG &6�  V b �G b K � I�T�

IURP XVLQJ D SHULRG�ROG SURGXFW WKDW KDV EHHQ DXJPHQWHG ZLWK T XQLWV RI VHUYLFH� ZKHUH

K UHSUHVHQWV WKH GHSUHFLDWLRQ LQ WKH YDOXH RI WKH SURGXFW IURP RQH SHULRG RI XVH� 7KH

IXQFWLRQ I�c� LV WKH FRQVXPHU VXUSOXV IURP T XQLWV RI VHUYLFH� DQG LV VLPSO\ WKH LQWHJUDO RI

WKH LQYHUVH GHPDQG IRU VHUYLFH� ZLWK I���  �� I ��c� ! �� DQG I ���c� � ��
7R PDNH WKH DQDO\VLV LQIRUPDWLYH� ZH DVVXPH IRU HDFK EUDQG WKDW ��� V b �G b K �

I�T�F�� b FT�F� ! V b �G b & IRU VRPH T y � DQG ��� I ���� ! F� 7KH pUVW DVVXPSWLRQ

HQVXUHV WKDW UH�XVLQJ WKH SHULRG�ROG SURGXFW ZRXOG EH SUHIHUUHG WR EX\LQJ D QHZ XQLW RI

WKH VDPH EUDQG HDFK SHULRG LI ERWK QHZ HTXLSPHQW DQG VHUYLFH ZHUH SULFHG DW FRVW� 7KH

VHFRQG DVVXPSWLRQ DVVXUHV WKDW SXUFKDVH RI DW OHDVW D VPDOO TXDQWLW\ RI VHUYLFH ZRXOG JLYH

SRVLWLYH QHW FRQVXPHU VXUSOXV LI LW ZHUH SULFHG DW FRVW� 7RJHWKHU� WKH WZR DVVXPSWLRQV

�� $ G G LQ J E U DQ G VZ LWFK LQ J FRVWV Z RX OG VWU HQ JWK HQ RX U U HVX OWV� WK DW LV� Z LWK E U DQ G VZ LWFK LQ J FRVWV DIWHU �
P DU N HW S U LFHV Z RX OG G HY LDWH HY HQ IDU WK HU IU RP P DU JLQ DO FRVW�

�



LPSO\ WKDW LQ D pUVW�EHVW VROXWLRQ FRQVXPHUV XVH D XQLW RI HTXLSPHQW IRU WZR SHULRGV DQG

SXUFKDVH VRPH SRVLWLYH TXDQWLW\ RI VHUYLFH LQ WKH VHFRQG SHULRG�

:H QHHG WR VSHFLI\ WKH qRZ RI FRQVXPHUV LQWR WKH PDUNHW RYHU WLPH� )RU QRZ� ZH

DVVXPH WKDW WKHUH DUH WZR HTXDO�VL]HG FRQVXPHU FRKRUWV ZKR pUVW ZDQW WR SXUFKDVH QHZ

HTXLSPHQW LQ VXFFHVVLYH SHULRGV� ,I FRQVXPHUV XVH HTXLSPHQW IRU WZR SHULRGV� WKHQ WKH\

UHDSSHDU DV FXVWRPHUV IRU QHZ HTXLSPHQW LQ WKH WKLUG SHULRG DQG ZH KDYH D VWDWLRQDU\

RYHUODSSLQJ JHQHUDWLRQV PRGHO��� :H DVVXPH FRQVXPHUV OLYH IRUHYHU DQG KDYH DQ LQpQLWH

GHFLVLRQ KRUL]RQ VXEMHFW WR GLVFRXQWLQJ ZLWK D IDFWRU r SHU SHULRG� :H ZLOO UHWXUQ WR WKH

LVVXH RI PDUNHW JURZWK RU GHFOLQH EHORZ�

7KH IXQGDPHQWDO DVVXPSWLRQ RI RXU DQDO\VLV LV WKDW pUPV FDQQRW FUHGLEO\ FRPPLW WR

IXWXUH VHUYLFH SULFHV� 7KHUHIRUH� WR FRPSOHWH WKH PRGHO ZH PXVW VSHFLI\ FRQVXPHU EHOLHIV

DERXW IXWXUH VHUYLFH SULFHV� VLQFH WKH\ DUH SXUFKDVLQJ HTXLSPHQW ZLWK D XVHIXO OLIH RI WZR

SHULRGV� DQG WKH YDOXH RI QHZ HTXLSPHQW WRGD\ ZLOO GHSHQG RQ H[SHFWHG VHUYLFH SULFH

WRPRUURZ� :H WDNH D VLPSOH DSSURDFK WR EHOLHIV� FRQVXPHUV
 WDNH WKH pUP
V VHUYLFH SULFH

LQ SHULRG W WR EH WKH EHVW LQGLFDWRU RI WKH SULFH WKH pUP ZLOO FKDUJH LQ SHULRG W� ��

7KHUH DUH VHYHUDO SRLQWV WKDW VXSSRUW RXU XVH RI WKLV VLPSOH DVVXPSWLRQ� )LUVW� FRVWV DQG

WKH QXPEHU RI FRQVXPHUV DUH FRQVWDQW RYHU WLPH LQ RXU PRGHO DQG WKH KRUL]RQ LV LQpQLWH� VR

WKHUH DUH QR H[RJHQRXV GULYHUV WKDW ZRXOG WHQG WR PDNH SULFHV FKDQJH RYHU WLPH� 6HFRQG�

WKLV PRGHO RI FRQVXPHU EHOLHIV FRUUHVSRQGV FORVHO\ WR DFWXDO EHKDYLRU VXJJHVWHG E\ WKH

HYLGHQFH RI PDQ\ DIWHUPDUNHW DQWLWUXVW FDVHV��� 7KLUG� DQG PRVW LPSRUWDQWO\� RXU JRDO

LV WR H[DPLQH WKH FODLP WKDW WKH VHUYLFH SULFH ZLOO DOZD\V EH VHW DW WKH FRPSHWLWLYH OHYHO�

6LQFH FRVWV GR QRW FKDQJH RYHU WLPH LQ WKH PRGHO� FRQVXPHUV
 H[SHFWDWLRQV RI FRQVWDQW

SULFHV RYHU WLPH ZRXOG EH IXOpOOHG LI WKLV FODLP KROGV WUXH�

)RU QRZ ZH VXSSRVH WKDW LQ HTXLOLEULXP WKH SULFH RI VHUYLFH LV VXrFLHQWO\ ORZ UHODWLYH WR

WKH SULFH RI QHZ HTXLSPHQW IURP HDFK pUP WKDW FRQVXPHUV ZLOO DOZD\V SUHIHU WR NHHS DQG

�� $ OWHU Q DWLY HO\ � RQ H FRX OG Y LHZ WK LV DV Q HZ HT X DO�VL]HG FRK RU WV DS S HDU LQ J HY HU \ S HU LRG DQ G OLY LQ J IRU WZ R
S HU LRG V�

�� 7 HVWLP RQ \ LQ P DQ \ RI WK H OHJDO FDVHV FLWHG LQ WK H S U HY LRX V VHFWLRQ LQ G LFDWHV WK DW FRQ VX P HU V Z K R
FRQ VLG HU VHU Y LFH FRVWV DW DOO LQ FK RRVLQ J DP RQ J E U DQ G V P DN H U RX JK O\ WK LV DVVX P S WLRQ � : H DU H DZ DU H RI
Q R FDVHV LQ Z K LFK DWWHP S WV WR FDOFX ODWH ?OLIHWLP H� FRVWV RI HT X LS P HQ W K DY H LQ FOX G HG IRU HFDVWV RI IX WX U H
FKDQ JHV LQ VHU Y LFH S U LFHV E H\ RQ G VLP S OH H[ WU DS RODWLRQ RU LQ q DWLRQ DG MX VWP HQ W�

��



VHUYLFH XVHG HTXLSPHQW DIWHU RQH SHULRG� UDWKHU WKDQ VFUDS LW DQG EX\ QHZ HDFK SHULRG� :H

UHWXUQ WR WKLV DVVXPSWLRQ EHORZ LQ RUGHU WR VWXG\ WKH FRQVWUDLQLQJ HoHFW WKDW WKH RSWLRQ

WR VFUDS XVHG DQG EX\ QHZ KDV RQ VHUYLFH SULFLQJ�

:H VXPPDUL]H WKH PRGHO EHIRUH ZH XQGHUWDNH WKH DQDO\VLV�

s $ VWHDG\ QXPEHU RI QHZ FXVWRPHUV DUULYH WR SXUFKDVH HTXLSPHQW IURP RQH RI WZR

pUPV LQ DQ\ SHULRG�

s (TXLSPHQW LV VXrFLHQWO\ GXUDEOH WKDW FRQVXPHUV FKRRVH WR NHHS LW IRU WZR SHULRGV�
ZKLOH SXUFKDVLQJ VHUYLFH WR HQKDQFH LWV VHFRQG SHULRG YDOXH�

s &RQVXPHUV H[SHFW IXWXUH VHUYLFH SULFHV WR EH WKH VDPH DV FXUUHQW SULFHV�
s )LUPV DUH PRQRSROLVWV RYHU VHUYLFH IRU WKHLU RZQ EUDQG RI HTXLSPHQW� EXW VHW WKH
VHUYLFH SULFH NQRZLQJ WKDW FXUUHQW VHUYLFH SULFHV DoHFW FXUUHQW FRQVXPHU ZLOOLQJQHVV

WR SD\ IRU QHZ HTXLSPHQW�

s (TXLSPHQW SULFHV DUH VHW XQGHU FRQGLWLRQV RI GLoHUHQWLDWHG SURGXFW GXRSRO\ FRP�
SHWLWLRQ� ZLWK D XQLIRUP GLVWULEXWLRQ RI FRQVXPHU W\SHV DORQJ D FKDUDFWHULVWLFV OLQH

VHSDUDWLQJ WKH WZR HTXLSPHQW EUDQGV�

$QDO\VLV RI WKH 'XRSRO\ 0RGHO

:H KDYH VSHFLpHG D UDWKHU JHQHUDO LQpQLWH�KRUL]RQ RYHUODSSLQJ JHQHUDWLRQV GXRSRO\ JDPH�

2XU JRDO LV QRW WR pQG DOO HTXLOLEULD RI WKLV JDPH� KRZHYHU� :H DUH PRWLYDWHG E\ WKH

IXQGDPHQWDO TXHVWLRQ UHSHDWHGO\ UDLVHG LQ DQWLWUXVW ODZVXLWV DQG WKH HQVXLQJ DFDGHPLF

GLVFXVVLRQ� ZLOO FRPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW VXrFLHQWO\ GLVFLSOLQH DIWHUPDUNHW

VHUYLFH SULFLQJ VR WKDW WKHUH LV QR H[HUFLVH RI PRQRSRO\ SRZHU LQ WKH DIWHUPDUNHW" :H

LQWHUSUHW DQ H[HUFLVH RI DIWHUPDUNHW PDUNHW SRZHU WR LPSO\ WKDW SW ! F IRU DW OHDVW VRPH

SHULRGV W� ZKHUH S LV WKH DIWHUPDUNHW SULFH� 7KHUHIRUH� ZH DVN WKH IROORZLQJ TXHVWLRQ� LV

WKHUH DQ HTXLOLEULXP LQ WKH PDUNHW GHVFULEHG LQ ZKLFK pUPV FKRRVH D FRQVWDQW VHUYLFH SULFH

HTXDO WR PDUJLQDO FRVW LQ HYHU\ SHULRG� SW  F� �W"
2XU DSSURDFK LV WR XVH WKH QHFHVVDU\ FRQGLWLRQV IRU D FRQVWDQW SULFH HTXLOLEULXP WR VKRZ

WKDW LI VXFK DQ HTXLOLEULXP H[LVWV� SW  zS ! F� L�H�� VHUYLFH SULFH ZLOO DOZD\V EH DERYH FRVW�

7KDW LV VXrFLHQW WR DQVZHU WKH PDLQ TXHVWLRQ� VLQFH LI D QRQ�FRQVWDQW SULFH HTXLOLEULXP

��



H[LVWV� LW LV VWUDLJKWIRUZDUG WR VKRZ WKDW LW PXVW KDYH SW ! F LQ DW OHDVW VRPH SHULRGV W���

$IWHU ZH VKRZ WKDW LQ D FRQVWDQW SULFH HTXLOLEULXP� LI RQH H[LVWV� VHUYLFH SULFH LV DERYH FRVW�

ZH ZLOO HVWDEOLVK WKDW 0DUVKDOOLDQ ZHOIDUH LV OHVV WKDQ LW ZRXOG EH LI PDUJLQDO FRVW VHUYLFH

SULFLQJ SUHYDLOHG LQ DOO SHULRGV� WKXV HVWDEOLVKLQJ WKDW WKLV H[HUFLVH RI PDUNHW SRZHU KDV

DGYHUVH ZHOIDUH FRQVHTXHQFHV�

$IWHU HVWDEOLVKLQJ WKH PDLQ UHVXOW� ZH IXUWKHU LQWHUSUHW WKH QHFHVVDU\ FRQGLWLRQV WR FKDU�

DFWHUL]H WKH HoHFWV RI WKH GLVFRXQW UDWH RU PDUNHW JURZWK UDWH RQ VHUYLFH SULFLQJ� :H WKHQ

H[DPLQH KRZ YDULDWLRQV LQ WKH GHJUHH RI HTXLSPHQW FRPSHWLWLRQ ^ IURP XQGLoHUHQWLDWHG

%HUWUDQG FRPSHWLWLRQ WR PRQRSRO\ PDUNHWV ^ DoHFW WKH UHVXOW WKDW VHUYLFH LV SULFHG DERYH

FRVW� )LQDOO\� ZH FRQVLGHU WKH HoHFW WKDW FRPSHWLWLRQ IURP QHZ HTXLSPHQW KDV RQ VHUYLFH

SULFHV� DQG ZLWK WKLV JHQHUDOL]HG PRGHO ZH FDQ DOVR H[DPLQH KRZ WKH GHJUHH RI HTXLSPHQW

GXUDELOLW\ DoHFWV VHUYLFH SULFLQJ�

&RQVLGHU WKH FRQVXPHU VXUSOXV IURP HTXLSPHQW SXUFKDVHG LQ WKH FXUUHQW SHULRG DQG

VHUYLFH RQ WKDW HTXLSPHQW LQ WKH QH[W SHULRG� ,I D FRQVXPHU ORFDWHG DW GLVWDQFH G IURP pUP

D DVVXPHV WKDW VKH ZLOO IDFH WKH VDPH SULFH IRU VHUYLFH QH[W SHULRG DV D RoHUV FXUUHQWO\�

S
D
� VKH JHWV H[SHFWHG QHW FRQVXPHU VXUSOXV IURP EUDQG D RI
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ZKHUH FDSLWDO 3 UHIHUV WR HTXLSPHQW DQG VPDOO S DQG T UHIHU WR WKH VHUYLFH SURGXFW� 7KH

FRQVXPHU LV GLVWDQFH ��b G� IURP pUP E� VR KHU H[SHFWHG FRQVXPHU VXUSOXV IURP pUP E LV

JLYHQ E\
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7KH FRQVXPHU ZKR LV LQGLoHUHQW EHWZHHQ EX\LQJ IURP pUP D DQG IURP pUP E PDUNV

WKH ERXQGDU\ EHWZHHQ WKH WZR pUPV
 PDUNHWV� 6HWWLQJ WKH FRQVXPHU VXUSOXVHV HTXDO DQG

VROYLQJ IRU G \LHOGV WKH PDUNHW ERXQGDU\� GHQRWHG AG�

AG  
��� � r� � �3

E
b 3

D
� � r�

���� � r�
� ���

�� $ IWHU Z H S U RY H RX U P DLQ U HVX OW� LW LV HDV\ WR VK RZ WK DW Q R HT X LOLE U LX P H[ LVWV LQ Z K LFK SW  F IRU VRP H

W DQ G SAW � F IRU DOO RWK HU AW � W�
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ZKHUH �� D IXQFWLRQ RI S
D
DQG S

E
� LV WKH GLoHUHQFH LQ WKH QHW VXUSOXV RI HDFK EUDQG� D DQG

E� WKDW WKH FRQVXPHU ZRXOG UHFHLYH LQ WKH VHFRQG SHULRG DIWHU EX\LQJ VHUYLFH���
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:H DVVXPH WKDW SURGXFWLRQ FRVWV RI ERWK WKH HTXLSPHQW DQG VHUYLFH SURGXFWV DUH OLQHDU

LQ TXDQWLW\� ZLWKRXW IXUWKHU ORVV RI JHQHUDOLW\� ZH WDNH WKHVH FRVWV WR EH ]HUR� VR WKDW pUP

D
V HTXLSPHQW DQG VHUYLFH SURpW RQ RQH JHQHUDWLRQ RI HTXLSPHQW VDOHV LV JLYHQ E\
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ZKHUH }
D
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D
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D
�� WKH SURpW SHU XQLW RI HTXLSPHQW IURP VDOHV RI VHUYLFH� DQG VLPLODUO\

IRU pUP E�

:H QRZ SURFHHG WR FKDUDFWHUL]H WKH SURpW�PD[LPL]LQJ HTXLSPHQW DQG VHUYLFH SULFHV IRU

HDFK pUP WKURXJK DQDO\VLV RI QHFHVVDU\ FRQGLWLRQV IRU DQ HTXLOLEULXP� 7R GR WKLV� ZH GHULYH

WKH LQpQLWH KRUL]RQ YDOXH IXQFWLRQ IRU HDFK pUP DW D JLYHQ PRPHQW LQ WLPH� DVVXPLQJ DQ

DUELWUDU\ LQLWLDO PDUNHW VKDUH� G��

5HFDOO WKDW ZH UHVWULFW RXU DQDO\VLV WR FRQVWDQW SULFLQJ VWUDWHJLHV� VR WKH FKRLFH YDULDEOHV

DUH 3 W  3 DQG SW  S� �W� IRU HDFK pUP� ,I pUP D H[SHFWV WR IDFH D VWHDG\ VWUHDP

RI FXVWRPHUV FKRRVLQJ EHWZHHQ EUDQGV IRU QHZ HTXLSPHQW LQ HDFK SHULRG� WKHQ LW ZLOO

HDUQ SURpWV IURP HDFK FXVWRPHU JHQHUDWLRQ RI AG>3
D
� r}

D
@� ,I WKH pUP H[SHFWV VWDWLRQDU\

HTXLOLEULXP EHKDYLRU IURP LWV FRPSHWLWRU��� WKHQ� JLYHQ D FXUUHQW PDUNHW VKDUH RI G� IRU

FXVWRPHUV DOUHDG\ ORFNHG LQ� WKH SUHVHQW YDOXH RI LWV VWUHDP RI SURpWV IRUHYHUPRUH ZLOO EH
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$ VWUDWHJ\ FKRLFH LV D VLPXOWDQHRXV DQQRXQFHPHQW RI �3� S�� VR QHFHVVDU\ FRQGLWLRQV IRU

DQ RSWLPDO VWUDWHJ\ FDQ EH IRXQG IURP WKH VWDWLRQDU\ SRLQWV RI 9 ZLWK UHVSHFW WR �3� S��

�� 7 R JX DU DQ WHH WK DW WK H G X RS ROLVWV FRY HU WK H HQ WLU H P DU N HW� Z H DOVR DVVX P H WK DW WK H JU RVV VX U S OX V IU RP
VHU Y LFH�DX JP HQ WHG HT X LS P HQ W LV VX r FLHQ WO\ ODU JH FRP S DU HG WR WK H WU DY HO FRVW� V � r>V b K � I�T�SD��@ !
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�� ,I D FRQ VWDQ W S U LFH HT X LOLE U LX P H[ LVWV� WK HQ WK HVH H[ S HFWDWLRQ V Z LOO E H IX Op OOHG Z K HQ WK DW HT X LOLE U LX P
LV U HDOL]HG �

��



6XEVWLWXWLQJ IRU AG IURP ��� DQG VHWWLQJ WKH GHULYDWLYH RI ��� ZLWK UHVSHFW WR 3
D
HTXDO WR

]HUR� ZH REWDLQ pUP D
V EHVW UHVSRQVH IXQFWLRQ�
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'RLQJ OLNHZLVH IRU 3
E
� DQG WKHQ VROYLQJ WKH WZR HTXDWLRQV VLPXOWDQHRXVO\� \LHOGV WZR QHFHV�

VDU\ FRQGLWLRQV IRU HTXLOLEULXP HTXLSPHQW SULFHV WKDW DUH VROHO\ D IXQFWLRQ RI VHUYLFH SULFHV

DQG H[RJHQRXV IDFWRUV�
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:H FDQ VXEVWLWXWH WKHVH H[SUHVVLRQV LQWR 9
D
DQG WDNH WKH GHULYDWLYH ZLWK UHVSHFW WR WKH

VHUYLFH SULFH� S
D
� WR REWDLQ
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ZKHUH SULPHV LQGLFDWH GHULYDWLYHV ZLWK UHVSHFW WR S
D
� 7KH pUVW WHUP LV WKH FKDQJH LQ FXUUHQW

SHULRG SURpWV RQ VHUYLFH IURP UDLVLQJ S
D
� 7KH VHFRQG WHUP KDV WKUHH FRPSRQHQWV� WKH pUVW

RI ZKLFK LV WKH SUHVHQW YDOXH IDFWRU IRU WKH LQpQLWH KRUL]RQ VWUHDP RI SURpWV� 7KH VHFRQG

SDUW LV HTXDO WR WKH pUP
V HTXLOLEULXP PDUNHW VKDUH RU TXDQWLW\ VROG RI HTXLSPHQW� AG� DIWHU

VXEVWLWXWLQJ LQ WKH VROXWLRQV IRU RSWLPDO HTXLSPHQW SULFHV 3
D
DQG 3

E
� 7KH WKLUG SDUW LV

SURSRUWLRQDO WR WKH GLoHUHQFH EHWZHHQ WKH ORVV LQ FRQVXPHU VXUSOXV DQG WKH JDLQ LQ SURpWV

IURP DQ LQFUHDVH LQ WKH SULFH IRU VHUYLFH S
D
� 7KH GLoHUHQFH LV WKH PDUJLQDO GHDGZHLJKW ORVV

IURP UDLVLQJ WKH SULFH RI VHUYLFH�

7R HYDOXDWH WKLV H[SUHVVLRQ� QRWH WKDW DW S
D
 � �PDUJLQDO FRVW�� WRWDO VXUSOXV LV

PD[LPL]HG� DQG WKXV PDUJLQDO VXUSOXV �� � }�
D
 �� 7KDW LV� WR D pUVW RUGHU� D VOLJKW

LQFUHDVH LQ WKH SULFH RI VHUYLFH IURP PDUJLQDO FRVW UDLVHV VHUYLFH SURpWV E\ WKH VDPH DPRXQW

WKDW LW ORZHUV FRQVXPHU VXUSOXV� 7KHQ�
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DQG D SURpW�PD[LPL]LQJ pUP ZLWK DQ LQVWDOOHG EDVH ZLOO DOZD\V VHW WKH SULFH RI WKH VHUYLFH

SURGXFW DERYH PDUJLQDO FRVW�

:H KDYH QRZ SURYHQ RXU PDLQ UHVXOW�

��



5HVXOW �� 1R HTXLOLEULXP H[LVWV LQ ZKLFK WKH pUPV FKDUJH D VHUYLFH SULFH HTXDO WR PDUJLQDO

FRVW LQ HYHU\ SHULRG� ,I D FRQVWDQW SULFH HTXLOLEULXP GRHV H[LVW� WKH pUPV FKDUJH D VHUYLFH

SULFH DERYH PDUJLQDO FRVW�

7KLV UHVXOW LV TXLWH JHQHUDO� QRW DQ DUWLIDFW RI WKH VSHFLpF PRGHO� ,I WKH SULFH RI VHUYLFH

LV HTXDO WR LWV PDUJLQDO FRVW� D VPDOO LQFUHDVH LQ WKDW SULFH ZLOO KDYH RQO\ D VHFRQG RUGHU

HoHFW RQ IXWXUH SURpWV RQFH WKH SULFH RI WKH HTXLSPHQW LV RSWLPDOO\ DGMXVWHG GRZQZDUG�

EHFDXVH WKLV FUHDWHV RQO\ VHFRQG RUGHU GHDGZHLJKW ORVV� EXW LW ZLOO KDYH D pUVW�RUGHU HoHFW RQ

FXUUHQW SHULRG SURpWV IURP VHOOLQJ WKH VHUYLFH SURGXFW� EHFDXVH WKH DVVRFLDWHG HTXLSPHQW

XQLWV DOUHDG\ KDYH EHHQ VROG� )RU WKLV UHDVRQ� LW ZLOO DOZD\V EH SURpWDEOH IRU WKH pUP WR

UDLVH WKH SULFH RI VHUYLFH DERYH PDUJLQDO FRVW�

,Q IDFW� WKLV UHVXOW UHOLHV RQ QRQH RI WKH DWWULEXWHV RI WKH VSDWLDO PRGHO EH\RQG WKH

YDOXH IXQFWLRQ� ���� (TXDWLRQ ��� PDNHV LW FOHDU WKDW WKHUH DUH WZR IXQGDPHQWDO IRUFHV DW

ZRUN LQ WKH pUP
V RSWLPL]DWLRQ SUREOHP DW DQ\ SRLQW LQ WLPH� 7KH VHFRQG WHUP RQ WKH

ULJKW�KDQG VLGH RI ��� LV WKH SUHVHQW YDOXH RI SURpWV WKH pUP FRXOG HDUQ LQ DJJUHJDWH IURP

HYHU\ JHQHUDWLRQ RI EX\HUV H[FHSW WKRVH ZKR KDYH DOUHDG\ SXUFKDVHG IURP LW� *LYHQ WKH

FRQVXPHU EHOLHIV ZH KDYH SRVLWHG� WKH pUP FRXOG FKDUJH D SULFH HTXDO WR PDUJLQDO FRVW

IRU VHUYLFH VWDUWLQJ WRGD\� DQG LQ WKDW ZD\ FRXOG H[DFWO\ PD[LPL]H WKH SURpW LW HDUQV RQ

DOO IXWXUH JHQHUDWLRQV RI EX\HUV �UHFDOO DW S  F ZH KDYH �� � }�
D
 ��� ,I WKDW ZHUH WKH

HQWLUH FDOFXODWLRQ� WKH pUP ZRXOG VLPSO\ SULFH VHUYLFH DW LWV PDUJLQDO FRVW� %XW DW DQ\

SRLQW LQ WLPH� WKH pUP ZLOO DOVR KDYH WKH pUVW WHUP RQ WKH ULJKW�KDQG VLGH RI ���� 7KLV

WHUP UHSUHVHQWV WKH SURpW LW FDQ HDUQ RQ WKH FRQVXPHUV ZKR KDYH DOUHDG\ SXUFKDVHG WKHLU

HTXLSPHQW� 7KLV WHUP LV PD[LPL]HG E\ FKDUJLQJ WKH PRQRSRO\ SULFH IRU VHUYLFH� $V ZH

VKRZ LQ WKH QH[W VXEVHFWLRQ� WKH pUP ZRXOG OLNH WR FKDUJH WKH PRQRSRO\ VHUYLFH SULFH WR

WKHVH ?ORFNHG�LQ� FXVWRPHUV ZKLOH VWLOO DVVXULQJ IXWXUH FXVWRPHUV WKDW LW ZLOO FKDUJH D ORZHU

SULFH �HTXDO WR PDUJLQDO FRVW� ZKHQ WKH\ UHWXUQ WR EX\ VHUYLFH� 7KLV LV H[DFWO\ ZKDW WKH

pUP ZRXOG GR LI LW FRXOG PDNH D ELQGLQJ FRPPLWPHQW WR IXWXUH SULFHV� EXW ZH DUH LQWHUHVWHG

LQ WKH W\SLFDO FDVH LQ ZKLFK ORQJ�WHUP FRPSOHWH FRQWUDFWV DUH QRW IHDVLEOH�
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/RFNHG�LQ &XVWRPHUV DQG &RPPLWPHQW

6LQFH WKH UHVXOW UHOLHV FUXFLDOO\ RQ WKH LQVWDOOHG EDVH RI FXVWRPHUV ZKR DOUHDG\ RZQ HTXLS�

PHQW� G�� RQH PLJKW ZRQGHU LI RXU FRQFOXVLRQ IDLOV ZKHQ WKHUH LV QR LQVWDOOHG EDVH �RU IRU D

QHZ HQWUDQW LQ D PRGHO WKDW SHUPLWV HQWU\�� 2XU UHVXOW LV UREXVW WR WKLV FRQFHUQ� :H KDYH

H[DPLQHG WKH QHFHVVDU\ FRQGLWLRQV IRU DQ HTXLOLEULXP LQ ZKLFK WKH pUPV FKRRVH WR UHVWULFW

WKHPVHOYHV WR FRQVWDQW SULFLQJ RYHU WLPH� ,W LV HDV\ WR VKRZ� KRZHYHU� WKDW DW W  �� ZLWK

QR LQVWDOOHG EDVH FXVWRPHUV� D FRQVWDQW SULFH VWUDWHJ\ ZLWK S  F FDQQRW EH RSWLPDO LQ WKH

ZLGHU VWUDWHJ\ VSDFH WKDW LQFOXGHV WKH SRVVLELOLW\ RI QRQFRQVWDQW SULFLQJ RYHU WLPH� 7R VHH

WKLV� VXSSRVH WKDW WKH pUP GLG DQQRXQFH S  F LQ WKH pUVW SHULRG� ,Q WKH VHFRQG SHULRG LW

ZRXOG KDYH VRPH LQVWDOOHG EDVH G��3 �

D
� 3 �

E

� S�
D
� S�

E

�� $W WKLV SRLQW� LW ZRXOG SD\ WR GHYLDWH

IURP S  F E\ UHYHUWLQJ WR WKH VWUDWHJ\ ZH DQDO\]HG DERYH� ZLWK S ! F� 7KH PDLQ FODLP

KROGV� LI WKH pUP FDQQRW SUH�FRPPLW WR VHUYLFH SULFHV RYHU WKH OLIHWLPH RI HTXLSPHQW� LW

ZLOO QRW EH SURpWDEOH WR IROORZ D VWUDWHJ\ RI FRQVWDQW VHUYLFH SULFHV HTXDO WR FRVW�

)XUWKHU H[DPLQDWLRQ RI WKH pUVW RUGHU FRQGLWLRQ� ���� DOVR OHDGV WR WKH FRQFOXVLRQ WKDW

WKH pUP ZLOO QRW FKRRVH WR FKDUJH WKH VWDWLF PRQRSRO\ SULFH IRU VHUYLFH� ZKHUH }�
D
 ��

HLWKHU� $W WKDW SRLQW� WKH pUVW WHUP LQ ��� ZRXOG EH ]HUR� 7KH VHFRQG WHUP� KRZHYHU�

ZRXOG EH QHJDWLYH��� VR WKH GHULYDWLYH RI WKH YDOXH IXQFWLRQ ZLWK UHVSHFW WR S
D
ZRXOG EH

QHJDWLYH� 7KXV� LI D FRQVWDQW SULFH HTXLOLEULXP H[LVWV LW ZLOO RFFXU ZLWK D SULFH RI VHUYLFH

WKDW LV VWULFWO\ JUHDWHU WKDQ PDUJLQDO FRVW� EXW VWULFWO\ OHVV WKDQ WKH VWDWLF PRQRSRO\ SULFH���

:RXOG WKH pUPV SUHIHU WR FRPPLW WR PDUJLQDO FRVW SULFLQJ LI WKH\ FRXOG" 6XSSRVH D

FRPPLWPHQW ?WHFKQRORJ\� �H�J�� IHDVLEOH ORQJ�WHUP FRPSOHWH FRQWUDFWV� ZHUH LQWURGXFHG

DW VRPH GDWH ZKHQ WKH WZR pUPV DOUHDG\ KDYH VRPH ORFNHG�LQ FXVWRPHUV� :H VKRZ WKDW

LQ WKLV FDVH LW ZRXOG EH DQ HTXLOLEULXP IRU ERWK pUPV WR FKDUJH WKH IXOO PRQRSRO\ VHUYLFH

�� 7 K H FRP S RQ HQ W r

� �br �
LV S RVLWLY H IRU WK H U HOHY DQ W U DQ JH RI r � ��� �� 7 K H VHFRQ G FRP S RQ HQ W LV S RVLWLY H

VR ORQ J DV p U P D K DV S RVLWLY H P DU N HW VK DU H� 7 K H FRP S RQ HQ W ����}�
D
� LV Q HJDWLY H IRU SD ! �� E HFDX VH S U LFH

LQ FU HDVHV DE RY H P DU JLQ DO FRVW G HFU HDVH FRQ VX P HU VX U S OX V E \ P RU H WK DQ WK H\ LQ FU HDVH S U Rp WV� WK X V FU HDWLQ J
LQ FU HDVHG G HDG Z HLJK W ORVV� + HQ FH� WK H S U RG X FW RI WK HVH WK U HH FRP S RQ HQ WV Z LOO E H Q HJDWLY H�

�� 7 K H WZ R U HVX OWV RQ WK H p U VW�RU G HU FRQ G LWLRQ IRU WK H Y DOX H IX Q FWLRQ DW SD  � �PF� DQ G SD  SP DU H
VX r FLHQ W WR JX DU DQ WHH WK DW WK HU H LV DW OHDVW RQ H ORFDO P D[ LP X P IRU PF � SD � SP�
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SULFH WR FXUUHQW ORFNHG�LQ VHUYLFH FXVWRPHUV� EXW WR FRPPLW WR FKDUJH D VHUYLFH SULFH HTXDO

WR PDUJLQDO FRVW WKHUHDIWHU�

)LUVW� UHFRQVLGHU pUP D
V QHFHVVDU\ FRQGLWLRQ IRU RSWLPDO VHUYLFH SULFLQJ LQ ���� :LWK

D FRPPLWPHQW WHFKQRORJ\� pUP D FDQ QRZ FKDUJH D GLoHUHQW SULFH WR FXUUHQW ORFNHG�LQ

VHUYLFH FXVWRPHUV DQG IXWXUH HTXLSPHQW SXUFKDVHUV� VR WKH WZR WHUPV LQ ��� DUH GH�FRXSOHG

DQG WKH pUP RSWLPL]HV E\ VHWWLQJ WKHP VHSDUDWHO\ WR ]HUR� 7KLV RFFXUV ZKHQ WKH FXUUHQW

VHUYLFH SULFH LV WKH PRQRSRO\ SULFH �}�
D
 ��� DQG WKH IXWXUH VHUYLFH SULFH LV VHW WR PDUJLQDO

FRVW �VR WKDW WRWDO PDUJLQDO VXUSOXV ���}�
D
 ��� 7KH V\PPHWULF DQDO\VLV KROGV IRU pUP E�

)URP ��� DQG ���� ERWK pUPV WKHQ FKDUJH DQ HTXLSPHQW SULFH 3
D
 3

E
 ����r�� :LWK

HTXDO VHUYLFH DQG HTXLSPHQW SULFHV WKH\ VSOLW WKH PDUNHW� AG  �

�
�IURP ����� DQG HDFK pUP

HDUQV SURpWV g  �

�
��� � r� RQ HDFK WZR�SHULRG JHQHUDWLRQ RI HTXLSPHQW VDOHV �IURP �����

%\ FRPSDULVRQ� ZLWKRXW FRPPLWPHQW ��� DQG ��� OHDG pUP D WR FKDUJH 3
D
 ����r�br}

D
�

DQG WZR�SHULRG JHQHUDWLRQDO SURpWV ZRXOG VWLOO EH g  �

�
���� r� �IURP ����� 7KXV� LI ERWK

pUPV GLG FRPPLW� WKH SURpWV RQ DOO IXWXUH JHQHUDWLRQV RI HTXLSPHQW VDOHV ZRXOG EH WKH

VDPH DV LQ WKH QR�FRPPLWPHQW FDVH� +RZHYHU� WKH\ ZRXOG EH DEOH WR FKDUJH WKH PRQRSRO\

VHUYLFH SULFH RQ FXUUHQW ORFNHG�LQ FXVWRPHUV� DQG� DV ZH VKRZHG DERYH� WKH QR�FRPPLWPHQW

SULFH LV OHVV WKDQ WKH PRQRSRO\ SULFH� 7KXV� ERWK pUPV DUH EHWWHU Ro ZLWK FRPPLWPHQW

WKDQ ZLWKRXW�

:KHQ FRPPLWPHQW LV SRVVLEOH� LW LV DQ HTXLOLEULXP IRU ERWK pUPV WR FRPPLW WR FKDUJLQJ

S  PF LQ WKH DIWHUPDUNHW LQ DOO IXWXUH SHULRGV� 7R VHH WKLV� VXSSRVH pUP D GHYLDWHV WR D

QRQ�FRPPLWPHQW VWUDWHJ\� 7KH IXWXUH VHUYLFH SULFH ZLOO EH VHW DERYH PDUJLQDO FRVW� DQG

WKH FXUUHQW VHUYLFH SULFH ZLOO EH VHW HTXDO WR WKH IXWXUH SULFH �E\ DVVXPSWLRQ�� EHORZ WKH

PRQRSRO\ SULFH DV VKRZQ DERYH� 2EYLRXVO\� SURpWV RQ FXUUHQW ORFNHG�LQ FXVWRPHUV ZLOO IDOO�

,Q DGGLWLRQ� ZKHQ S
D
LQFUHDVHV IRU IXWXUH FXVWRPHUV� ��}
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GHFUHDVHV EHFDXVH FRQVXPHU VXUSOXV GHFUHDVHV� DQG WKXV SHU FXVWRPHU JHQHUDWLRQDO SURpWV

