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Devwudfw

Zh uhodwh wkh ydoxh ri jurzwk rswlrqv lq wkh �up*v lqyhvwphqw rssruwxqlw| vhw

wr wkh ohyho ri ghew lq wkh �up*v fdslwdo vwuxfwxuh1 Xqghulqyhvwphqw frvwv ri ghew

lqfuhdvh dqg iuhh fdvk  rz ehqh�wv idoo zlwk dgglwlrqdo jurzwk rswlrqv1 Wkxv/

li ghew fdsdflw| lv gh�qhg dv wkh dprxqw ri ghew wkh �up rswlpdoo| dggv iru dq

lqfuhphqwdo surmhfw/ wkhq wkh ghew fdsdflw| ri jurzwk rswlrqv lv qhjdwlyh1 Wklv

uhvxow lpsolhv wkdw errn ohyhudjh vkrxog idoo zlwk wkh dgglwlrq ri jurzwk rswlrqv1

Rxu whvwv/ xvlqj d odujh vdpsoh ri lqgxvwuldo �upv/ frq�up wklv suhglfwlrq1
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�Wkh dxwkruv duh dw wkh Zlooldp H1 Vlprq Vfkrro ri Exvlqhvv Dgplqlvwudwlrq/ Xql0
yhuvlw| ri Urfkhvwhu1 H0pdlo= edufod|Cvlprq1urfkhvwhu1hgx/ pruhoohfCvlprq1urfkhvwhu1hgx/ ru
vplwkCvlprq1urfkhvwhu1hgx1 Srvwdo= Vlprq Vfkrro ri Exvlqhvv/ Xqlyhuvlw| ri Urfkhvwhu/ Urfkhvwhu
Q\ 4795:1

|Zh wkdqn vhplqdu sduwlflsdqwv dw wkh Frqihuhqfh rq Fxuuhqw Frqfhswv dqg Hylghqfh lq Fdslwdo
Vwuxfwxuh dw Uxwjhuv Xqlyhuvlw| dqg hvshfldoo| Deudkdp Udylg +wkh glvfxvvdqw,1
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4Iru h{dpsoh/ Krydnlpldq/ Rsohu dqg Wlwpdq +5334/ s1 8, uhsruw wkdw wkh| �vhsdudwho| udq uhjuhv0

vlrqv zlwk ghew udwlrv phdvxuhg hqwluho| zlwk errn ydoxhv/ srvlwlqj wkdw vrph pdqdjhuv kdyh errn ydoxh

udwkhu wkdq pdunhw ydoxh wdujhwv1 Wkh uhvxowv lq rxu vhfrqg vwdjh uhjuhvvlrqv/ xvlqj wkhvh errn ydoxh

wdujhwv/ zhuh yhu| vlplodu wr wkh uhvxowv uhsruwhg ehorz wkdw xvh pdunhw ydoxh wdujhwv1�
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6Lq rwkhu zrugv/ zh suhvxph wkdw wkh erdug ri gluhfwruv fdqqrw dvvhvv wkh txdolw| ri pdqdjhuv zlwklq

d srro> lq sduwlfxodu wkh erdug fdqqrw lghqwli| zlwklq wkh vhfrqg srro pdqdjhuv zlwk d orz yhuvxv kljk

hpsluh0exloglqj whqghqf|1 Zlwklq rxu prgho wkh sulydwh ehqh�wv ri wkh pdqdjhu lqfuhdvh zlwk wkh

surmhfw*v QSY1 Wklv dvvxpswlrq lpsolflwho| uh hfwv wkh idfw wkdw pdqdjhuv ghulyh sulydwh ehqh�wv ri

frqwuro1 Lq wklv prgho/ lqyhvwlqj pruh wrgd| phdqv wkdw pruh uhvrxufhv zloo eh vtxdqghuhg dqg/ khqfh/

wkdw wkh pdqdjhu zloo kdyh d uhgxfhg delolw| wr ryhulqyhvw qh{w shulrg1 Dv d uhvxow/ wkh h{shfwhg ohyho ri

ryhulqyhvwphqw ghshqgv rq wkh pdqdjhu*v lqwhuwhpsrudo hodvwlflw| ri vxevwlwxwlrq iru wkh frqvxpswlrq