RQ QHZ HTXLSPHQW VDOHV IDOO� 7KH VDPH FDOFXODWLRQ RQ }
D
�� LPSOLHV WKDW 3

D
br� LQFUHDVHV�

DQG WKXV pUP D
V PDUNHW VKDUH� QRW VXUSULVLQJO\� ZLOO IDOO� VR LW HDUQV VPDOOHU JHQHUDWLRQDO

SURpWV RQ IHZHU FXVWRPHUV� 7KXV� HDFK WHUP LQ WKH YDOXH IXQFWLRQ ��� GHFUHDVHV� DQG pUP

D GRHV QRW ZLVK WR GHYLDWH IURP FRPPLWWLQJ WR IXWXUH PDUJLQDO FRVW SULFLQJ RI VHUYLFH� 7KH

V\PPHWULF DQDO\VLV KROGV IRU pUP E� DQG VLPXOWDQHRXV FRPPLWPHQW LV D 1DVK HTXLOLEULXP�

��



&RQVXPHUV DOVR EHQHpW IURP WKH LQWURGXFWLRQ RI D FRPPLWPHQW WHFKQRORJ\� $V WKH SULFH

RI WKH DIWHUPDUNHW SURGXFW ULVHV� FRQVXPHUV ORVH RQ WKH LQIUDPDUJLQDO DQG PDUJLQDO XQLWV

RI VHUYLFH� %HFDXVH WKH GXRSROLVWV FRPSHWH IRU WKH FRQVXPHUV LQ WKH HTXLSPHQW PDUNHW�

WKH ORVV WR FRQVXPHUV RQ WKH LQIUDPDUJLQDO XQLWV LV UHFRYHUHG YLD D ORZHU HTXLSPHQW SULFH�

7KH FRQVXPHUV GR QRW� KRZHYHU� UHFRYHU WKH ORVV RI QHW FRQVXPHU VXUSOXV RQ WKH PDUJLQDO

XQLWV� 7KXV PDUJLQDO FRVW VHUYLFH SULFLQJ LV D 3DUHWR LPSURYHPHQW���

,W PLJKW DSSHDU WKDW LQ RXU DQDO\VLV HoHFWLYHO\ ZH KDYH DOORZHG WKH pUP WR FRPPLW

WR IXWXUH SULFHV� VLQFH FRQVXPHUV DVVXPH WKDW WRPRUURZ
V SULFH LV WKH VDPH DV WRGD\
V�

+RZHYHU� WKLV PHUHO\ LPSOLHV WKDW LI WKH pUP IROORZV D FRQVWDQW SULFH VWUDWHJ\� FRQVXPHU

EHOLHIV ZLOO EH IXOpOOHG� 7KHUH LV QRWKLQJ DERXW WKH EHOLHIV DVVXPSWLRQ WKDW VWRSV WKH pUP

IURP UDLVLQJ SULFH� ,W LV WUXH WKDW IRU RXU SURRI RI 5HVXOW � ZH DVVXPHG WKH pUPV IROORZ

FRQVWDQW SULFH VWUDWHJLHV� :H GLG QRW� KRZHYHU� DOORZ WKH pUP WR PDNH DQ HQIRUFHDEOH

FRPPLWPHQW WR FKDUJH D FRQVWDQW SULFH �HTXDO WR PDUJLQDO FRVW�� 7KXV� LW LV QRW SRVVLEOH

LQ RXU PRGHO IRU WKH pUP WR FKDUJH WKH PRQRSRO\ SULFH WR FXUUHQW ORFNHG�LQ FXVWRPHUV

DQG PDUJLQDO FRVW WR DOO IXWXUH FXVWRPHUV� ZKLFK LV ZKDW LW ZRXOG GR LI FRPPLWPHQW ZHUH

SRVVLEOH�

7KH (oHFW RI WKH 'LVFRXQW 5DWH DQG 0DUNHW *URZWK

)URP ��� ZH FDQ VHH WKH HoHFW RI WKH GLVFRXQW UDWH�

5HVXOW �� ,I D FRQVWDQW SULFH HTXLOLEULXP H[LVWV� WKH H[HUFLVH RI PDUNHW SRZHU LQ WKH VHUYLFH

PDUNHW ZLOO EH JUHDWHU WKH KLJKHU LV WKH GLVFRXQW UDWH�

$V r JRHV WR ]HUR� VR WKDW IXWXUH SURpWV UHFHLYH D GHFUHDVLQJ ZHLJKW� VHUYLFH LV SULFHG FORVHU

WR WKH VWDWLF PRQRSRO\ OHYHO �}�
D
� ��� $V r JRHV WR RQH� VR WKDW IXWXUH SURpWV UHFHLYH DQ

LQFUHDVLQJ ZHLJKW� VHUYLFH LV SULFHG FORVHU WR PDUJLQDO FRVW �XVLQJ /
+ARSLWDO
V UXOH� WKH pUVW

RUGHU FRQGLWLRQ UHTXLUHV �� � }�
D
� �� ZKLFK LPSOLHV S

D
� ��� $OWKRXJK r LV WKH GLVFRXQW

�� 6 LP LODU U HDVRQ LQ J DOORZ V X V WR U X OH RX W DQ HT X LOLE U LX P LQ Z K LFK SW  F IRU VRP H W DQ G SAW � F IRU DOO
RWK HU AW � W� $ S U LFH E HORZ P DU JLQ DO FRVW IRU VHU Y LFH U DLVHV �H[ S HFWHG � FRQ VX P HU VX U S OX V E \ OHVV WK DQ LW
ORZ HU V S U RG X FHU S U Rp WV� VR HY HQ LJQ RU LQ J WK H LQ FHQ WLY H WR H[ S ORLW ORFN HG �LQ FRQ VX P HU V Z LWK D K LJK VHU Y LFH
S U LFH� D S U RG X FHU FRX OG LQ FU HDVH LWV S U Rp WV DQ G FRQ VX P HU V
 H[ S HFWHG VX U S OX V DW WK H WLP H WK H\ E X \ WK H
HT X LS P HQ W E \ U DLVLQ J LWV VHU Y LFH S U LFH WR E H DOZ D\ V HT X DO WR P DU JLQ DO FRVW DQ G ORZ HU LQ J LWV HT X LS P HQ W S U LFH
FRP P HQ VX U DWHO\ �

��



IDFWRU� LW FDQ EH LQWHUSUHWHG DV PHDVXULQJ FKDQJH LQ WKH H[SHFWHG VL]H RI WKH PDUNHW� ,I

WKH PDUNHW LV JURZLQJ RYHU WLPH� WKHQ D KLJKHU PDUNHW VKDUH IRU IXWXUH HTXLSPHQW VDOHV LV

RI JUHDWHU YDOXH� DVVXPLQJ WKDW QHZ FXVWRPHUV LQ WKH PDUNHW OHDUQ RI DIWHUPDUNHW SULFLQJ

UHSXWDWLRQV� 7KH JUHDWHU ZHLJKW RQ IXWXUH VDOHV FDQ EH H[SUHVVHG DV DQ LQFUHDVH LQ r��� ,I

WKH PDUNHW LV GHFOLQLQJ LQ VL]H� WKHQ IXWXUH PDUNHW VKDUH LV OHVV YDOXDEOH� LPSO\LQJ D ORZHU

r DQG DQ LQFUHDVH LQ WKH SULFH RI VHUYLFH WRZDUGV WKH PRQRSRO\ OHYHO�

7KH (oHFW RI ,QFUHDVLQJ &RPSHWLWLRQ

7KH DQWLWUXVW FDVHV WKDW LQ SDUW PRWLYDWHG WKLV LQTXLU\ JHQHUDOO\ DVVXPH WKDW WKH PDUNHW

IRU HTXLSPHQW LV ?KLJKO\ FRPSHWLWLYH�� ,W LV QRW DOZD\V FOHDU MXVW ZKDW LV PHDQW� EXW LQ

PDQ\ FDVHV WKHUH LV OLWWOH GLVDJUHHPHQW WKDW WKH HTXLSPHQW PDUNHW LV FRPSHWLWLYH� 7KHUH�

IRUH� ZH ZRXOG OLNH WR DQVZHU WKH TXHVWLRQ RI ZKHWKHU D SHUIHFWO\ FRPSHWLWLYH HTXLSPHQW

PDUNHW VXrFLHQWO\ GLVFLSOLQHV WKH VHUYLFH PDUNHW WKDW WKH DIWHUPDUNHW SULFH ZLOO EH HTXDO

WR PDUJLQDO FRVW�

,Q WKH DSSHQGL[ ZH SUHVHQW D pQLWH KRUL]RQ PRGHO ZLWK D SHUIHFWO\ FRPSHWLWLYH HTXLS�

PHQW PDUNHW� 2XU PDLQ UHVXOW KROGV� WKHUH LV QRW DQ HTXLOLEULXP LQ ZKLFK VHUYLFH SULFHV DUH

DOZD\V HTXDO WR PDUJLQDO FRVW� ,Q IDFW� ZH FDQ VKRZ WKH VWURQJHU UHVXOW WKDW LQ HTXLOLEULXP

VHUYLFH SULFHV DUH DOZD\V DERYH PDUJLQDO FRVW� LQGHHG� LQ VRPH SDUWV RI WKH SDUDPHWHU VSDFH

WKH VHUYLFH SULFH LV VHW DW WKH PRQRSRO\ OHYHO� +RZHYHU� ZKHQ ZH WU\ WR VROYH DQ LQpQLWH

KRUL]RQ PRGHO FRPSDUDEOH WR PRGHO LQ WKLV VHFWLRQ� DQ HTXLOLEULXP GRHV QRW H[LVW��� 7KH

SUREOHP LV VLPSOH� EXW IXQGDPHQWDO� ZLWK IUHH HQWU\ LQ WKH HTXLSPHQW PDUNHW� WKHUH DUH

QR LQWULQVLF UHQWV WR HTXLSPHQW PDQXIDFWXULQJ� :LWK ]HUR SURpWV� WKHUH LV QR LQFHQWLYH

WR EXLOG DQG PDLQWDLQ D UHSXWDWLRQ IRU ORZ VHUYLFH SULFHV� ,QVWHDG� ZLWK WKH VWDWLF H[SHF�

WDWLRQV WKDW ZH DVVXPH IRU FRQVXPHUV� pUPV ORZHU VHUYLFH SULFHV WR EXLOG PDUNHW VKDUH�

�� 6 WU LFWO\ VS HDN LQ J� WK LV LQ WHU S U HWDWLRQ RQ O\ K ROG V S U HFLVHO\ LI WK H P DU N HW JU RZ WK U DWH LV VX FK WK DW LW FDQ
E H U HS U HVHQ WHG E \ D RQ FH DQ G IRU DOO LQ FU HDVH LQ r� VR WK DW r LV DW D K LJK HU OHY HO E X W VWLOO FRQ VWDQ W RY HU
WLP H� ,I r FK DQ JHV IRU D p U P � K RZ HY HU � Z H Z RX OG H[ S HFW p U P V WR FK DQ JH WK HLU DIWHU P DU N HW S U LFLQ J ^ H�J��
U DLVLQ J DIWHU P DU N HW S U LFHV DV LW E HFRP HV DS S DU HQ W WK DW D S U RG X FW LV OLN HO\ WR H[ LW WK H P DU N HW HDU OLHU WK DQ
K DG S U HY LRX VO\ E HHQ H[ S HFWHG � ,Q VX FK FDVHV� WK H FRQ VX P HU V
 VWDWLF H[ S HFWDWLRQ V Z RX OG Q RW E H IX Op OOHG RY HU
WK H S HU LRG V LQ Z K LFK r FK DQ JHV�

�� $ Q DORJRX V H[ LVWHQ FH S U RE OHP V DU LVH LQ WK H T X DOLW\ U HS X WDWLRQ OLWHU DWX U H� 6 HH� H�J�� .OHLQ DQ G /Hs HU
�������

��



DQG WKHQ UHYHUW WR KLJK SULFHV WR H[SORLW WKHLU FXVWRPHU EDVH� 7KLV G\QDPLF SUHYHQWV WKH

H[LVWHQFH RI DQ HTXLOLEULXP� +RZHYHU� ZH FDQ VKRZ WKDW WKH PDLQ UHVXOW FRQWLQXHV WR KROGV

E\ GHPRQVWUDWLQJ WKDW VHWWLQJ VHUYLFH SULFHV HTXDO WR PDUJLQDO FRVW LQ HYHU\ SHULRG LV QRW

DQ HTXLOLEULXP�

,Q WKLV VHFWLRQ ZH WDNH D GLoHUHQW DSSURDFK WR VKRZLQJ WKH HoHFW WKDW LQFUHDVLQJ HTXLS�

PHQW FRPSHWLWLRQ KDV RQ WKH SULFLQJ RI DIWHUPDUNHW VHUYLFH� $V ZH OHW WKH ?WUDQVSRUW� FRVW�

� � JR WR ]HUR� WKH GHJUHH RI SURGXFW GLoHUHQWLDWLRQ LQ RXU GXRSRO\ PRGHO JRHV WR ]HUR� ,Q

WKH OLPLW� ZH KDYH DQ XQGLoHUHQWLDWHG %HUWUDQG GXRSRO\ JDPH� DQG WKH XVXDO RXWFRPH RE�

WDLQV� LQGXVWU\ SURpWV DUH FRPSHWHG WR ]HUR� (YHQ ZLWK XQGLoHUHQWLDWHG SURGXFW %HUWUDQG

FRPSHWLWLRQ� VHUYLFH LV VWLOO SULFHG DERYH FRVW� DQG RXU PDLQ UHVXOW KROGV� HTXLSPHQW PDUNHW

FRPSHWLWLRQ GRHV QRW LQGXFH FRPSHWLWLYH DIWHUPDUNHW SULFLQJ�

7R VHH WKH UHVXOW� H[DPLQH WKH QHFHVVDU\ FRQGLWLRQV IRU D FRQVWDQW�SULFLQJ HTXLOLEULXP�

���� $V � � �� WKH VHFRQG WHUP LQ VTXDUH EUDFNHWV KDV D GHQRPLQDWRU WKDW JRHV WR ]HUR�

,Q RUGHU WR VDWLVI\ WKLV pUVW RUGHU FRQGLWLRQ� WKHQ� WKH VHUYLFH SULFH PXVW EH FKRVHQ VR WKDW

WKH QXPHUDWRU DOVR JRHV WR ]HUR� 7KDW LV� DV � � � WKHQ �� }
D
b }

E
� �� 8VLQJ WKLV IDFW

DQG WDNLQJ WKH OLPLW RI WKH HTXLSPHQW PDUNHW SULFH LQ ��� DV � � �� ZH JHW 3
D
� br}

D
�

ZKLFK LV WR VD\ WKDW WZR SHULRG SURpWV LQ HTXDWLRQ ��� JR WR ]HUR� %\ DSSO\LQJ /
+ARSLWDO
V

UXOH WR H[SUHVVLRQ ��� IRU WKH PDUNHW VKDUH ERXQGDU\� AG� ZH VHH WKDW WKH PDUNHW LV HYHQO\

VSOLW � AG  �

�
�� 7KXV� DV SURGXFW GLoHUHQWLDWLRQ JRHV WR ]HUR� ZH JHW WKH VWDQGDUG %HUWUDQG

GXRSRO\ UHVXOW �ZLWK V\PPHWULF FRVWV� WKDW LQGXVWU\ SURpWV DUH FRPSHWHG WR ]HUR DQG WKH

PDUNHW LV HTXDOO\ GLYLGHG�

,I ZH QRZ HYDOXDWH WKH OLPLW RI WKH QHFHVVDU\ FRQGLWLRQ ��� ZLWK VHUYLFH SULFH HTXDO WR

FRVW� S
D
 �� DV ZH GLG EHIRUH� ZH VHH WKDW WKH VDPH UHVXOW KROGV� LI WKHUH LV D FRQVWDQW

SULFH HTXLOLEULXP� LW PXVW EH WKDW VHUYLFH SULFH LQ WKDW HTXLOLEULXP LV DERYH FRVW EHFDXVH

WKH GHULYDWLYH RI WKH YDOXH IXQFWLRQ ZLWK UHVSHFW WR SULFH LV SRVLWLYH ZKHQ HYDOXDWHG DW

PDUJLQDO FRVW� DV LQ H[SUHVVLRQ �����

7KLV UHVXOW IRU XQGLoHUHQWLDWHG %HUWUDQG GXRSRO\ VKDUHV DQRWKHU IHDWXUH ZLWK RXU pQLWH

KRUL]RQ SHUIHFW FRPSHWLWLRQ PRGHO �LQ WKH DSSHQGL[�� ZH FDQ VKRZ WKDW HTXLSPHQW LV

SULFHG EHORZ LWV PDUJLQDO FRVW� 6HUYLFH SULFHV DUH DERYH FRVW� DQG WKXV VHUYLFH SURpWV DUH

SRVLWLYH� +RZHYHU� ZH KDYH VKRZQ DERYH WKDW WZR�SHULRG SURpWV IURP WKH VDOH RI HTXLSPHQW

��



DQG VHUYLFH DUH ]HUR� 7KXV� HTXLSPHQW SURpWV DUH QHJDWLYH� RU 3 � &� XQGLoHUHQWLDWHG

%HUWUDQG FRPSHWLWRUV ORZHU HTXLSPHQW SULFHV WR FRPSHWH DZD\ DOO RI WKH DQWLFLSDWHG VHUYLFH

SURpWV�

$V LQ WKH GLoHUHQWLDWHG GXRSRO\ FDVH� WKH DELOLW\ WR FRPPLW WR HrFLHQW VHUYLFH SULFHV

\LHOGV D 3DUHWR LPSURYHPHQW� $OWKRXJK pUP SURpWV UHPDLQ DW ]HUR DQG WKXV DUH QRW

LPSURYHG� FRQVXPHUV DUH PDGH EHWWHU Ro� 7KH LQWXLWLRQ IRU WKH IRUPDO DUJXPHQW LV WKH

IROORZLQJ� DOO FRQVXPHUV EX\ HTXLSPHQW LQ HLWKHU FDVH� VR pUVW�SHULRG VRFLDO ZHOIDUH LV

XQFKDQJHG� 7KH UHGXFWLRQ LQ VHFRQG�SHULRG VHUYLFH SULFH UHGXFHV GHDGZHLJKW ORVV IURP

WKH FKRLFH RI KRZ PXFK VHUYLFH WR SXUFKDVH� VR VHFRQG�SHULRG ^ DQG RYHUDOO ^ ZHOIDUH LV

LQFUHDVHG� )LUP SURpWV DUH ]HUR LQ ERWK FDVHV� VR FRQVXPHUV PXVW EH EHWWHU Ro�

0RUH JHQHUDOO\� ZH FDQ HYDOXDWH WKH UROH RI FRPSHWLWLRQ E\ ORRNLQJ DW WKH FRQGLWLRQV IRU

D VWHDG\ VWDWH LQ WKLV PRGHO� (TXDWLRQ ��� DQG WKH HTXLYDOHQW FRQGLWLRQ IRU S
E
LPSOLFLWO\

GHpQH EHVW�UHVSRQVH IXQFWLRQV WKDW WRJHWKHU GHWHUPLQH DQ HTXLOLEULXP DW DQ\ SRLQW LQ

WLPH� ,Q VWHDG\ VWDWH� KRZHYHU� D WKLUG FRQGLWLRQ PXVW KROG� G�  AG� ,Q WKLV FDVH� WKH

VWDWLF H[SHFWDWLRQV DERXW VHUYLFH SULFHV WKDW ZH KDYH DVVXPHG IRU FRQVXPHUV DUH IXOpOOHG�

,PSRVLQJ WKLV FRQGLWLRQ RQ ��� DQG DJDLQ VXEVWLWXWLQJ IRU AG IURP ���� ���� DQG ���� WKHQ

IDFWRULQJ RXW WKH AG H[SUHVVLRQ JLYHV WKH VWHDG\ VWDWH FRQGLWLRQV
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DQG WKH HTXLYDOHQW H[SUHVVLRQ IRU S
E
� 7KH pUVW WHUP LV WKH HTXLOLEULXP PDUNHW VKDUH� VR IRU

WKH HTXLOLEULXP WR H[LVW DW DQ LQWHULRU VROXWLRQ� WKH VHFRQG WHUP PXVW EH HTXDO WR ]HUR� :H

FDQ VHH IURP WKLV WKDW WKH GHJUHH WR ZKLFK WKH SULFH RI VHUYLFH H[FHHGV WKH FRVW RI SURYLGLQJ

VHUYLFH GHSHQGV RQO\ RQ WKH VKDSH RI WKH GHPDQG FXUYH IRU VHUYLFH DQG WKH GHJUHH WR ZKLFK

WKH pUP GLVFRXQWV IXWXUH SURpWV� 1RWDEO\� � GRHV QRW DSSHDU LQ WKH VHFRQG WHUP� 7KH

H[WHQW RI VXEVWLWXWDELOLW\ DPRQJ EUDQGV LQ WKH HTXLSPHQW PDUNHW� ZKLFK GHWHUPLQHV WKH

VHYHULW\ RI FRPSHWLWLRQ� GRHV QRW DoHFW WKH HTXLOLEULXP SULFH RI WKH DIWHUPDUNHW SURGXFW

LQ WKLV PRGHO���

�� 7 K LV U HVX OW LV FRQ G LWLRQ DO RQ RX U FX U U HQ W DVVX P S WLRQ WK DW Q HZ HT X LS P HQ W LV Q RW DQ HFRQ RP LFDOO\ Y LDE OH
DOWHU Q DWLY H WR VHU Y LFLQ J X VHG HT X LS P HQ W� : H U HOD[ WK LV DVVX P S WLRQ E HORZ �
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7KLV VXUSULVLQJ UHVXOW GHSHQGV RQ WKH DVVXPSWLRQ WKDW D FRQVXPHU
V VWUHQJWK RI SUHIHU�

HQFH EHWZHHQ EUDQGV� � � DQG ORFDWLRQ RQ WKH OLQH LV XQFRUUHODWHG ZLWK KHU GHPDQG IRU WKH

DIWHUPDUNHW SURGXFW� :KHQ WKLV LV WUXH� WKH VHUYLFH SULFH LV QRW D XVHIXO SROLF\ LQVWUXPHQW

IRU PD[LPL]LQJ SURpWV DV WKH OHYHO RI FRPSHWLWLRQ FKDQJHV� 7KH pUP VHWV VHUYLFH SULFH

WR RSWLPDOO\ EDODQFH WKH UHSXWDWLRQ DQG ORFN�LQ PDUNHW SRZHU LQFHQWLYHV� ,W UHVSRQGV WR

FKDQJHV LQ FRPSHWLWLRQ RQO\ E\ DGMXVWLQJ LWV HTXLSPHQW SULFH� ,Q VRPH VLWXDWLRQV� KRZHYHU�

� PD\ QRW EH LQGHSHQGHQW RI WKH GHPDQG IRU VHUYLFH RU WKH LPSRUWDQFH RI UHSXWDWLRQ� ,Q

WKRVH FDVHV� WKH FKDQJHV LQ � FDQ LQqXHQFH WKH DIWHUPDUNHW SULFH� DV ZH GLVFXVV LQ 6HFWLRQ ��

0RUH LPSRUWDQWO\� WKLV UHVXOW ZLOO QRW QHFHVVDULO\ KROG LI FRQVXPHUV FRQVLGHU DEDQGRQPHQW

RI WKH HTXLSPHQW DIWHU RQH SHULRG D UHDOLVWLF DOWHUQDWLYH� DV ZH GLVFXVV EHORZ�

:KLOH HTXDWLRQ ���� DQG WKH HTXLYDOHQW H[SUHVVLRQ IRU S
E
WRJHWKHU FKDUDFWHUL]H WKH

VWHDG\ VWDWH LQ WKLV PDUNHW� ZH KDYH QRW VWXGLHG WKH G\QDPLF SDWK WR WKH VWHDG\ VWDWH�

$ZD\ IURP WKH VWHDG\ VWDWH� WKH RSWLPXP FRQGLWLRQV IRU VHUYLFH SULFHV ZLOO QRW EH H[DFWO\ DV

VKRZQ LQ ����� EHFDXVH WKHUH ZLOO EH D G\QDPLF FRQVLGHUDWLRQ� D JLYHQ VKDUH RI HTXLSPHQW

VDOHV WKLV SHULRG ZLOO DoHFW WKH RSWLPDO VHUYLFH SULFH QH[W SHULRG� ZKLFK ZLOO KHOS GHWHUPLQH

WKH VKDUH RI HTXLSPHQW VDOHV QH[W SHULRG DQG WKXV WKH RSWLPDO VHUYLFH SULFH LQ WZR SHULRGV�

HWF� ,Q WKDW SURFHVV� LW DSSHDUV WKDW � PLJKW DoHFW WKH GHJUHH RI DERYH�FRVW SULFLQJ RI WKH

DIWHUPDUNHW SURGXFW� 1RQHWKHOHVV� FRPSHWLWLRQ ZLOO VWLOO IDLO WR GULYH WKH DIWHUPDUNHW SULFH

WR PDUJLQDO FRVW�

&RPSHWLWLRQ %HWZHHQ 6HUYLFH DQG 1HZ (TXLSPHQW

:H KDYH WKXV IDU DQDO\]HG WKH PRGHO ZLWKRXW UHFRJQL]LQJ WKH SRVVLELOLW\ WKDW FRQVXPHUV

PLJKW DEDQGRQ HTXLSPHQW DIWHU RQH SHULRG DQG SXUFKDVH QHZ HTXLSPHQW UDWKHU WKDQ VHU�

YLFLQJ WKH XVHG HTXLSPHQW� *LYHQ WKH VWUXFWXUH RI WKH PRGHO ^ LQ ZKLFK FRQVXPHUV DUH

KRPRJHQHRXV H[FHSW IRU WKHLU ORFDWLRQ RQ WKH OLQH DQG PXVW SD\ WKH WUDQVSRUWDWLRQ FRVW

HDFK SHULRG UHJDUGOHVV RI ZKHWKHU WKH\ VHUYLFH XVHG HTXLSPHQW RU EX\ QHZ ^ LW LV FOHDU

WKDW WKHUH ZLOO EH D WKUHVKROG SULFH RI VHUYLFH UHODWLYH WR HTXLSPHQW WKDW ZRXOG LQGXFH DOO

RI WKH FXVWRPHUV RI D pUP WR DEDQGRQ WKHLU XVHG HTXLSPHQW� 7KLV ZRXOG QHYHU EH HrFLHQW

XQGHU WKH DVVXPSWLRQV RI WKH PRGHO� DQG D pUP ZRXOG DOZD\V EH EHWWHU Ro VHWWLQJ SULFH

MXVW EHORZ WKLV WKUHVKROG WKDQ LQGXFLQJ HTXLSPHQW DEDQGRQPHQW�
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7KXV� WKHUH DUH WZR W\SHV RI HTXLOLEULD WKDW FRXOG RFFXU GHSHQGLQJ RQ ZKHWKHU RU QRW

WKH HTXLSPHQW DEDQGRQPHQW FRQVWUDLQW LV ELQGLQJ� 7R DVVXUH WKDW WKH FRQVXPHU VHUYLFHV

HTXLSPHQW LQ WKH VHFRQG SHULRG UDWKHU WKDQ DEDQGRQLQJ LW DQG EX\LQJ QHZ� WKH QHFHVVDU\

FRQGLWLRQ LV WKDW Vb�Gb3
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7KLV FRQVWUDLQW LV PRUH OLNHO\ WR ELQG LI HTXLSPHQW LV LQH[SHQVLYH �3
D
VPDOO� UHODWLYH WR

WKH ORVV LQ YDOXH IURP XVLQJ D VHFRQG�SHULRG SLHFH RI HTXLSPHQW DIWHU RSWLPDO VHUYLFLQJ

�K b I�T�S
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D
��� ,I HTXLSPHQW LV YHU\ H[SHQVLYH DQG XVHG HTXLSPHQW KDV KLJK

YDOXH UHODWLYH WR QHZ� WKHQ WKLV FRQVWUDLQW ZRQ
W ELQG DQG WKH GLVFXVVLRQ DERYH ZLOO FRUUHFWO\

FKDUDFWHUL]H WKH PDUNHW�

,I WKH FRQVWUDLQW GRHV ELQG� WKHQ QHZ HTXLSPHQW FRPSHWHV ZLWK VHUYLFLQJ XVHG HTXLS�

PHQW� ZKLFK FKDQJHV WKH HoHFWV RI FRPSHWLWLRQ DPRQJ VHOOHUV� *LYHQ V\PPHWU\ EHWZHHQ
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D
 }

E
� 3OXJJLQJ WKHVH FRQGLWLRQV LQWR WKH HTXLOLEULXP HTXLSPHQW SULFH
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D
 ��� � r� b �r ��}

D
� 7KHQ WKH HTXLSPHQW VHUYLFLQJ FRQGLWLRQ FDQ EH

UH�ZULWWHQ DV� I�T�S
D
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D
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D
� :KDW LV QRWHZRUWK\ DERXW WKLV

UHVXOW LV WKDW � � WKH GHJUHH RI FRPSHWLWLRQ EHWZHHQ WKH pUPV� QRZ PDWWHUV� DV FRPSHWLWLRQ

LQFUHDVHV �� IDOOV�� WKH FRQVXPHU PXVW EH OHIW ZLWK PRUH FRQVXPHU VXUSOXV IURP VHUYLFH

WR SUHYHQW KHU IURP DEDQGRQLQJ KHU XVHG HTXLSPHQW� 0RUH FRPSHWLWLRQ LQ WKH HTXLSPHQW

PDUNHW ORZHUV WKH SULFH LQ WKH VHUYLFH PDUNHW� 1RQHWKHOHVV� VR ORQJ DV LW LV HrFLHQW WR VHU�

YLFH XVHG HTXLSPHQW ^ L�H�� FRQVXPHUV VWULFWO\ SUHIHU VHUYLFLQJ XVHG HTXLSPHQW WR EX\LQJ

QHZ HDFK SHULRG ZKHQ ERWK HTXLSPHQW DQG VHUYLFH DUH SULFHG DW PDUJLQDO FRVW ^ WKH WKUHDW

RI HTXLSPHQW DEDQGRQPHQW FDQ QHYHU GULYH WKH SULFH RI VHUYLFH WR LWV PDUJLQDO FRVW� VR WKH

pUP ZLOO VWLOO QHYHU PD[LPL]H SURpWV E\ VHWWLQJ WKH SULFH RI VHUYLFH HTXDO WR PDUJLQDO FRVW�

2QH LQWHUHVWLQJ UHVXOW WKDW IROORZV IURP WKLV GLVFXVVLRQ LV WKDW ZH FDQ FKDUDFWHUL]H WKH

HoHFW WKDW GXUDELOLW\ KDV RQ WKH H[HUFLVH RI DIWHUPDUNHW SRZHU� :H FDQ LQWHUSUHW & b K

DV D PHDVXUH RI ?GXUDELOLW\�� $V WKH HTXLSPHQW SURGXFWLRQ FRVW� &� LQFUHDVHV UHODWLYH

WR WKH TXDOLW\ ORVV DV HTXLSPHQW DJHV� K� WKH RSWLRQ WR GLVFDUG RQH�SHULRG�ROG HTXLSPHQW

EHFRPHV OHVV DWWUDFWLYH �WKH RSSRUWXQLW\ FRVW RI HDUO\ GLVSRVDO LV JUHDWHU�� $OWKRXJK LW

LV REVFXUHG DERYH E\ RXU DVVXPSWLRQ WKDW &  �� ZH FDQ UHSODFH K ZLWK K b & LQ WKH

DERYH LQHTXDOLWLHV� DQG VHH WKDW ZKHQ WKH QHZ HTXLSPHQW FRQVWUDLQW LV ELQGLQJ� DQ LQFUHDVH

LQ GXUDELOLW\ �ORZHU K b &� PDNHV WKH FRQVWUDLQW OHVV ELQGLQJ� VR WKH pUP FDQ FKDUJH D
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KLJKHU VHUYLFH SULFH ZLWKRXW LQGXFLQJ FRQVXPHUV WR VFUDS XVHG HTXLSPHQW DQG EX\ QHZ�

7KHUHIRUH� ZKHQ QHZ HTXLSPHQW SRVHV D ELQGLQJ FRQVWUDLQW RQ DIWHUPDUNHW SULFLQJ� JUHDWHU

GXUDELOLW\ LV DVVRFLDWHG ZLWK KLJKHU DIWHUPDUNHW SULFHV�

�� $ 0RQRSRO\ LQ WKH (TXLSPHQW 0DUNHW

7R FRPSOHWH WKH DQDO\VLV� ZH FRQVLGHU WKH FDVH RI PRQRSRO\ LQ WKH HTXLSPHQW PDUNHW� )RU

WKH SXUSRVH RI FRPSDULVRQ� ZH FRQWLQXH WR XVH D OLQHDU VSDWLDO PRGHO� :H DVVXPH WKDW

WKH PRQRSROLVW LV ORFDWHG DW WKH HQGSRLQW RI WKH FKDUDFWHULVWLF�VSDFH LQ RUGHU WR PDNH WKH

VHW�XS PRVW VLPLODU WR WKH GXRSRO\ VHWWLQJ���

$ FRQVXPHU EX\V HTXLSPHQW� KROGV LW IRU WZR SHULRGV� DQG VHUYLFHV LW WKH VHFRQG SHULRG

LI KHU WRWDO QHW FRQVXPHU VXUSOXV LV QRQ�QHJDWLYH� WKDW LV LI
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)RU QRZ ZH DVVXPH WKDW WKH FRQVXPHU UHFHLYHV VXrFLHQW VXUSOXV IURP VHUYLFLQJ SHULRG�ROG

HTXLSPHQW WKDW VKH GRHV QRW EX\ QHZ� ZH ZLOO UHWXUQ WR WKLV DVVXPSWLRQ ODWHU�

7KH PDUNHW ERXQGDU\ RI WKH PRQRSROLVW� AG
P
� LV GHWHUPLQHG E\ WKH FRQVXPHU ZKR

UHFHLYHV ]HUR VXUSOXV�
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�� VLQFH ZH FRQWLQXH WR DVVXPH WKDW SURGXFWLRQ FRVWV DUH ]HUR���

&RQVLGHU WKH YDOXH IXQFWLRQ IRU D PRQRSROLVW ZLWK LQLWLDO VDOHV RI G�
P
� :H DVVXPH WKDW

WKH PRQRSROLVW
V PDUNHW VKDUH ZLOO EH WKH VDPH LQ HYHU\ VXEVHTXHQW SHULRG� DQG� DV EHIRUH�

�� $ Q DOWHU Q DWLY H LQ WHU S U HWDWLRQ LV IRU � WR E H VX r FLHQ WO\ ODU JH WK DW WK H P DU JLQ DO FX VWRP HU IRU HLWK HU p U P
LV RX WVLG H WK H P DU N HW RI WK H RWK HU p U P � WK HU H LV D JDS LQ WK H P LG G OH RI WK H P DU N HW Z K HU H FRQ VX P HU V G R Q RW
E X \ HLWK HU S U RG X FW� VR HDFK p U P LV D ORFDO P RQ RS ROLVW�

�� 'HS HQ G LQ J RQ JU RVV FRQ VX P HU VX U S OX V U HODWLY H WR WK H WU DQ VS RU WDWLRQ FRVW� WK H P RQ RS ROLVW P D\ RU
P D\ Q RW VHU Y H WK H HQ WLU H P DU N HW� ,I WU DQ VS RU W FRVWV DU H K LJK U HODWLY H WR JU RVV VX U S OX V� WK H P RQ RS ROLVW
P D[ LP L]HV S U Rp WV E \ Q RW VHU Y LQ J WK H HQ WLU H P DU N HW� LQ S DU WLFX ODU � VRP H FRQ VX P HU V RS W RX W RI WK H P DU N HW
LI V � r>V b K � I�T�SP��@ � ���� � r�� ,I WK H LQ HT X DOLW\ G RHV Q RW K ROG � WK HQ WK H P RQ RS ROLVW VHU Y HV WK H

HQ WLU H P DU N HW DQ G AGP  �� : H DVVX P H WK DW WK H LQ HT X DOLW\ G RHV K ROG WR P RVW FORVHO\ S DU DOOHO WK H G X RS RO\
VLWX DWLRQ � 7 K H U HVX OW LV WK DW WK H P RQ RS ROLVW IDFHV D OLQ HDU G HP DQ G FX U Y H Z LWK Y HU WLFDO LQ WHU FHS W V DQ G VORS H
b� � ,Q WK LV FDVH� E RWK D P RQ RS ROLVW DQ G D G X RS ROLVW IDFH D WU DG H�Ro LQ VHWWLQ J WK H S U LFH RI VHU Y LFH� DV
S U LFH U LVHV DE RY H FRVW� S U Rp WV RQ ORFN HG �LQ FX VWRP HU V U LVH E X W S U Rp WV RQ IX WX U H JHQ HU DWLRQ V RI FX VWRP HU V
IDOO E HFDX VH WK H P DU N HW VK DU H RI WK H p U P IDOOV�
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ZH UHVWULFW RXUVHOYHV WR VLWXDWLRQV LQ ZKLFK WKH pUP FKRRVHV WR FKDUJH WKH VDPH VHUYLFH

SULFH LQ HYHU\ SHULRG�
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6XEVWLWXWLQJ IRU AG
P
IURP ���� DQG WDNLQJ WKH GHULYDWLYH ZLWK UHVSHFW WR WKH HTXLSPHQW SULFH

\LHOGV WKH pUVW�RUGHU FRQGLWLRQ IRU WKH HTXLSPHQW SULFH� 6ROYLQJ IRU WKH RSWLPDO HTXLSPHQW

SULFH DV D IXQFWLRQ RI WKH VHUYLFH SULFH JLYHV�
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6XEVWLWXWLQJ WKLV H[SUHVVLRQ DQG ���� LQ ���� \LHOGV SURpW DV D IXQFWLRQ RI VHUYLFH SULFH

RQO\�
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1RZ ZH FDQ FDOFXODWH WKH pUVW RUGHU FRQGLWLRQ IRU RSWLPDO VHUYLFH SULFLQJ� $IWHU UHDUUDQJLQJ

DQG HYDOXDWLQJ DW WKH VWHDG\ VWDWH� L�H�� G�
P
 AG

P
� ZH KDYH�
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$W S  F� WRWDO VXUSOXV LQ WKH VHUYLFH PDUNHW LV PD[LPL]HG� VR PDUJLQDO VXUSOXV� ZKLFK

LV I ��c�T��c�� LV ]HUR� 7KHQ WKH pUVW�RUGHU FRQGLWLRQ EHFRPHV
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7KXV� WKH PRQRSROLVW ZLOO FKDUJH D SULFH KLJKHU WKDQ WKH FRPSHWLWLYH SULFH LQ WKH DIWHU�

PDUNHW� 7KH PRQRSROLVW ZRXOG OLNH WR FRPPLW WR FKDUJH D FRPSHWLWLYH VHUYLFH SULFH LQ DOO

SHULRGV� WKXV PD[LPL]LQJ WKH YDOXH RI WKH HTXLSPHQW WR WKH FRQVXPHU� 7KH PRQRSROLVW

FRXOG WKHQ H[WUDFW WKH VXUSOXV WKURXJK WKH PRQRSRO\ HTXLSPHQW SULFH� +RZHYHU� D PR�

QRSROLVW WKDW FDQQRW PDNH HQIRUFHDEOH FRPPLWPHQWV ZLOO QRW FKDUJH PDUJLQDO FRVW SULFH

LQ WKH DIWHUPDUNHW IRU WKH VDPH UHDVRQ D pUP IDFLQJ FRPSHWLWLRQ ZLOO QRW� RQFH WKH pUP

KDV DQ LQVWDOOHG EDVH RI FRQVXPHUV� WKH pUP KDV DQ LQFHQWLYH WR UDLVH WKH SULFH RI VHUYLFH���

�� ,Q D U HODWHG P RG HO RI ?RS HQ � Y V� ?FORVHG � V\ VWHP V FRP S HWLWLRQ � .HQ G H ������ VK RZ V WK DW Z K HQ WK HU H
LV G HP DQ G IRU Y DU LDE OH T X DQ WLWLHV RI HT X LS P HQ W� DQ G D WDVWH IRU DIWHU P DU N HW Y DU LHW\ � LW Z LOO VRP HWLP HV E H
LQ WK H P RQ RS ROLVW
V LQ WHU HVW WR P DLQ WDLQ WK H DIWHU P DU N HW P RQ RS RO\ DQ G H[ WU DFW VRP H RI WK H U HQ WV IU RP
S U RG X FW G LoHU HQ WLDWLRQ WK HU HLQ � U DWK HU WK DQ FRP P LW WR D FRP S HWLWLY H VHU Y LFH P DU N HW� $ V LQ RX U P RG HO�
Z HOIDU H LQ .HQ G H
V V\ VWHP LV DOZ D\ V K LJK HU Z K HQ WK H DIWHU P DU N HW LV FRP S HWLWLY H�
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7KDW LV� LQ DQ\ FRQWLQXDWLRQ JDPH VWDUWLQJ ZLWK DQ LQVWDOOHG EDVH� WKH UDWLRQDO FKRLFH LV WR

QRW FKDUJH S  F LQ DOO IXWXUH SHULRGV� 2QFH DJDLQ� WKLV UHVXOW LV UREXVW WR RXU DVVXPSWLRQ

WKDW VHUYLFH SULFH LV FRQVWDQW DFURVV SHULRGV� DQ\ QRQ�FRQVWDQW SULFH SDWK ZLOO QHFHVVDULO\

KDYH DW OHDVW VRPH SHULRGV ZLWK DERYH�FRVW SULFLQJ�

,V WKH GHSDUWXUH IURP FRPSHWLWLYH DIWHUPDUNHW SULFLQJ PRUH VHYHUH IRU D PRQRSROLVW

WKDQ LW LV IRU GXRSROLVWV" 7R DGGUHVV WKLV TXHVWLRQ� ZH HYDOXDWH WKH PRQRSROLVW
V pUVW�RUGHU

FRQGLWLRQ DW WKH GXRSROLVW
V RSWLPDO VHUYLFH SULFH�
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8VLQJ WKH IDFW WKDW ��� � }��  I ��c�T��c�� WKH GXRSROLVW
V pUVW�RUGHU FRQGLWLRQ� HTXDWLRQ
����� FDQ EH UHZULWWHQ DV
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7KH pUVW�RUGHU FRQGLWLRQV IRU WKH PRQRSROLVW DQG GXRSROLVW KDYH H[DFWO\ WKH VDPH IRUP

H[FHSW IRU WKH FRHrFLHQW RI � � PXOWLSO\LQJ WKH PDUJLQDO VXUSOXV LQ WKH ROLJRSRO\ H[SUHV�

VLRQ�

:K\ GRHV RQO\ WZR�WKLUGV RI WKH PDUJLQDO HoHFW RQ FRQVXPHU VXUSOXV HQWHU WKH H[SUHV�

VLRQ IRU WKH GXRSROLVW" &RQVLGHU WKH HoHFW RI UHGXFLQJ VHUYLFH SULFH� LQ WKH PRQRSRO\ VLW�

XDWLRQ� JURVV FRQVXPHU VXUSOXV IURP WKH VHUYLFH�DXJPHQWHG HTXLSPHQW LQFUHDVHV� %HFDXVH

WKH PDUJLQDO FRQVXPHU LV FKRRVLQJ EHWZHHQ SXUFKDVLQJ WKH HTXLSPHQW RU QRW SXUFKDVLQJ

WKH HTXLSPHQW� WKH PRQRSROLVW FDQ FDSWXUH� YLD WKH HTXLSPHQW SULFH� WKH HQWLUH LQFUHDVH

LQ VXUSOXV RI WKH PDUJLQDO FRQVXPHU� 7KH DOWHUQDWLYH DYDLODEOH WR WKH PDUJLQDO FXVWRPHU

RoHUV ]HUR VXUSOXV� DQG WKDW DOWHUQDWLYH LV p[HG� ,Q FRQWUDVW� D GXRSROLVW LV QRW DEOH WR

FDSWXUH WKH HQWLUH LQFUHDVH LQ FRQVXPHU VXUSOXV WR WKH PDUJLQDO FRQVXPHU IURP D UHGXFWLRQ

LQ WKH VHUYLFH SULFH� 8QGHU GXRSRO\� WKH PDUJLQDO FRQVXPHU LV FKRRVLQJ EHWZHHQ SXUFKDV�

LQJ WKH HTXLSPHQW IURP WKH GXRSROLVW RU IURP LWV FRPSHWLWRU� $V WKH GXRSROLVW FDSWXUHV

PRUH FRQVXPHUV� WKH PDUJLQDO FRQVXPHU LW LV DWWHPSWLQJ WR FDSWXUH LV FORVHU WR WKH ULYDO

pUP DQG UHFHLYHV JUHDWHU VXUSOXV IURP WKH ULYDO� 7KXV� LW LV LQFUHDVLQJO\ GLrFXOW WR FDSWXUH

PDUNHW VKDUH DV WKH PDUJLQDO FRQVXPHU WKDW WKH GXRSROLVW IDFHV REWDLQV LQFUHDVLQJ VXUSOXV

IURP KHU DOWHUQDWLYH SXUFKDVH�
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6LQFH WKH GXRSROLVW
V PDUNHW VKDUH LV SRVLWLYH� AG�S
D
� ! �� WKH WHUP LQ EUDFNHWV LQ

HTXDWLRQ ���� PXVW EH HTXDO WR ]HUR ZKHQ HYDOXDWHG DW WKH GXRSROLVW
V RSWLPDO SULFH� :H

FDQ XVH WKLV IDFW WR VLJQ WKH PRQRSROLVW
V pUVW�RUGHU FRQGLWLRQ HYDOXDWHG DW WKH GXRSRO\

VHUYLFH SULFH� 6LQFH I ��T�T��S
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7KDW LV� HYDOXDWHG DW S
D
� WKH VHFRQG WHUP LQ WKH PRQRSROLVW
V pUVW�RUGHU FRQGLWLRQ LV QHJD�

WLYH� 7KHQ� VLQFH AG
P
�S

D
� ! �� ZH NQRZ WKDW WKH PRQRSROLVW
V pUVW�RUGHU FRQGLWLRQ ZRXOG EH

QHJDWLYH LI LW FKDUJHG S
D
IRUHYHU� 7KDW PHDQV LW ZRXOG PDNH KLJKHU SURpWV LQ D VWHDG\ VWDWH

LQ ZKLFK LW FKDUJHG D SULFH EHORZ WKH GXRSROLVW
V RSWLPDO VHUYLFH SULFH �DVVXPLQJ FRQFDYLW\

RI WKH YDOXH IXQFWLRQ�� 7KXV� ZKLOH WKH PRQRSROLVW ZLOO H[HUFLVH LWV PDUNHW SRZHU RYHU

ORFNHG�LQ FXVWRPHUV� LQ WKLV PRGHO LW ZLOO QRW GR VR WR WKH VDPH H[WHQW DV DQ LPSHUIHFWO\

FRPSHWLWLYH HTXLSPHQW pUP���

1RZ ZH GLVFXVV ZKDW KDSSHQV LI D FXVWRPHU LV SHUPLWWHG WR FRQVLGHU EX\LQJ QHZ HTXLS�

PHQW DV DQ DOWHUQDWLYH WR VHUYLFLQJ ROG HTXLSPHQW� ,Q WKH VHFRQG SHULRG� D FRQVXPHU ZHLJKV

WKH JDLQ WR DEDQGRQLQJ WKH XVHG HTXLSPHQW DQG EX\LQJ QHZ WR VHUYLFLQJ WKH XVHG HTXLS�

PHQW DQG XVLQJ LW IRU RQH PRUH SHULRG� 7KH FRQVXPHU ZLOO VHUYLFH XVHG HTXLSPHQW VR ORQJ
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6XSSRVH WKDW DW WKH RSWLPDO HTXLSPHQW DQG VHUYLFH SULFHV GHULYHG DERYH� ZKHUH WKH pUP

GLG QRW FRQVLGHU WKDW FRQVXPHUV PLJKW DEDQGRQ XVHG HTXLSPHQW WR EX\ QHZ� HTXDWLRQ

���� GLG QRW KROG� 7KHQ SURpWV ZRXOG QRW EH PD[LPL]HG DV FRQVXPHUV ZRXOG QHYHU VHUYLFH

HTXLSPHQW� 7KH PRQRSROLVW ZLOO VHW SULFHV LQ HDFK PDUNHW VXFK WKDW LQHTXDOLW\ ���� MXVW

KROGV� LQ ZKLFK FDVH WKH HTXLSPHQW SULFH ZLOO EH JLYHQ E\
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�� 7 K H G LoHU LQ J S U LFH E HWZ HHQ P RQ RS RO\ DQ G G X RS RO\ P D\ DW p U VW VHHP LQ FRQ VLVWHQ W Z LWK WK H FODLP LQ WK H
S U HY LRX V VHFWLRQ WK DW WK H DIWHU P DU N HW S U LFH LV LQ G HS HQ G HQ W RI � LQ WK H P RG HO� 7 K H � �LU U HOHY DQ FH U HVX OW K ROG V
VR ORQ J DV WK HU H LV FRP S HWLWLRQ E HWZ HHQ WK H p U P V� L�H�� WK H P DU JLQ DO FX VWRP HU IRU HDFK p U P JHWV S RVLWLY H
FRQ VX P HU VX U S OX V IU RP WK H S U RG X FW RI WK H RWK HU p U P � 7 K HU H LV D FK DQ JH LQ HT X LOLE U LX P E HK DY LRU DW WK H
S RLQ W WK DW � �U HODWLY H WR WK H JU RVV FRQ VX P HU VX U S OX V IU RP FRQ VX P LQ J WK H VHU Y LFH�DX JP HQ WHG HT X LS P HQ W�
E HFRP HV ODU JH HQ RX JK WK DW WK H p U P V DFW DV VHS DU DWH P RQ RS ROLVWV DQ G HDFK FRQ VX P HU E X \ V HLWK HU IU RP RQ H
RI WK H WZ R p U P V RU Q RW DW DOO�
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:KHQ EX\LQJ QHZ HTXLSPHQW LV D YLDEOH DOWHUQDWLYH WR VHUYLFLQJ XVHG HTXLSPHQW� WKH PR�

QRSROLVW LQ HVVHQFH KDV RQO\ RQH GHJUHH RI IUHHGRP� 6XEVWLWXWLQJ ���� LQWR WKH PDUNHW

ERXQGDU\ FRQGLWLRQ ���� DQG LQWR WKH YDOXH IXQFWLRQ ���� OHDGV WR D QHZ YDOXH IXQFWLRQ� ,W

FDQ EH VKRZQ WKDW� ZKHQ HYDOXDWHG DW WKH VHUYLFH SULFH LPSOLFLWO\ JLYHQ E\ ����� WKH QHZ

pUVW�RUGHU FRQGLWLRQ ZRXOG EH QHJDWLYH� 7KXV� ZKHQ QHZ HTXLSPHQW LV YLDEOH FRPSHWLWLRQ

WR VHUYLFHG HTXLSPHQW� WKH PRQRSROLVW UHGXFHV WKH SULFH RI VHUYLFH DQG WKH SULFH RI HTXLS�

PHQW��� 2XU PDLQ UHVXOW FRQWLQXHV WR KROG� LI WKH PRQRSROLVW FKDUJHV D FRQVWDQW VHUYLFH

SULFH� WKDW SULFH ZLOO EH KLJKHU WKDQ PDUJLQDO FRVW�

�� &RQFOXVLRQ

5HFHQW DQWLWUXVW LQYHVWLJDWLRQV RI SULFLQJ DQG SUDFWLFHV LQ DIWHUPDUNHWV KDYH KLQJHG RQ

ZKHWKHU pUPV LQ UHDVRQDEO\ FRPSHWLWLYH HTXLSPHQW PDUNHWV FRXOG KDYH DQ LQFHQWLYH WR

H[HUFLVH PDUNHW SRZHU LQ WKH DVVRFLDWHG DIWHUPDUNHWV� :H KDYH VKRZQ WKDW� UHJDUGOHVV

RI WKH VWUXFWXUH RI WKH HTXLSPHQW PDUNHW� D pUP WKDW KDV PDUNHW SRZHU RYHU VDOHV LQ LWV

DVVRFLDWHG DIWHUPDUNHWV ZLOO H[HUFLVH WKDW SRZHU DW OHDVW WR VRPH H[WHQW� SULFLQJ DIWHUPDUNHW

JRRGV DQG VHUYLFHV DERYH WKHLU FRPSHWLWLYH OHYHOV� 7KH WUDGHRo EHWZHHQ HVWDEOLVKLQJ D ORZ�

DIWHUPDUNHW�SULFH UHSXWDWLRQ DQG H[WUDFWLQJ SURpWV IURP ORFNHG�LQ FXVWRPHUV ZLOO DOZD\V

UHVXOW LQ HOHYDWLRQ RI SULFH DERYH WKH FRPSHWLWLYH OHYHO� 7KLV SULFH HOHYDWLRQ LV OLNHO\ WR EH

JUHDWHU ZKHQ HLWKHU KLJK GLVFRXQW UDWHV RU D GHFOLQLQJ PDUNHW ORZHU WKH YDOXH RI HVWDEOLVKLQJ

D ORZ�SULFH UHSXWDWLRQ� &RPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW LV PRUH OLNHO\ WR GLVFLSOLQH

DIWHUPDUNHW SULFHV ZKHQ SXUFKDVLQJ QHZ HTXLSPHQW LV D PRUH YLDEOH DOWHUQDWLYH WR VHUYLFLQJ

ROG HTXLSPHQW� ,QWXLWLYHO\� WKLV ODWWHU FRQVWUDLQW LV PRUH ELQGLQJ ZKHQ HTXLSPHQW LV OHVV

GXUDEOH ^ WKDW LV� ZKHQ WKH QHW VRFLDO VXUSOXV RI VHUYLFLQJ DQG UH�XVLQJ UHODWLYH WR SURGXFLQJ

D QHZ XQLW RI HTXLSPHQW LV VPDOOHU�

7KH PRGHOV ZH H[SORUH SUHGLFW WKDW LW LV RQO\ WKH LQDELOLW\ WR FRPPLW WKDW OHDGV WR

VXSUDFRPSHWLWLYH DIWHUPDUNHW SULFLQJ� ,W LV HDV\ WR VHH ZK\ D SHUIHFW FRQWUDFWXDO FRPPLW�

PHQW ZLOO W\SLFDOO\ EH LQIHDVLEOH� WKH VHUYLFH OLIH IRU GXUDEOH HTXLSPHQW LV RIWHQ D GHFDGH

�� 7 K H ODWWHU FDQ E H VHHQ DV IROORZ V� )LU VW� G HQ RWH WK H HT X LS P HQ W DQ G VHU Y LFH S U LFHV WK DW G R Q RW Y LRODWH
LQ HT X DOLW\ ���� E \ 3 �

P
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P
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RU PRUH� WKHUH DUH PDQ\ XQYHULpDEOH GLPHQVLRQV RI VHUYLFH TXDOLW\� DQG FRVW FKDQJHV DUH

GLrFXOW WR YHULI\���

%H\RQG WKH LQFHQWLYH WR UDLVH DIWHUPDUNHW SULFHV WKURXJK DQ H[HUFLVH RI PDUNHW SRZHU�

KRZHYHU� WKHUH DUH RWKHU UHDVRQV WKDW D PDQXIDFWXUHU PLJKW ZDQW WR NHHS LWV DIWHUPDUNHWV

FORVHG� 7KHVH UDQJH IURP TXLWH GHIHQVLEOH RQ SXEOLF SROLF\ DQG DQWLWUXVW JURXQGV WR UDWKHU

VXVSHFW�

6KDUHG OLDELOLW\ ^ DOVR NQRZQ DV WKH ?pQJHU SRLQWLQJ� SUREOHP ^ LV SHUKDSV WKH PRVW

GHIHQVLEOH EDVLV IRU H[FOXGLQJ FRPSHWLWRUV IURP DIWHUPDUNHWV LQ WKRVH FDVHV ZKHUH LW LV

VXSSRUWHG E\ WKH HYLGHQFH� ,I DQ RXWVLGH YHQGRU VHUYLFHV WKH HTXLSPHQW RU SURYLGHV VSDUH

SDUWV DQG WKH HTXLSPHQW WKHQ PDOIXQFWLRQV� WKH HTXLSPHQW PDQXIDFWXUHU PLJKW EH IDOVHO\

EODPHG IRU HTXLSPHQW IDLOXUH WKDW LV DFWXDOO\ GXH WR ORZ TXDOLW\ ZRUNPDQVKLS RU SDUWV

IURP WKH RXWVLGH YHQGRU� 7KH YLDELOLW\ RI WKLV GHIHQVH GHSHQGV GLUHFWO\ RQ WKH LQDELOLW\ RI

WKH HTXLSPHQW PDQXIDFWXUHUV� FRQVXPHUV� RU FRXUWV WR VRUW RXW WKH FRUUHFW FDXVH RI WKH

HTXLSPHQW PDOIXQFWLRQ���

2QO\ VOLJKWO\ PRUH FRQWURYHUVLDO LV WKH ZHOO�NQRZQ ?PHWHULQJ� H[SODQDWLRQ� FKDUJLQJ

KLJK PDUNXSV RQ WKH DIWHUPDUNHW SURGXFW LI FRQVXPSWLRQ RI WKDW SURGXFW LV FRUUHODWHG

ZLWK WKH VXUSOXV WKH FRQVXPHU JHWV IURP WKH HTXLSPHQW� 2L ������ DQG RWKHUV KDYH GHPRQ�

VWUDWHG WKDW VXFK SULFLQJ FDQ UDLVH SURpWV LQ FRPSDULVRQ WR D PDUJLQDO FRVW DIWHUPDUNHW

SULFH LI FRQVXPHUV DUH KHWHURJHQHRXV� 6XFK PDUNXSV RQ WKH DIWHUPDUNHW SURGXFW FDQ EH

PDLQWDLQHG� KRZHYHU� RQO\ LI FRPSHWLWRUV DUH QRW DOORZHG WR HQWHU WKH DIWHUPDUNHW���

,Q RXU VLPSOH PRGHO RI LPSHUIHFW FRPSHWLWLRQ WKHUH LV QR UROH IRU PHWHULQJ RU SULFH

GLVFULPLQDWLRQ WKURXJK DERYH�FRVW DIWHUPDUNHW SULFHV� 7KLV LV GXH WR WKH DVVXPSWLRQ WKDW

JURVV FRQVXPHU VXUSOXV DQG WKH FRVW RI VZLWFKLQJ HTXLSPHQW EUDQGV ^ ZKLFK LV GHWHUPLQHG

�� : H G LVFX VV S U RE OHP V Z LWK FRQ WU DFWX DO FRP P LWP HQ WV P RU H IX OO\ LQ % RU HQ VWHLQ � 0DF.LH�0DVRQ � DQ G
1 HW] ������� $ Q LQ G LU HFW DS S U RDFK WR FRP P LWWLQ J WR G RZ Q VWU HDP FRP S HWLWLY H S U LFLQ J K DV E HHQ H[ S ORU HG
LQ WK H ?VHFRQ G VRX U FLQ J� OLWHU DWX U H� VHH� H�J�� 6 K HS DU G ������ DQ G 5LRU G DQ DQ G 6 DS S LQ JWRQ ������� .HQ G H
������ K DV H[ WHQ G HG WK LV OLWHU DWX U H E \ P RG HOLQ J WK H G HP DQ G IRU Y DU LHW\ LQ WK H DIWHU P DU N HW S U RG X FWV�

�� 7 K H 6 X S U HP H & RX U W Dr U P HG WK LV DU JX P HQ W LQ WK H - HU U ROG FDVH� E X W WK H VS HFLDO IDFWX DO FLU FX P VWDQ FHV
RI - HU U ROG K DY H U DU HO\ E HHQ IRX Q G LQ VX E VHT X HQ W FDVHV �- HU U ROG ( OHFW U RQ LFV & RU S� Y � 8 Q LW HG 6 W DW HV� ��� 8 �6 �
�����

�� 7 K LV LV WK H VWDQ G DU G H[ S ODQ DWLRQ IRU ,% 0
V LQ VLVWHQ FH LQ WK H ����V WK DW FRQ VX P HU V RI LWV G DWD S U RFHVVLQ J
P DFK LQ HV X VH RQ O\ S X Q FK FDU G V S X U FK DVHG IU RP ,% 0�

��



E\ WKH SDUDPHWHU � DQG WKH ORFDWLRQ RI WKH FRQVXPHU DORQJ WKH OLQH ^ DUH XQFRUUHODWHG ZLWK

WKH LQWHQVLW\ RI XVH� 7KHVH DVVXPSWLRQV� KRZHYHU� RIWHQ DUH QRW UHDOLVWLF��� +LJKHU LQWHQVLW\

XVHUV PD\ GHULYH JUHDWHU VXUSOXV IURP WKH PDFKLQH DQG KDYH ODUJHU FRVWV RI VZLWFKLQJ WR

DQRWKHU EUDQG� :KHQ XVDJH LV FRUUHODWHG ZLWK VXUSOXV GHULYHG DQG�RU WKH FRVW RI VZLWFKLQJ

EHWZHHQ EUDQGV� PHWHULQJ FDQ EH XVHG IRU SULFH GLVFULPLQDWLRQ��� 2I FRXUVH� DV XVXDO SULFH

GLVFULPLQDWLRQ KDV DPELJXRXV VRFLDO ZHOIDUH FRQVHTXHQFHV���

7KHUH DUH RWKHU PRWLYDWLRQV IRU H[FOXGLQJ DIWHUPDUNHW FRPSHWLWLRQ WKDW PD\ EH OHVV

EHQLJQ� $Q HTXLSPHQW pUP ZLWK PDUNHW SRZHU PD\ ZDQW WR H[FOXGH FRPSHWLWLRQ LQ WKH

DIWHUPDUNHW LQ RUGHU WR UHVWULFW FRPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW� DV VXFK UHVWULFWLRQV

PD\ UHGXFH WKH WKUHDW RI FRPSHWLWLRQ IURP XVHG PDFKLQHV� 7KH W\LQJ RI FRPSOHPHQWDU\

SURGXFWV WR LPSOHPHQW SULPDU\ PDUNHW IRUHFORVXUH KDV EHHQ VWXGLHG E\ :KLQVWRQ ������

DQG E\ &DUOWRQ DQG :DOGPDQ ������� 0DQ\ PDQXIDFWXUHUV FKDUJH KLJK LQLWLDO IHHV RU

RXWULJKW UHIXVH WR SURYLGH VHUYLFH FRQWUDFWV RQ XVHG HTXLSPHQW SXUFKDVHG IURP DQ LQGH�

SHQGHQW EURNHU��� ,I WKH PDQXIDFWXUHU LV DOVR WKH VHUYLFH PRQRSROLVW� WKLV VWUDWHJ\ PD\

HoHFWLYHO\ IRUHFORVH DQ LQGHSHQGHQW PDUNHW IRU XVHG HTXLSPHQW� %\ UHGXFLQJ WKH VXSSO\

RI XVHG HTXLSPHQW� WKH pUP SUHYHQWV WKH HURVLRQ RI HTXLSPHQW PDUNHW SRZHU�

9HU\ FORVHO\ UHODWHG� PDQXIDFWXUHUV PD\ ZDQW WR PRQRSROL]H DQ DIWHUPDUNHW LQ RUGHU WR

LQGXFH FRQVXPHUV WR SXUFKDVH QHZ HTXLSPHQW RU QHZ PRGHOV HDUOLHU WKDQ WKH\ RWKHUZLVH

ZRXOG� HoHFWLYHO\ UHGXFLQJ WKH HFRQRPLF GXUDELOLW\ RI WKH HTXLSPHQW� )RU H[DPSOH� D pUP

PD\ EH DEOH WR IRUFH FRQVXPHUV WR PRYH WR WKH QHZHVW PRGHO RI HTXLSPHQW E\ QR ORQJHU

�� )RU DQ H[ DP S OH RI S U RG X FW G LoHU HQ WLDWLRQ WK DW LV FRU U HODWHG Z LWK LQ WHQ VLW\ RI X VH� FRQ VLG HU WK H WK U HH
VHOOHU V RI K LJK �Y ROX P H FRS LHU V LQ WK H HDU O\ \ HDU V RI WK DW P DU N HW� .RG DN � ; HU R[ DQ G ,% 0� ,% 0 VS HFLDOL]HG LQ
FRS LHU V IRU WK H ORZ HU HQ G RI WK H K LJK �Y ROX P H P DU N HW ������� ^ ������� FRS LHV S HU P RQ WK �� .RG DN VS HFLDOL]HG
LQ FRS LHU V IRU ������� ^ ������� FRS LHV S HU P RQ WK �� ; HU R[ VS HFLDOL]HG LQ Y HU \ �K LJK �Y ROX P H FRS LHU V ��������
^ ��������� FRS LHV S HU P RQ WK ��

�� ,Q G HHG � DOP RVW DOO K LJK �Y ROX P H FRS LHU VHU Y LFH FRQ WU DFWV K DY H D E DVH FK DU JH DQ G D S HU FRS \ �?FOLFN ��
FK DU JH� & OHDU O\ � VHU Y LFH FRVWV WHQ G WR Y DU \ Z LWK X VDJH� E X W WK H FOLFN FK DU JH P D\ E H X VHG IRU P HWHU LQ J DV
Z HOO�

�� 6 HH & K HQ DQ G 5RVV ������ IRU D P RG HO LQ Z K LFK p U P V Z LWK HT X LS P HQ W P DU N HW S RZ HU X VH WK H DIWHU P DU N HW
WR LP S OHP HQ W S U LFH G LVFU LP LQ DWLRQ � ( P FK ������ WHVWV WK H P HWHU LQ J WK HRU \ DQ G RX U WK HRU \ � Z K LFK K H
FDOOV ?RS S RU WX Q LVP �� LQ WK H S U LQ WHU WRQ HU DQ G S U LQ WHU P HP RU \ P DU N HWV� + H p Q G V VRP H VX S S RU W IRU WK H
RS S RU WX Q LVP WK HRU \ �

�� 7 K LV Z DV RQ H RI WK H DOOHJDWLRQ V LQ WK H . RGDN FDVH� IRU H[ DP S OH�

��



VHUYLFLQJ ROG PRGHOV RI HTXLSPHQW� 7KLV HoHFW ZLOO QRW REWDLQ LI VHUYLFH LV DYDLODEOH IURP

RWKHU YHQGRUV���

)LQDOO\� H[FOXVLRQ RI DIWHUPDUNHW FRPSHWLWLRQ PD\ EH PRWLYDWHG E\ WKH GHVLUH WR LQ�

qXHQFH WKH qRZ RI LQIRUPDWLRQ WR FXVWRPHUV� 7KLV LV NQRZQ LQ WKH LQGXVWU\ DV ?DFFRXQW

FRQWURO�� UHJXODU YLVLWV IURP WKH PDQXIDFWXUHU
V pHOG WHFKQLFLDQV FDQ EH XVHG WR LQqXHQFH

IXWXUH HTXLSPHQW XSJUDGH DQG H[SDQVLRQ GHFLVLRQV� 6HUYLFH SURYLVLRQ E\ DQ LQGHSHQGHQW

WHFKQLFLDQ PD\ SURYLGH WKH FXVWRPHU ZLWK D ORZ FRVW VRXUFH RI LQGHSHQGHQW LQIRUPDWLRQ

RQ WKH DGYDQWDJHV RI DOWHUQDWLYH EUDQGV IRU IXWXUH SXUFKDVHV�

$OO RI WKHVH UHDVRQV IRU H[FOXVLRQ RI DIWHUPDUNHW ULYDOV KDYH EHHQ VXSSRUWHG E\ HYLGHQFH

LQ YDULRXV FDVHV RYHU WKH ODVW GHFDGH� 6RPH PD\ EH KDUPIXO WR FRQVXPHUV ZKLOH RWKHUV PD\

EH SUR�FRPSHWLWLYH� 1RQHWKHOHVV� ZH KDYH VKRZQ WKDW RQFH FRPSHWLWLRQ LQ WKH DIWHUPDUNHW

LV H[FOXGHG� D SURpW PD[LPL]LQJ pUP ZLOO QRW PDLQWDLQ FRPSHWLWLYH SULFHV LQ WKH DIWHUPDUNHW

UHJDUGOHVV RI WKH GHJUHH RI FRPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW�

�� )RU H[ DP S OH� P DQ X IDFWX U HU V RIWHQ U DLVH S DU WV S U LFHV RQ ROG HU HT X LS P HQ W WR LQ G X FH X S Z DU G P LJU DWLRQ �

��



5HIHUHQFHV

%HJJV� $ODQ DQG 3DXO .OHPSHUHU ������ ?0XOWL�3HULRG &RPSHWLWLRQ ZLWK 6ZLWFKLQJ &RVWV��

(FRQRPHWULFD� ������ �������

%RUHQVWHLQ� 6HYHULQ� -HoUH\ .� 0DF.LH�0DVRQ DQG -DQHW 6� 1HW] ������ ?$QWLWUXVW 3ROLF\

LQ $IWHUPDUNHWV�� $QWLWUXVW /DZ -RXUQDO� ������ ��������

&DUOWRQ� 'HQQLV :� DQG 0LFKDHO :DOGPDQ ������ ?7KH 6WUDWHJLF 8VH RI 7\LQJ WR 3UH�

VHUYH DQG &UHDWH 0DUNHW 3RZHU LQ (YROYLQJ ,QGXVWULHV�� 1%(5 :RUNLQJ 3DSHU �����

&DPEULGJH� 0$� 'HFHPEHU�

&KHQ� =KLTL DQG 7KRPDV 5RVV ������ ?5HIXVDOV WR 'HDO� 3ULFH 'LVFULPLQDWLRQ� DQG ,QGH�

SHQGHQW 6HUYLFH 2UJDQL]DWLRQV�� -RXUQDO RI (FRQRPLFV 	 0DQDJHPHQW 6WUDWHJ\� �����

��������

&KHQ� =KLTL DQG 7KRPDV 5RVV ������ ?5HIXVDOV WR 'HDO DQG 2UGHUV WR 6XSSO\ LQ &RPSHW�

LWLYH 0DUNHWV�� ,QWHUQDWLRQDO -RXUQDO RI ,QGXVWULDO 2UJDQL]DWLRQ� ������ ��������

(PFK� (ULF ������ ?3ULFLQJ LQ 'XUDEOH *RRGV $IWHUPDUNHWV� 7KHRU\ DQG (YLGHQFH�� 3K�'�

'LVVHUWDWLRQ� 8QLYHUVLW\ RI &DOLIRUQLD DW %HUNHOH\�

)DUUHOO� -RVHSK DQG &DUO 6KDSLUR ������ ?'\QDPLF &RPSHWLWLRQ ZLWK 6ZLWFKLQJ &RVWV��

5DQG -RXUQDO RI (FRQRPLFV� ������ �������

)DUUHOO� -RVHSK DQG &DUO 6KDSLUR ������ ?2SWLPDO &RQWUDFWV ZLWK /RFN�,Q�� $PHULFDQ

(FRQRPLF 5HYLHZ� ������ ������

.HQGH� 0LFKDHO ������ ?3URpWDELOLW\ XQGHU DQ 2SHQ YHUVXV D &ORVHG 6\VWHP�� -RXUQDO RI

(FRQRPLFV DQG 0DQDJHPHQW 6WUDWHJ\� ����� �������

.OHLQ� %HQMDPLQ ������ ?0DUNHW 3RZHU LQ $QWLWUXVW� (FRQRPLF $QDO\VLV DIWHU .RGDN��

6XSUHPH &RXUW (FRQRPLF 5HYLHZ� �� ������

.OHLQ� %HQMDPLQ DQG .HLWK %� /HsHU ������ ?7KH 5ROH RI 0DUNHW )RUFHV LQ $VVXULQJ

&RQWUDFWXDO 3HUIRUPDQFH�� -RXUQDO RI 3ROLWLFDO (FRQRP\� ������ ��������

��



.OHPSHUHU� 3DXO ������ ?7KH &RPSHWLWLYHQHVV RI 0DUNHWV ZLWK 6ZLWFKLQJ &RVWV�� 5DQG

-RXUQDO RI (FRQRPLFV� ������ �������

0DF.LH�0DVRQ� -HoUH\ .� DQG -RKQ 0HW]OHU ������ ?/LQNV %HWZHHQ 9HUWLFDOO\ 5HODWHG

0DUNHWV� ,76 Y� .RGDN�� LQ 7KH $QWLWUXVW 5HYROXWLRQ� HG� -� .ZRND DQG /� :KLWH�

2[IRUG� 8.� 2[IRUG 8QLYHUVLW\ 3UHVV�

2L� :DOWHU ������ ?$ 'LVQH\ODQG 'LOHPPD� 7ZR�3DUW 7DULoV IRU D 0LFNH\0RXVH 0RQRSRO\��

4XDUWHUO\ -RXUQDO RI (FRQRPLFV� ������ ������

5LRUGDQ� 0LFKDHO +� DQG 'DYLG (�0� 6DSSLQJWRQ ������ ?6HFRQG 6RXUFLQJ�� 5DQG -RXUQDO

RI (FRQRPLFV� ������ ������

6KDSLUR� &DUO ������ ?&RQVXPHU ,QIRUPDWLRQ� 3URGXFW 4XDOLW\� DQG 6HOOHU 5HSXWDWLRQ��

%HOO -RXUQDO RI (FRQRPLFV� ��� ������

6KDSLUR� &DUO ������ ?$IWHUPDUNHWV DQG &RQVXPHU :HOIDUH� 0DNLQJ 6HQVH RI .RGDN��

$QWLWUXVW /DZ -RXUQDO� ������ ��������

6KHSDUG� $QGUHD ������ ?/LFHQVLQJ WR (QKDQFH 'HPDQG IRU 1HZ 7HFKQRORJLHV�� 5DQG

-RXUQDO RI (FRQRPLFV� ��� ��������

:KLQVWRQ� 0LFKDHO '� ������ ?7\LQJ� )RUHFORVXUH DQG ([FOXVLRQ�� $PHULFDQ (FRQRPLF

5HYLHZ� ��� ���^����

��



$SSHQGL[

$)7(50$5.(7 0$5.(7 32:(5

:,7+ 3(5)(&7/< &203(7,7,9( (48,30(17 0$5.(76

,Q WKLV DSSHQGL[� ZH FRQVLGHU WKH LQFHQWLYH RI SHUIHFWO\ FRPSHWLWLYH HTXLSPHQW pUPV

WR H[HUFLVH PDUNHW SRZHU LQ WKH DIWHUPDUNHW� 7KH FDVH ODZ LQFOXGHV PDQ\ DOOHJDWLRQV

WKDW FRPSHWLWLRQ LQ WKH HTXLSPHQW PDUNHW SUHYHQWV WKH pUP IURP H[HUFLVLQJ PDUNHW SRZHU

LQ WKH DIWHUPDUNHW� :H FRQVLGHU WKH PRVW H[WUHPH IRUP RI FRPSHWLWLRQ LQ HTXLSPHQW

^ SHUIHFW FRPSHWLWLRQ ^ DQG pQG WKDW SHUIHFWO\ FRPSHWLWLYH HTXLSPHQW pUPV GR H[HUFLVH

PDUNHW SRZHU LQ WKH DIWHUPDUNHW� ,QGHHG� GHSHQGLQJ RQ WKH SDUDPHWHU YDOXHV� WKH SHUIHFWO\

FRPSHWLWLYH HTXLSPHQW pUP PD\ pQG LW RSWLPDO WR FKDUJH D PRQRSRO\ SULFH RYHU VHUYLFH�

:H IROORZ WKH QRWDWLRQ� WHUPLQRORJ\� DQG DVVXPSWLRQV XVHG LQ RXU GLoHUHQWLDWHG GXRSRO\

PRGHO ZKHQ SRVVLEOH� &RQVLGHU WKH PDUNHWV IRU VRPH GXUDEOH JRRG ^ ZKLFK ZH ZLOO FDOO

?HTXLSPHQW� ^ DQG DQ DVVRFLDWHG DIWHUPDUNHW SURGXFW ^ ZKLFK ZH ZLOO FDOO ?VHUYLFH�� ,Q

SHULRG W� D FRQVXPHU EX\V HLWKHU RQH RU ]HUR XQLWV RI HTXLSPHQW� ,Q SHULRG W � � VKH

ZLOO KDYH D GHPDQG IXQFWLRQ IRU VHUYLFH� JLYHQ E\ T�S�� 7KH HTXLSPHQW ODVWV DW PRVW WZR

SHULRGV�

:H DVVXPH WKDW WKHUH LV D IUHH�HQWU\� SHUIHFWO\ FRPSHWLWLYH PDUNHW IRU WKH HTXLSPHQW�

EXW WKDW WKH HTXLSPHQW PDQXIDFWXUHU LV WKH RQO\ VHOOHU RI WKH VHUYLFH DVVRFLDWHG ZLWK LWV

EUDQG� 7KXV� DIWHU EX\LQJ DQG XVLQJ HTXLSPHQW LQ SHULRG W� LQ SHULRG W�� WKH FRQVXPHU FDQ

��� XVH WKH SURGXFW LQ LWV GHSUHFLDWHG VWDWH ZLWK QR DGGLWLRQ RI VHUYLFH� ��� EX\ VRPH TXDQ�

WLW\ RI VHUYLFH IURP WKH VDPH VHOOHU WR HQKDQFH WKH HTXLSPHQW� RU ��� UH�HQWHU WKH HTXLSPHQW

PDUNHW� 7KH HTXLSPHQW DQG VHUYLFH SURGXFWV HDFK KDYH FRQVWDQW XQLW SURGXFWLRQ FRVWV� &

DQG F UHVSHFWLYHO\� LGHQWLFDO IRU DOO pUPV�

$OO FRQVXPHUV DUH LGHQWLFDO H[ DQWH DQG WKH\ FRQVLGHU HTXLSPHQW IURP GLoHUHQW PDQX�

IDFWXUHUV WR EH KRPRJHQHRXV H[ DQWH� :H DVVXPH WKDW FRQVXPHUV KDYH FRPSOHWHO\ LQHODVWLF

XQLW�GHPDQG IRU HTXLSPHQW� 7KDW LV� VR ORQJ DV WKH SULFH LV EHORZ WKH FRQVXPHU
V YDOXH RI

��



WKH HTXLSPHQW� VKH ZLOO SXUFKDVH RQH XQLW��� 7KH\ UHFHLYH JURVV VXUSOXV IURP RZQLQJ WKH

HTXLSPHQW� &6�  V IRU D QHZ SURGXFW DQG &6�  Vb K� I�T� IRU D SHULRG�ROG SURGXFW

WKDW KDV EHHQ DXJPHQWHG ZLWK T XQLWV RI VHUYLFH� ZKHUH K UHSUHVHQWV WKH GHSUHFLDWLRQ LQ

WKH YDOXH RI WKH SURGXFW IURP RQH SHULRG RI XVH� 7KH IXQFWLRQ I�c� LV VLPSO\ WKH LQWHJUDO
RI WKH LQYHUVH GHPDQG IRU VHUYLFH ZLWK I���  �� I ��c� ! �� DQG I ���c� � ��
7R PDNH WKH DQDO\VLV LQIRUPDWLYH� ZH DVVXPH WKDW ��� VbK�I�T�F��bFT�F� ! Vb& IRU

VRPH T y � DQG ��� I ���� ! F� 7KH pUVW DVVXPSWLRQ HQVXUHV WKDW UH�XVLQJ WKH SHULRG�ROG

SURGXFW ZRXOG EH SUHIHUUHG WR EX\LQJ D QHZ XQLW HDFK SHULRG LI ERWK WKH QHZ HTXLSPHQW

DQG VHUYLFH ZHUH SULFHG DW FRVW��� 7KH VHFRQG DVVXPSWLRQ DVVXUHV WKDW SXUFKDVH RI DW

OHDVW D VPDOO TXDQWLW\ RI VHUYLFH ZRXOG JLYH SRVLWLYH QHW FRQVXPHU VXUSOXV LI LW ZHUH SULFHG

DW FRVW� 7RJHWKHU� WKH WZR DVVXPSWLRQV LPSO\ WKDW WKH pUVW�EHVW VROXWLRQ LQ WKLV PDUNHW

LV IRU FRQVXPHUV WR XVH HDFK XQLW RI WKH HTXLSPHQW IRU WZR SHULRGV DQG WR SXUFKDVH VRPH

SRVLWLYH TXDQWLW\ RI VHUYLFH LQ WKH VHFRQG SHULRG� )RU VLPSOLFLW\� ZH DOVR DVVXPH WKDW V y &�

7KLV DVVXUHV WKDW� LI HTXLSPHQW LV SULFHG DW FRVW� HDFK FRQVXPHU ZLOO SXUFKDVH RQH XQLW RI

HTXLSPHQW�

$�� 7KH 7ZR�3HULRG 0RGHO

:H pUVW VROYH WKH PRGHO LQ D WZR�SHULRG FRQWH[W� 7KLV DOORZV XV WR GHPRQVWUDWH WKH

JHQHULF LQHrFLHQFLHV WKDW FDQ UHVXOW IURP WKH DEVHQFH RI FRPSHWLWLRQ LQ WKH DIWHUPDUNHW�

,Q WKLV PRGHO HDFK pUP PXVW FKRRVH WKUHH YDULDEOHV� pUVW�SHULRG HTXLSPHQW SULFH� VHFRQG�

SHULRG VHUYLFH SULFH� DQG VHFRQG�SHULRG HTXLSPHQW SULFH�

&RQVLGHU WKH VHFRQG SHULRG ZKHQ HDFK pUP PXVW VLPXOWDQHRXVO\ FKRRVH D SULFH IRU

VHUYLFH DQG D SULFH IRU QHZ HTXLSPHQW� ,I WKHUH ZHUH QR OLQN EHWZHHQ WKH PDUNHWV IRU VHUYLFH

DQG IRU QHZ HTXLSPHQW� D PRQRSROLVW ZRXOG PD[LPL]H VHUYLFH SURpWV LQ SHULRG WZR E\

pQGLQJ WKH PRQRSRO\ SULFH S
P
 DUJPD[

S
�SbF�T�S�� +RZHYHU� WKH DIWHUPDUNHW PRQRSROLVW

PXVW DFFRXQW IRU WKH FRQVWUDLQW WKDW DW D VXrFLHQWO\ KLJK VHUYLFH SULFH� HTXLSPHQW RZQHUV

�� : H DVVX P H FRP S OHWHO\ LQ HODVWLF G HP DQ G WR E H FRQ VLVWHQ W Z LWK WK H LP S HU IHFW FRP S HWLWLRQ P RG HO G HY HO�
RS HG LQ WK H S DS HU � 7 K H E DVLF U HVX OWV DU H X Q FK DQ JHG Z K HQ G HP DQ G LV G RZ Q Z DU G �VORS LQ J� H[ FHS W DV Q RWHG
LQ WK H p Q DO S DU DJU DS K RI VHFWLRQ $ ��

�� 3 X U FK DVLQ J D Q HZ X Q LW HDFK S HU LRG Z RX OG JHQ HU DWH Q HW FRQ VX P HU VX U S OX V RI Vb& HY HU \ S HU LRG � 6 HU Y LFLQ J
WK H X VHG X Q LWV Z RX OG U HS ODFH HY HU \ RWK HU Vb & Z LWK VX U S OX V RI Vb K� I�T�F��b FT�F��

��



ZLOO DEDQGRQ WKHLU XVHG HTXLSPHQW DQG EX\ QHZ� )URP WKH VWULFW LQHTXDOLW\ LQ DVVXPSWLRQ

��� DQG DVVXPLQJ FRQWLQXLW\ RI WKH FRQVXPHU VXUSOXV IXQFWLRQV� ZH NQRZ WKDW WKHUH DUH

SULFHV S ! F DW ZKLFK FRQVXPHUV ZLOO FKRRVH WR EX\ D SRVLWLYH TXDQWLW\ RI VHUYLFH� 6LPLODUO\�

WKHUH LV VRPH SULFH zS DW ZKLFK FRQVXPHUV DUH LQGLoHUHQW EHWZHHQ EX\LQJ D QHZ HTXLSPHQW

XQLW RU HQKDQFLQJ WKH SHULRG�ROG XQLW� zS LV GHpQHG LPSOLFLWO\ E\

Vb 3 �  PD[
zS

Vb K� I�T�zS��b zST�zS�� �$��

ZKHUH 3 � LV WKH VHFRQG�SHULRG SULFH RI QHZ HTXLSPHQW� 7KXV� WKH VHOOHU VHWV VHUYLFH SULFH

WR PD[LPL]H PRQRSRO\ SURpWV VXEMHFW WR WKH FRQVWUDLQW WKDW VHUYLFH SULFH FDQQRW EH VR

KLJK DV WR GULYH FRQVXPHUV WR UH�HQWHU WKH HTXLSPHQW PDUNHW� Se  PLQ�S
P
� zS��

%HFDXVH WKH HTXLSPHQW PDUNHW LV SHUIHFWO\ FRPSHWLWLYH DQG HQWU\ LV FRVWOHVV� ZH NQRZ

WKDW 3 � FDQ EH QR JUHDWHU WKDQ &� %HFDXVH SHULRG WZR LV WKH ODVW SHULRG DQG WKH HTXLSPHQW

VROG LQ SHULRG WZR ZLOO QHYHU UHTXLUH VHUYLFH� QR pUP ZRXOG HYHU ZDQW WR VHOO D XQLW DW

3 � � &� 7KXV� WKH SULFH RI HTXLSPHQW LQ WKH VHFRQG SHULRG ZLOO EH 3 �  &��� 3OXJJLQJ

3 �  & LQWR HTXDWLRQ �$�� JLYHV zS LPSOLFLWO\�

+RZ GRHV Se FRPSDUH WR FRVW" ,I WKH XQFRQVWUDLQHG PRQRSRO\ SULFH LV EHORZ WKH OHYHO

DW ZKLFK FRQVXPHUV ZRXOG DEDQGRQ WKHLU XVHG HTXLSPHQW DQG EX\ QHZ� VR WKDW Se  S
P
�

WKHQ WKH VHUYLFH SULFH ZLOO RI FRXUVH EH DERYH FRVW DV LQ D VWDQGDUG PRQRSRO\� JLYLQJ WKH

IDPLOLDU PRQRSRO\ GHDGZHLJKW ORVV��� ,I Se  zS� WKHQ DVVXPSWLRQ ��� DVVXUHV WKDW zS ! F�

7KXV� WKH SULFH RI VHUYLFH LQ SHULRG WZR ZLOO H[FHHG FRVW� DQG pUPV ZLOO HDUQ SURpWV LQ

SHULRG WZR�

,Q SHULRG RQH� HDFK RI WKH SHUIHFWO\ FRPSHWLWLYH VHOOHUV UHDOL]HV WKDW LQ SHULRG WZR LW

ZLOO EH DEOH WR PDNH SURpWV RI }�  �Seb F�T�Se� E\ SURYLGLQJ VHUYLFH IRU HDFK XQLW VROG LQ

SHULRG RQH� )UHH HQWU\ LPSOLHV WKDW WKH pUPV EUHDN HYHQ RYHUDOO� VR WKH HTXLOLEULXP SULFH

�� 6 X S S RVH WK DW Q HZ FRQ VX P HU V HQ WHU WK H HT X LS P HQ W P DU N HW LQ WK H p Q DO S HU LRG � E HFDX VH WK LV LV WK H p Q DO
S HU LRG � WK HVH FRQ VX P HU V Z LOO X VH WK H HT X LS P HQ W IRU RQ O\ RQ H S HU LRG DQ G Z LOO Q HY HU VHU Y LFH WK H HT X LS P HQ W�
7 K HQ 3�  & LV WK H RQ O\ 1 DVK HT X LOLE U LX P � $ OWHU Q DWLY HO\ � LI WK H RQ O\ S RVVLE OH HT X LS P HQ W E X \ HU V LQ WK H
p Q DO S HU LRG DU H FRQ VX P HU V Z K R DE DQ G RQ WK HLU X VHG HT X LS P HQ W� WK HU H DU H 1 DVK HT X LOLE U LD LQ Z K LFK DOO p U P V
FK DU JH WK H VDP H HT X LS P HQ W S U LFH E HORZ FRVW DQ G S U LFH VHU Y LFH DW WK H S U LFH LP S OLFLWO\ G Hp Q HG LQ HT X DWLRQ
�$��� + RZ HY HU � 3 �  & VWU LFWO\ G RP LQ DWHV 3 � � &� : H U X OH RX W G RP LQ DWHG VWU DWHJLHV�

�� & RQ VX P HU V Z LOO FRQ WLQ X H WR S X U FK DVH VHU Y LFH DW WK H P RQ RS RO\ S U LFH VR ORQ J DV Vb& � VbK�I�T�SP��b
SPT�SP��

��



IRU WKH HTXLSPHQW ZRXOG EH 3 �  & b r}�  & b r�Se b F�T�Se�� ZKHUH r LV WKH GLVFRXQW

IDFWRU� 7KXV� WKH pUVW SHULRG HTXLSPHQW SULFH LV EHORZ FRVW�

7KRXJK WKH FRPSHWLWLYH pUPV HDUQ ]HUR SURpWV� WKH HTXLOLEULXP FUHDWHV GHDGZHLJKW

ORVV LQ FRPSDULVRQ WR WKH RXWFRPH WKDW REWDLQV LI ERWK HTXLSPHQW DQG VHUYLFH DUH VROG

LQ FRPSHWLWLYH PDUNHWV� ,Q SHULRG RQH� WKH JDLQ LQ FRQVXPHU VXUSOXV LQ WKH HTXLSPHQW

PDUNHW IURP EHORZ�FRVW SULFLQJ LV H[DFWO\ HTXDO WR WKH ORVV LQ SURGXFHU SURpWV��� ,Q SHULRG

WZR� KRZHYHU� WKH ORVV LQ FRQVXPHU VXUSOXV IURP DERYH�FRVW VHUYLFH SULFLQJ LV JUHDWHU WKDQ

WKH DVVRFLDWHG SURpW JDLQ VLQFH FRQVXPHUV UHGXFH WKHLU SXUFKDVH RI VHUYLFH LQ WKH IDFH RI

D KLJKHU VHUYLFH SULFH� 7KXV� LI RYHUDOO SURpWV UHPDLQ DW ]HUR� FRQVXPHU VXUSOXV RYHU WKH

WZR�SHULRG OLIHWLPH RI WKH HTXLSPHQW PXVW IDOO UHODWLYH WR WKH RXWFRPH ZLWK FRPSHWLWLRQ LQ

ERWK PDUNHWV� 7KH UHVXOW LV LQHrFLHQW XQGHUFRQVXPSWLRQ RI VHUYLFH LQ SHULRG WZR���

$�� 7KH 'LVFUHWH�3HULRG )LQLWH +RUL]RQ (TXLOLEULXP

:H FRQWLQXH WR DVVXPH WKDW HTXLSPHQW ODVWV DW PRVW WZR SHULRGV DQG ZH VXSSRVH WKDW

WKHUH DUH QHZ FXVWRPHUV HYHU\ SHULRG� &RPSHWLWLRQ IRU WKHVH QHZ FXVWRPHUV GHWHUPLQHV

WKH HTXLSPHQW SULFH� (DFK SHULRG WKH pUP VHWV D VHUYLFH SULFH IRU WKRVH FXVWRPHUV ZKR

SXUFKDVHG HTXLSPHQW LQ WKH SUHYLRXV SHULRG� $V LQ WKH WZR�SHULRG PRGHO� WKH pUP LV

DQ H[ SRVW PRQRSROLVW ZLWK UHVSHFW WR VHUYLFH SULFHV DQG LW LV FRQVWUDLQHG E\ WKH WKUHDW

WKDW LI VHUYLFH SULFHV DUH WRR KLJK� FRQVXPHUV ZLOO DEDQGRQ WKHLU ROG HTXLSPHQW DQG EX\

QHZ DW SULFHV VHW LQ WKH FRPSHWLWLYH HTXLSPHQW PDUNHW� :H DVVXPH WKDW LQIRUPDWLRQ

LV FRPSOHWH� DQG WKDW ZKHQ FRQVXPHUV SXUFKDVH HTXLSPHQW� WKH\ UDWLRQDOO\ DQWLFLSDWH WKH

�� *LY HQ RX U G HP DQ G VWU X FWX U H IRU Q HZ HT X LS P HQ W� G HY LDWLRQ V IU RP P DU JLQ DO FRVW S U LFLQ J FDQ Q RW DoHFW
WK H T X DQ WLW\ RI VDOHV RI Q HZ HT X LS P HQ W� : H DVVX P HG WK DW V y &� VR WK DW LI HT X LS P HQ W LV S U LFHG DW FRVW�
DOO FRQ VX P HU V E X \ HT X LS P HQ W� $ V WK H S U LFH RI HT X LS P HQ W IDOOV E HORZ FRVW� DOO FRQ VX P HU V FRQ WLQ X H WR E X \
HT X LS P HQ W� 6 X S S RVH WK DW V � &� 7 K HQ FRQ VX P HU V Z LOO S X U FK DVH HT X LS P HQ W RQ O\ LI WK H VX U S OX V IU RP X VLQ J
WK H HT X LS P HQ W IRU WZ R S HU LRG V LV S RVLWLY H� ,I WK H WZ R�S HU LRG Q HW FRQ VX P HU VX U S OX V LV Q HJDWLY H Z K HQ WK H
S U RG X FWV DU H S U LFHG DW FRVW� WK HQ Q R VHW RI VX VWDLQ DE OH S U LFHV H[ LVWV X Q G HU Z K LFK WK H FRQ VX P HU Z RX OG
S X U FK DVH HT X LS P HQ W� 6 X S S RVH WK DW WK H WZ R�S HU LRG Q HW FRQ VX P HU VX U S OX V LV S RVLWLY H Z K HQ WK H S U RG X FWV
DU H S U LFHG DW FRVW� ,I p U P V Z LVK WR P DN H DQ \ VDOHV� WZ R�S HU LRG FRQ VX P HU VX U S OX V P X VW U HP DLQ S RVLWLY H� VR
DOO FRQ VX P HU V FRQ WLQ X H WR S X U FK DVH HT X LS P HQ W DV S U LFHV G HY LDWH IU RP FRVW� 8 Q G HU D P RU H JHQ HU DO G HP DQ G
FX U Y H� DV S U LFHV G HY LDWH IU RP FRVW LW LV S RVVLE OH WK DW FRQ VX P HU V Z LOO U HG X FH S X U FK DVHV RI HT X LS P HQ W E HFDX VH�
DV H[ S ODLQ HG LQ WK H WH[ W� WZ R�S HU LRG Q HW FRQ VX P HU VX U S OX V G HFOLQ HV DV S U LFHV G HY LDWH IU RP FRVW�

�� 7 K H FRQ VX P HU VX U S OX V LI E RWK JRRG V Z HU H VROG LQ S HU IHFWO\ FRP S HWLWLY H P DU N HWV Z RX OG E H &6  
V b & � r>V b K� I�T�F�� b T�F�F@� ,Q WK H HT X LOLE U LX P Z LWK D P RQ RS RO\ VHU Y LFH P DU N HW� &6  P D[ ��� V b
>& b rT�Se��Se b F�@ � r>V b K� I�T�Se��b T�Se�Se@�� $ VVX P LQ J WK DW WK H HT X LS P HQ W LV S X U FK DVHG LQ E RWK
FDVHV� WK H FRQ VX P HU VX U S OX VHV G LoHU E \ DQ DP RX Q W HT X DO WR WK H G LVFRX Q WHG G HDG Z HLJK W ORVV ?WU LDQ JOH� LQ
WK H VHU Y LFH P DU N HW WK DW RFFX U V Z K HQ Se ! F�

��



pUP
V VWUDWHJ\ IRU SULFLQJ VHUYLFH� 6LQFH WKH JDPH LV pQLWH� DOO RI WKH DFWRUV VROYH EDFNZDUGV

E\ UHFXUVLRQ IRU WKH HTXLOLEULXP�

,Q HDFK SHULRG� WKH RSWLPDO VHUYLFH SULFH LV GHWHUPLQHG DV LQ WKH WZR�SHULRG PRGHO� WKH

pUP VHWV SULFH DV FORVH WR WKH XQFRQVWUDLQHG PRQRSRO\ OHYHO DV SRVVLEOH ZLWKRXW LQGXFLQJ

FRQVXPHUV WR DEDQGRQ XVHG HTXLSPHQW� )RU WKH PRQRSRO\ VHUYLFH SULFH WR REWDLQ� LW LV

QHFHVVDU\ WKDW FRQVXPHU VXUSOXV IURP VHUYLFLQJ ROG HTXLSPHQW EH DW OHDVW DV ODUJH DV

FRQVXPHU VXUSOXV IURP EX\LQJ QHZ LQ WKH FRPSHWLWLYH HTXLSPHQW PDUNHW�

Vb K� I�T�S
P
��b S

P
T�S

P
� y Vb 3

� FV�S
P
� y Kb 3� �&��

ZKHUH S
P
GHQRWHV WKH XQFRQVWUDLQHG PRQRSRO\ VHUYLFH SULFH DQG FV�[� u I�T�[��b [T�[�

GHQRWHV QHW FRQVXPHU VXUSOXV LQ WKH VHUYLFH PDUNHW DW SULFH [� ,I FRQGLWLRQ �&�� GRHV QRW

KROG� WKH pUP LV GLVFLSOLQHG� WR VRPH H[WHQW� E\ WKH H[LVWHQFH RI D FRPSHWLWLYH HTXLSPHQW

PDUNHW� ,Q WKLV FDVH� WKH VHUYLFH SULFH LV VHW WR OHDYH WKH FRQVXPHU WKH VDPH FRQVXPHU

VXUSOXV ZKHWKHU VHUYLFLQJ XVHG HTXLSPHQW RU EX\LQJ QHZ HTXLSPHQW� 7KHQ S LV LPSOLFLWO\

GHWHUPLQHG E\

Vb K� I�T�S��b ST�S�  Vb 3

� FV�S�  Kb 3�

)URP ERWK HTXDWLRQV LW LV FOHDU WKDW GHWHUPLQDWLRQ RI WKH HTXLOLEULXP VHUYLFH SULFH GHSHQGV

RQ WKH HTXLOLEULXP HTXLSPHQW SULFH� WR ZKLFK ZH QRZ WXUQ�

,Q SHULRG 1 � WKH GRPLQDQW VWUDWHJ\ LV WR SULFH HTXLSPHQW DW FRVW E\ WKH VDPH UHDVRQLQJ

DV LQ WKH WZR�SHULRG PRGHO� 'HULYDWLRQ RI WKH SUHYLRXV SHULRGV
 HTXLSPHQW SULFHV KLQJHV

RQ WKH IDFW WKDW HDFK pUP PXVW HDUQ ]HUR SURpWV RQ HDFK JHQHUDWLRQ RI FXVWRPHUV� JLYHQ

IUHH HQWU\� 7KXV� JLYHQ SURpWV HDUQHG LQ WKH VHUYLFH PDUNHW WKH IROORZLQJ SHULRG RI }1bW � �

RQ DQ\ HTXLSPHQW VROG LQ SHULRG 1 b W� IUHH HQWU\ JXDUDQWHHV WKDW

31bW  & b r}1bW � ��

WKDW LV� IUHH HQWU\ GULYHV WKH HTXLSPHQW SULFH EHORZ FRVW E\ WKH GLVFRXQWHG YDOXH RI SURpWV

WR EH HDUQHG IURP VHUYLFH VR WKDW SURpWV RYHUDOO DUH ]HUR�

��



5HWXUQLQJ WR WKH HTXLOLEULXP VHUYLFH SULFH� WKH FRQGLWLRQ IRU WKH PRQRSRO\ VHUYLFH SULFH

WR REWDLQ LQ WKH pQDO SHULRG� JLYHQ DQ HTXLSPHQW SULFH HTXDO WR &� LV JLYHQ E\

FV�S1
P
� y Kb&� �&���

,I FRQGLWLRQ �&��� KROGV� WKHQ WKH PRQRSRO\ VHUYLFH SULFH KROGV LQ WKH pQDO SHULRG� ,I QRW�

WKH VHUYLFH SULFH LV VHW VXFK WKDW FV�S1 �  Kb& KROGV�

,Q HDUOLHU SHULRGV� WKH FRQGLWLRQ XQGHU ZKLFK WKH PRQRSRO\ VHUYLFH SULFH REWDLQV LV

JLYHQ E\

FV�S1bW

P
� y Kb& � r}1bW � �� �&����

VLQFH WKH HTXLSPHQW SULFH LQ SUHYLRXV SHULRGV LV EHORZ FRVW� 7KLV LV D WLJKWHU UHVWULFWLRQ WKDQ

FRQGLWLRQ �&���� WKH ORZHU LV WKH SULFH RI QHZ HTXLSPHQW� WKH PRUH VXUSOXV WKH FRQVXPHU

PXVW EH OHIW ZLWK LI VKH VHUYLFHV XVHG HTXLSPHQW WR SUHYHQW WKH FRQVXPHU IURP EX\LQJ

QHZ���

)RXU HTXLOLEULD DUH SRVVLEOH� GHSHQGLQJ RQ SDUDPHWHU YDOXHV� )LUVW� FRQGLWLRQ �&���

PD\ QRW KROG� ,Q WKLV FDVH� WKH VHUYLFH SULFH LV FRQVWUDLQHG LQ DOO SHULRGV� $OWHUQDWLYHO\�

FRQGLWLRQ �&��� PD\ KROG ZKLOH FRQGLWLRQ �&���� GRHV QRW� 7KHQ WKH PRQRSRO\ VHUYLFH SULFH

REWDLQV LQ WKH pQDO SHULRG� EXW WKH H[LVWHQFH RI D FRPSHWLWLYH HTXLSPHQW PDUNHW FRQVWUDLQV

WKH pUP LQ VHWWLQJ LWV VHUYLFH SULFH LQ WKH SHQXOWLPDWH SHULRG� ,Q SUHYLRXV SHULRGV� WZR

SRVVLELOLWLHV DULVH� GHSHQGLQJ RQ ZKHWKHU FRQGLWLRQ &��� KROGV LQ SHULRG 1 b�� ,I QRW� WKHQ
LW DOVR ZLOO QRW KROG LQ DQ\ SUHYLRXV SHULRG� DQG WKH SULFH LQ DOO SHULRGV H[FHSW WKH ODVW ZLOO