ri shutxlvlwhv1 Lq vxfk d iudphzrun/ dvvxplqj wkdw wkh erdug fdqqrw dvvhvv wkh txdolw| ri pdqdjhuv lv

vlplodu wr dvvxplqj wkdw wkh erdug fdqqrw dvvhvv wkh pdqdjhuv* lqwhuwhpsrudo hodvwlflw| ri vxevwlwxwlrq

iru wkh frqvxpswlrq ri shutxlvlwhv1 Vhfwlrq D14 ri wkh Dsshqgl{ h{whqgv wkh edvlf prgho wr frqvlghu

wkh fdvh lq zklfk wkh wkh erdug fdq dvvhvv wkh txdolw| ri srwhqwldo uhsodfhphqw pdqdjhuv1
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7Wkh frusrudwh �qdqfh olwhudwxuh kdv prghohg dw ohdvw wkuhh w|shv ri ohyhudjh0uhodwhg flufxpvwdqfhv

wkdw ohdg wr d idloxuh wr xqghuwdnh srvlwlyh QSY surmhfwv= Vwrfnkroghu0erqgkroghu frq lfwv +P|huv

+4<::,,/ ghidxow +Vwxo} +4<<3,,/ dqg �qdqflqj frqvwudlqwv +Id}}dul/ Kxeedug/ dqg Shwhuvhq +4<;;,,1

Dowkrxjk wkhvh phfkdqlvpv duh qrw pxwxdoo| h{foxvlyh/ zh irfxv lq wklv sdshu rq wkh vhfrqg vrxufh

ri xqghulqyhvwphqw frvwv1 Dgglqj �qdqflqj frqvwudlqwv zrxog vwuhqjkwhq wkh edvlf uhvxow ri wkh sdshu

wkdw wkh ghew fdsdflw| ri jurzwk rswlrqv lv qhjdwlyh1 Dovr/ lw lv lpsruwdqw wr uhfrjql}h wkdw P|huv*

xqghulqyhvwphqw frvw uholhv rq wkh vdph edvlf vwuxfwxuh dv wkh rqh prghohg lq wklv sdshu +l1h1 ghew
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lqgxfhg lqfhqwlyhv wr ghidxow rq jurzwk rswlrqv, dqg khqfh zh h{shfw wkh edvlf uhvxow ri wkh sdshu

wr krog lq wkdw vhwwlqj dv zhoo1 Lqfrsrudwlqj wkh frvw ri xqghulqyhvwphqw kljkoljkwhg e| P|huv zrxog

uhtxluh d pruh ghwdlohg prgholqj ri wkh lqfhqwlyhv ri wkh pdqdjhu/ dq lpsruwdqw frpsrqhqw ri zklfk

lv hvwdeolvkhg e| frpshqvdwlrq srolf|1
8Zkhq wkh �up grhv qrw kdyh dffhvv wr �qdqfldo pdunhwv dw gdwh w @ 4/ wkh dprxqw lqyhvwhg lq

qhz surmhfwv lv fdsshg e| wkh fdvk  rzv iurp dvvhwv lq sodfh dqg wkh ghidxow frqglwlrq lv gh�qhg e|

d oltxlglw| frqvwudlqw1 Wkhuhiruh/ wkh xqghulqyhvwphqw sureohp dvvrfldwhg zlwk ghew �qdqflqj lv pruh

vhyhuh dqg wkh ydoxh ri htxlw| lv orzhu1
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9Wklv suhvxphv wkdw wkh erdug ri gluhfwruv fdqqrw kluh d pdqdjhu wkdw zrxog surgxfh pruh ydoxh

iurp wkh �up*v lqyhvwphqw rssruwxqlw| vhw1 Wklv suhvxpswlrq uholhv rq wkh idfw wkdw lqyhvwphqw srolf|

lv qrw frqwudfwleoh dqg wkdw wkh erdug*v delolw| wr dvvhvv wkh txdolw| ri rxwvlgh pdqdjhuv lv olplwhg1

Dovr/ zh dvvxph wkdw wkh pdunhw iru frusrudwh frqwuro rshudwhv frvwohvvo|1 Vhfwlrq D14 ri wkh Dsshqgl{

uhod{hv wkhvh dvvxpswlrqv1
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:Lq idfw/ wkh h{shfwhg frvw ri xqghulqyhvwphqw ghshqgv rq erwk wkh suredelolw| ri xqghulqyhvwphqw

dqg wkh pdjqlwxgh ri wklv frvw frqglwlrqdo rq xqghulqyhvwphqw1 Wkh odwwhu frpsrqhqw ri wklv h{shfwhg

frvw lqfuhdvhv zlwk dgglwlrqdo jurzwk rswlrqv1 Wkh iruphu frpsrqhqw ghfuhdvhv zlwk dgglwlrqdo jurzwk

rswlrqv1 Wkxv wkh h{shfwhg frvw ri xqghulqyhvwphqw h{klelwv d nlqn= Lw �uvw lqfuhdvhv dqg wkhq ghfuhdvhv

zlwk dgglwlrqdo jurzwk rswlrqv1 Qrqhwkhohvv/ wkh frvw ri ryhulqyhvwphqw dozd|v ghfuhdvhv zlwk dgglwlrqdo

jurzwk rswlrqv dqg wkh pdjqlwxgh wklv h�hfw dozd|v grplqdwhv wkh fkdqjh lq xqghulqyhvwphqw frvwv dw

rswlpdo ohyhudjh1
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43Rxu uhjuhvvlrqv dwwhpsw wr lghqwli| wkh lpsdfw ri wkh idfwruv lqfoxghg rq wkh uljkw0kdqg vlgh +UKV,

ri wkh uhjuhvvlrq rq wkh �up*v wdujhw ohyhudjh1 Li lw lv h{shqvlyh wr dgmxvw wkh �up*v fdslwdo vwuxfwxuh/

vrph ghyldwlrq iurp wdujhw ohyhudjh zloo eh rswlpdo1 Zlwk uhvshfw wr prvw ri wkh UKV yduldeohv/ wkh

ghyldwlrqv dsshdu v|pphwulf dqg wkh uhjuhvvlrq frh!flhqw lghqwl�hv yduldwlrqv lq wdujhw ohyhudjh dfurvv

wkh srsxodwlrq dv wkh UKV yduldeoh ydulhv1 Exw lq wkh fdvh ri wd{ orvv fduu|iruzdugv/ wkhuh dsshduv wr

eh d pdwhuldo vhohfwlrq0eldv sureohp1 Ilupv zlwk wd{ orvv fduu|iruzdugv iuhtxhqwo| duh �upv �qdqfldoo|

glvwuhvvhg1 Vxfk �upv whqg wr kdyh ohyhudjh wkdw lv juhdwhu wkdq wkhlu wdujhw ohyhudjh1 Wkxv/ wklv udlvhv

wkh srvvlelolw| wkdw wkh wd{ orvv fduu|iruzdugv yduldeoh uh hfwv ghyldwlrqv iurp wdujhw ohyhudjh udwkhu

wkdq yduldwlrqv lq wdujhw ohyhudjh1
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uhgxfh rxu vdpsoh vl}h e| voljkwo| ohvv wkdq 6 shufhqw +iurp 434/453 �up0|hdu revhuydwlrqv wr <;/758

revhuydwlrqv, zklfk lv pruh wkdq wkh 4 shufhqw ri wkh revhuydwlrqv wkdw zh gurs1 Wkhlu surfhgxuh/

krzhyhu/ grhv qrw holplqdwh wkh sureohp zlwk rxwolhuv1 Iru h{dpsoh/ li zh xvh wkhlu vdpsoh shulrg dqg

wuxqfdwlrq surfhgxuh/ wkh pd{lpxp pdunhw0wr0errn udwlr lq rxu vdpsoh zrxog eh 636/ zklfk lv zhoo

ryhu rqh kxqguhg vwdqgdug ghyldwlrqv iurp wkh phdq1 Zkhq zh uhsolfdwh wkh Idpd0Iuhqfk uhjuhvvlrqv/

zh �qg wkdw wkh vljq ri wkh frh!flhqw rq wkh pdunhw0wr0errn udwlr  lsv iurp srvlwlyh wr qhjdwlyh zkhq

zh wuxqfdwh wkhvh h{wuhph rxwolhuv1
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H

L

Cash flow X

1

a

Marginal product of 
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bD-I*(H-1) D+I*

Value conditional on 
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Cost conditional on 
investing: $(1-L)(b-D-I*)/2

Default Overinvestment
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