EH FRQVWUDLQHG E\ WKH FRPSHWLWLYH HTXLSPHQW PDUNHW� 6XSSRVH WKDW FRQGLWLRQ &��� GRHV

KROG LQ SHULRG 1 b�� JLYHQ WKH VHUYLFH SURpWV WR EH HDUQHG LQ SHULRG 1 b�� 7KHQ WKH pUP
ZLOO VHW WKH PRQRSRO\ VHUYLFH SULFH LQ 1 b �� 7KH VHUYLFH SULFH LQ 1 b � ZLOO EH GHULYHG
DV LW LV LQ 1 b �� DQG D WZR�VWDWH SULFH F\FOH DULVHV� 7KH VHUYLFH SULFH LV GULYHQ EHORZ
WKH PRQRSRO\ OHYHO LQ KDOI WKH SHULRGV DQG LV VHW DW WKH PRQRSRO\ OHYHO LQ WKH UHPDLQLQJ

SHULRGV� )LQDOO\� LI FRQGLWLRQ �&���� KROGV� WKHQ WKH PRQRSRO\ VHUYLFH SULFH ZLOO REWDLQ LQ

DOO SHULRGV� 7KH H[LVWHQFH RI D FRPSHWLWLYH HTXLSPHQW PDUNHW ZLOO QRW GLVFLSOLQH WKH VHUYLFH

SULFH DW DOO� WKRXJK LW ZLOO HQVXUH WKDW pUPV HDUQ ]HUR SURpWV RYHUDOO�

�� 7 K X V� LW IROORZ V WK DW LI WK H P RQ RS RO\ VHU Y LFH S U LFH G RHV Q RW RE WDLQ LQ S HU LRG 1 � WK DW LV FRQ G LWLRQ �&���
G RHV Q RW K ROG � Q HLWK HU Z LOO �&����� DQ G WK H P RQ RS RO\ VHU Y LFH S U LFH Z LOO Q RW K ROG LQ DQ \ S HU LRG �

��



7R VXPPDUL]H� WKH HTXLOLEULXP HTXLSPHQW SULFH LV JLYHQ E\

31bW  

~
& W  �

& b r}1bW � � W ! ��

7KH HTXLOLEULXP VHUYLFH SULFH GHSHQGV RQ SDUDPHWHU YDOXHV�

s &DVH $� FV�S
P
� � Kb &

FV�S1 �  Kb & � S1 � W  �

FV�S1bW�  Kb& � r}1bW � � � S1bW� W ! �

s &DVH %� Kb & x FV�S
P
� � Kb & � r}

S1  S
P

FV�S1bW�  Kb& � r}1bW � � � S1bW� W ! �

s &DVH &� Kb & � r} x FV�S
P
� � Kb& � r}

P

S1bW  S
P
� W  �� �� �� �� ����

FV�S1bW�  Kb& � r}
P

� S1bW� W  �� �� �� �� ���

s &DVH '� Kb& � r}
P

x FV�S
P
�

S1bW  S
P
� W y ��

ZKHUH } LV GHWHUPLQHG E\ WKH S WKDW LV LPSOLFLWO\ GHpQHG E\ FV�S�  K b & � r}
P
� )RU

SULFHV JUHDWHU WKDQ S� FRQGLWLRQ &��� GRHV QRW KROG� ZKLOH IRU SULFHV OHVV WKDQ RU HTXDO WR

S� FRQGLWLRQ &��� GRHV KROG�

$QDO\VLV RI WKH HTXLOLEULD OHDGV LPPHGLDWHO\ WR WKH NH\ IHDWXUH RI WKH SULFLQJ VWUXFWXUH�

LQ DOO FDVHV� ERWK HTXLSPHQW DQG VHUYLFH SULFHV DUH QRW HTXDO WR FRVW� 7KH VHUYLFH SULFH LQ

DOO SHULRGV LV JUHDWHU WKDQ FRVW� ZKLOH WKH HTXLSPHQW SULFH LV EHORZ FRVW LQ DOO EXW WKH 1WK

SHULRG� 7KXV� WKH ZHOIDUH UHVXOW IURP WKH WZR�SHULRG PRGHO FDUULHV RYHU� pUPV HDUQ ]HUR

SURpWV RYHUDOO� EXW WKH HTXLOLEULXP FUHDWHV D GHDGZHLJKW ORVV FRPSDUHG WR DQ LQGXVWU\ LQ

ZKLFK SULFHV DUH DOZD\V VHW HTXDO WR PDUJLQDO FRVW�

7R GHPRQVWUDWH WKDW WKH HTXLOLEULXP VHUYLFH SULFH LV DERYH FRVW� ZH VKRZ WKDW FV�F� !

FV�S1bW� ZKHQ WKH VHUYLFH SULFH LV FRQVWUDLQHG E\ WKH H[LVWHQFH RI D FRPSHWLWLYH HTXLSPHQW

��



PDUNHW������ )RU H[SRVLWLRQDO HDVH� UH�VWDWH DVVXPSWLRQ ��� DV FV�F�  Kb& �c� ZKHUH c

LV SRVLWLYH� 7KH HTXLOLEULXP VHUYLFH SULFH LV KLJKHU WKDQ FRVW LI FRQVXPHU VXUSOXV HYDOXDWHG

DW WKH HTXLOLEULXP VHUYLFH SULFH LV OHVV WKDQ FRQVXPHU VXUSOXV HYDOXDWHG DW FRVW �WKDW

LV� LI FV�S1bW� � FV�F��� 6XEVWLWXWLQJ IRU FV�F� XVLQJ DVVXPSWLRQ ��� DQG VXEVWLWXWLQJ

IRU FV�S1bW� XVLQJ WKH HTXLOLEULXP FRQGLWLRQ IRU VHUYLFH SULFH� WKH FRQGLWLRQ XQGHU ZKLFK

VHUYLFH SULFH LV DERYH FRVW FDQ EH ZULWWHQ DV Kb&�c ! Kb&�r}1bW � �� RU c ! r}1bW � ��

&RQVLGHU ZKHWKHU WKH FRQGLWLRQ KROGV LQ SHULRG 1 � %HFDXVH WKH VHUYLFH SULFH LV FRQ�

VWUDLQHG DZD\ IURP WKH PRQRSRO\ SULFH� LW LV VHW VXFK WKDW WKH FRQVXPHU UHFHLYHV WKH VDPH

QHW VXUSOXV VKH ZRXOG LI VKH DEDQGRQHG WKH XVHG HTXLSPHQW DQG ERXJKW QHZ� )URP &DVH

$ DERYH� WKH FRQVXPHU VXUSOXV IURP VHUYLFH ZRXOG WKHQ EH FV�S1 �  Kb&� 7KHUHIRUH� WKH

FKDQJH LQ FRQVXPHU VXUSOXV DV WKH SULFH ULVHV IURP F WR S1 LV JLYHQ E\ FV�F� b FV�S1 �  

Kb&�cb �Kb&�  c� 7KH pUP ZLOO EH XQDEOH WR DSSURSULDWH WKH HQWLUH FKDQJH LQ FRQ�

VXPHU VXUSOXV DV SULFH ULVHV VLQFH FRQVXPHUV ZLOO UHGXFH SXUFKDVHV RI VHUYLFH� WKXV� SURpWV

IURP VHUYLFH LQ SHULRG 1 ZLOO EH OHVV WKDQ c� 6LQFH r � �� r}1 � }1 � c� 7KHUHIRUH WKH

HTXLOLEULXP VHUYLFH SULFH LV DERYH FRVW LQ SHULRG 1 �

7KH FRQGLWLRQ �c ! r}1bW � �� KROGV LQ SUHYLRXV SHULRGV EHFDXVH S1bW x S1 � � W� 7KLV

IROORZV DV pUPV FRPSHWH E\ ORZHULQJ WKH HTXLSPHQW SULFH WR DWWUDFW FXVWRPHUV IURP ZKRP

WKH pUP FDQ SURpW IURP VHUYLFH LQ WKH IROORZLQJ SHULRG� 7KH ORZHU LV WKH HTXLSPHQW SULFH�

WKH ORZHU PXVW EH WKH VHUYLFH SULFH LQ WKDW SHULRG WR SUHYHQW FRQVXPHUV IURP DEDQGRQLQJ

XVHG HTXLSPHQW� *LYHQ ORZHU VHUYLFH SULFHV� SURpWV WRR PXVW EH VPDOOHU WKDQ LQ SHULRG 1 �

VR r}1bW x r}1 � c � W� 7KXV� WKH HTXLOLEULXP VHUYLFH SULFH LV DERYH FRVW LQ DOO SHULRGV

DQG WKH HTXLSPHQW SULFH LV EHORZ FRVW LQ DOO SHULRGV H[FHSW SHULRG 1 �

7KH HTXLOLEULD SULFH SDWKV RoHU VHYHUDO LQVLJKWV� )LUVW� QRWH WKDW WKH pUP LV PRVW FRQ�

VWUDLQHG E\ WKH H[LVWHQFH RI D FRPSHWLWLYH HTXLSPHQW PDUNHW LQ &DVH $� PRVWO\ FRQVWUDLQHG

LQ &DVH %� VRPHZKDW FRQVWUDLQHG LQ &DVH &� DQG FRPSOHWHO\ XQFRQVWUDLQHG LQ &DVH '� 7KH

GHJUHH RI FRQVWUDLQW LV GHWHUPLQHG VLPSO\ E\ WKH VXUSOXV D FRQVXPHU UHFHLYHV ZKHQ VHUYLF�

LQJ HTXLSPHQW DW WKH PRQRSRO\ VHUYLFH SULFH YHUVXV DEDQGRQLQJ WKH HTXLSPHQW DQG EX\LQJ

�� *LY HQ DVVX P S WLRQ ���� S U LFH LV DE RY H FRVW Z K HQ HY HU WK H P RQ RS RO\ VHU Y LFH S U LFH RE WDLQ V�

�� 7 K DW WK H HT X LS P HQ W S U LFH LV OHVV WK DQ FRVW LV VHOI�HY LG HQ W RQ FH Z H VK RZ WK DW S U Rp WV LQ WK H VHU Y LFH
P DU N HW WRP RU U RZ IU RP VDOHV RI HT X LS P HQ W WRG D\ DU H S RVLWLY H� RU LQ RWK HU Z RU G V WK DW WK H VHU Y LFH S U LFH LV
DOZ D\ V DE RY H FRVW�

��



QHZ LQ WKH FRPSHWLWLYH HTXLSPHQW PDUNHW� 7KH ELJJHU WKH JDLQ WR VHUYLFLQJ DQG UH�XVLQJ

HTXLSPHQW UHODWLYH WR EX\LQJ QHZ� WKH PRUH GLVFUHWLRQ WKH pUP KDV WR H[HUFLVH LWV PRQRSRO\

SRVLWLRQ LQ WKH VHUYLFH PDUNHW�

7KH FRQGLWLRQV FDQ EH UH�ZULWWHQ LQ WHUPV RI Kb&��� 7KH WHUP Kb& LV WKH VRFLDO QHW

FRVW WR UH�XVLQJ HTXLSPHQW� UH�XVH FRVWV K LQ GHSUHFLDWLRQ� EXW VDYHV WKH FRVW RI SURGXFLQJ

D QHZ XQLW RI HTXLSPHQW� &� 7KH KLJKHU LV WKH FRVW WR UH�XVLQJ WKH HTXLSPHQW� WKH VPDOOHU

WKH DELOLW\ RI WKH pUP WR FKDUJH KLJK VHUYLFH SULFHV� :KHQ D PDFKLQH LV VHUYLFHG LQ WKH

VHFRQG SHULRG� WKH VHUYLFH SURYLGHU FDQ FKDUJH IRU WKH VHUYLFH YDOXH�DGGHG� EXW PXVW WDNH

LQWR DFFRXQW WKH FRVW RI UH�XVLQJ WKH HTXLSPHQW �Kb&�� 7KXV� WKH VHUYLFH SULFH LQFUHDVHV

DV WKH FRVW WR UH�XVLQJ HTXLSPHQW GHFOLQHV� :KHQ WKH FRVW WR UH�XVH LV VXrFLHQWO\ VPDOO�

WKH pUP FDQ FKDUJH WKH PRQRSRO\ VHUYLFH SULFH� 7KLV LV WUXH EHFDXVH WKH VXUSOXV REWDLQHG

IURP VHUYLFH LV LQIUDPDUJLQDO ZLWK UHVSHFW WR WKH HrFLHQW GHFLVLRQ ZKHWKHU WR UH�XVH WKH

HTXLSPHQW RU GLVFDUG LW� 7KH VHUYLFH SURYLGHU FDQ FKDUJH WKH PRQRSRO\ VHUYLFH SULFH DQG

WKHUH ZLOO VWLOO EH VRPH UH�XVH VXUSOXV OHIW RYHU� HQVXULQJ WKDW FRQVXPHUV ZLOO QRW DEDQGRQ

ROG HTXLSPHQW SUHPDWXUHO\�

$OWHUQDWLYHO\� Kb& FDQ UHDVRQDEO\ EH LQWHUSUHWHG DV DQ LQYHUVH PHDVXUH RI GXUDELOLW\�

HTXLSPHQW LV PRUH GXUDEOH WKH VPDOOHU LV GHSUHFLDWLRQ UHODWLYH WR WKH FRVW RI SURGXFLQJ D

QHZ XQLW RI HTXLSPHQW� 7KHQ DV HTXLSPHQW EHFRPHV PRUH GXUDEOH� WKH pUP LV OHVV FRQ�

VWUDLQHG E\ WKH H[LVWHQFH RI D FRPSHWLWLYH PDUNHW IRU QHZ HTXLSPHQW VLQFH QHZ HTXLSPHQW

HVVHQWLDOO\ EHFRPHV D OHVV JRRG VXEVWLWXWH IRU VHUYLFH� 7R WKH H[WHQW WKDW WKLV QRWLRQ RI

GXUDELOLW\ JHQHUDOL]HV� ZH H[SHFW WKDW VHUYLFH SULFHV ZLOO EH KLJKHU� DQG WKH UHVXOWLQJ DO�

ORFDWLYH LQHrFLHQFLHV JUHDWHU� WKH PRUH GXUDEOH LV WKH RULJLQDO HTXLSPHQW� $OWHUQDWLYHO\�

WKH PRGHO FDQ EH LQWHUSUHWHG DV D PRGHO RI VZLWFKLQJ FRVWV� %HIRUH DGGLQJ VHUYLFH� WKH

VZLWFKLQJ FRVW EHWZHHQ XVHG DQG QHZ HTXLSPHQW LV FDSWXUHG E\ & b K� WKH FRVW RI QHZ

HTXLSPHQW OHVV WKH JDLQ LQ IRUHJRQH GHSUHFLDWLRQ� $V WKH VZLWFKLQJ FRVW LQFUHDVHV �K b &

GHFUHDVHV�� WKH PRUH PDUNHW SRZHU WKH pUP FDQ H[HUFLVH RYHU VHUYLFH� ,QGHHG� RQFH WKH

VZLWFKLQJ FRVW LQFUHDVHV VXrFLHQWO\� WKH RSWLRQ WR VZLWFK WR QHZ HTXLSPHQW LV VR FRVWO\

WKDW LW GRHV QRW GLVFLSOLQH WKH SULFH RI VHUYLFH DW DOO�

�� 6 S HFLp FDOO\ � & DVH $ DU LVHV LI FV�SP� � K b &� & DVH % LI FV�SP� b r} � K b & x FV�SP�� & DVH & LI
FV�SP�b r}P � Kb & x FV�SP�b r}� DQ G & DVH ' LI Kb & x FV�SP�b r}P�

��



$�� 7KH 'LVFUHWH�3HULRG ,QpQLWH +RUL]RQ (TXLOLEULXP

,Q WKH LQpQLWH�KRUL]RQ VHWWLQJ� LW LV HDV\ WR VKRZ WKH FHQWUDO UHVXOW ZLWKRXW D FRPSOHWH

FKDUDFWHUL]DWLRQ RI WKH �SRVVLEO\ PXOWLSOH� HTXLOLEULD� QR HTXLOLEULXP RI WKH LQpQLWH�KRUL]RQ

SUREOHP H[LVWV LQ ZKLFK WKH VHUYLFH DQG HTXLSPHQW SULFHV DUH VHW HTXDO WR PDUJLQDO FRVW LQ

HYHU\ SHULRG�

7KH DUJXPHQW LV VLPSOH� 'XH WR IUHH HQWU\ DQG FRPSOHWH LQIRUPDWLRQ� LQ HTXLOLEULXP

pUPV HDUQ ]HUR SURpWV DV RI DQ\ VWDJH RI WKH JDPH� &RQVLGHU WKHQ D pUP WKDW GHYLDWHV

IURP PDUJLQDO FRVW SULFLQJ LQ SHULRG W� E\ FKDUJLQJ SW ! F DQG 3 W y & LW FDQ HDUQ SRVLWLYH

SURpWV LQ WKDW SHULRG��� 6LQFH WKHUH DUH QR FRVWV WR H[LW WKH LQGXVWU\ LQ RXU PRGHO� WKH

ZRUVW SXQLVKPHQW WKDW WKH FRQVXPHUV DQG RWKHU VHOOHUV FDQ LPSRVH LV WR IRUFH WKH GHYLDQW

SURGXFHU WR H[LW� +RZHYHU� VLQFH WKH GLVFRXQWHG YDOXH RI LWV SURpWV DUH QRZ SRVLWLYH� WKLV

VWUDWHJ\ GRPLQDWHV PDUJLQDO FRVW SULFLQJ LQ HYHU\ SHULRG� ZKLFK \LHOGV WKH UHVXOW�

$�� &RQFOXVLRQ

7KH SHUIHFW FRPSHWLWLRQ PRGHO LV GHVLJQHG WR SUHVHQW WKH VWURQJHVW FDVH IRU HTXLSPHQW

PDUNHWV WKDW PLJKW GLVFLSOLQH DIWHUPDUNHWV� WKHUH DUH QR VZLWFKLQJ FRVWV EHWZHHQ HTXLS�

PHQW EUDQGV� FRQVXPHUV KDYH FRPSOHWH LQIRUPDWLRQ� DQG HQWU\ LV IUHH LQWR KRPRJHQHRXV

HTXLSPHQW SURGXFWLRQ� 2XU UHVXOWV DUH LQWXLWLYH DQG UREXVW� HYHQ D SHUIHFWO\ FRPSHWL�

WLYH HTXLSPHQW PDUNHW DW EHVW RQO\ SDUWLDOO\ GLVFLSOLQHV WKH VHUYLFH PDUNHW� GHSHQGLQJ RQ

SDUDPHWHU YDOXHV� LW PD\ QRW GLVFLSOLQH WKH VHUYLFH PDUNHW DW DOO�

�� $ VVX P S WLRQ � DVVX U HV WK DW HY HQ Z K HQ Q HZ HT X LS P HQ W LV DY DLODE OH DW FRVW� WK H FRQ VX P HU Z LOO U HFHLY H
S RVLWLY H Q HW VX U S OX V Z K HQ VHU Y LFH LV S U LFHG DW FRVW� 7 K HU HIRU H WK H p U P FDQ U DLVH WK H VHU Y LFH S U LFH DE RY H
FRVW DW OHDVW D OLWWOH Z LWK RX W LQ G X FLQ J FRQ VX P HU V WR DE DQ G RQ ROG HT X LS P HQ W DQ G WR E X \ Q HZ �

��


