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$EVWUDFW�
7HOHFRPPXQLFDWLRQV� LV� DQ� LQGXVWU\� FKDUDFWHULVHG� E\� KHDY\� LQYHVWPHQWV� LQ
LQIUDVWUXFWXUH��+LVWRULFDOO\��RQH�ILUP�KDV�W\SLFDOO\�EHHQ�JUDQWHG�D�QDWLRQDO�PRQRSRO\�
5HFHQWO\�� FRPSHWLWLRQ� KDV� EHHQ� RSHQHG� XS�� (QWUDQWV� KDYH� EHHQ� DOORZHG� WR� XVH� WKH
H[LVWLQJ� QHWZRUN� LQIUDVWUXFWXUH� DW� D� UHJXODWHG� DFFHVV� SULFH�� :H� VWXG\� WKH� ULYDOU\
EHWZHHQ�LQFXPEHQWV�DQG�HQWUDQWV�XQGHU�WZR�GLVWLQFW�W\SHV�RI�HQWU\��1HZFRPHU�HQWU\
DQG� UHFLSURFDO� HQWU\��7KH� ODWWHU� UHIHUV� WR� WKH� VLWXDWLRQ�ZKHUH� WZR�QHLJKERXULQJ� ³ROG
PRQRSROLHV´�HQWHU�HDFK�RWKHU¶V�PDUNHWV��$�TXHVWLRQ�WKDW� LV�JLYHQ�VSHFLDO�DWWHQWLRQ�LV
ZKHQ�ZH�ZRXOG�H[SHFW�PDUNHW�VKDULQJ�W\SH�FROOXVLRQ�LQ�WKH�ODWWHU�FDVH�

:H� WKDQN� 7HOHQRU� IRU� ILQDQFLDO� VXSSRUW� WKURXJK� WKH� )RXQGDWLRQ� IRU� 5HVHDUFK� LQ
(FRQRPLFV�DQG�%XVLQHVV�$GPLQLVWUDWLRQ��61)���6¡UJDUG�LV�JUDWHIXO�IRU�WKH�KRVSLWDOLW\
RI� WKH�'HSDUWPHQW�RI�(FRQRPLFV� DW� WKH�8QLYHUVLW\�RI�&DOLIRUQLD��6DQWD�%DUEDUD� DQG
WKDQNV� WKH�1RUZHJLDQ�5HVHDUFK�&RXQFLO� DQG� WKH�8�6��1RUZD\�)XOEULJKW�)RXQGDWLRQ
IRU�(GXFDWLRQDO�([FKDQJH�IRU�WUDYHO�JUDQWV�
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7HOHFRPPXQLFDWLRQ� ILUPV� KDYH� KLVWRULFDOO\� KHOG� GRPLQDQW�PDUNHW� SRVLWLRQV� LQ�PRVW

FRXQWULHV��2QH�LPSRUWDQW�UHDVRQ�LV�WKH�HFRQRPLHV�RI�VFDOH�LQ�WKH�LQGXVWU\��6LQFH�HQWU\

RI� QHZ� ILUPV� KDV� EHHQ� UHJDUGHG� DV� D� FRVW�LQHIILFLHQW� VROXWLRQ�� RQH� SURYLGHU� KDV

KLVWRULFDOO\�RIWHQ�EHHQ�JUDQWHG�D�OHJDO�PRQRSRO\��7R�PLQLPLVH�H[SORLWDWLRQ�RI�PDUNHW

SRZHU��WKLV�GRPLQDQW�VHUYLFH�SURYLGHU�KDV�RIWHQ�IDFHG�D�UHVWULFWLYH�UHJXODWRU\�UHJLPH�

/DWHO\�� WKRXJK�� WKH� LQGXVWULDO� VWUXFWXUH� LQ� WHOHFRP� KDV� FKDQJHG� GUDPDWLFDOO\�� 7KH

LQGXVWU\� KDV� EHHQ� GHUHJXODWHG�� 0RVW� LPSRUWDQWO\�� QHZ� ILUPV� KDYH� EHHQ� SHUPLWWHG

DFFHVV� WR� WKH�GRPLQDQW� ILUP¶V�QHWZRUN��7KH�SXUSRVH�RI� WKLV�SDSHU� LV� WR�GLVFXVV�KRZ

VXFK� GHUHJXODWLRQ� PD\� FKDQJH� WKH� QDWXUH� RI� FRPSHWLWLRQ� LQ� WKH� WHOHFRPPXQLFDWLRQ

LQGXVWU\�� ,Q� SDUWLFXODU�� ZH� VWXG\� WZR� GLIIHUHQW� NLQGV� RI� HQWU\� WULJJHUHG� E\

GHUHJXODWLRQ�� WKH�HQWUDQW�PD\�EH�D�QHZFRPHU� WR� WKH� LQGXVWU\� �QHZFRPHU� HQWU\��� EXW

ZH�PLJKW�DOVR�KDYH�WKDW�LQFXPEHQW�ILUPV�LQ�QHLJKERXULQJ�PDUNHWV�HQWHU�HDFK�RWKHU¶V

PDUNHW��UHFLSURFDO�HQWU\��

7KHUH� DUH� VRPH� LGLRV\QFUDWLF� FKDUDFWHULVWLFV� RI� WKLV� SDUWLFXODU� LQGXVWU\� WKDW

VKRXOG�EH�WDNHQ�LQWR�DFFRXQW�ZKHQ�ZH�PRGHO�WKH�HIIHFW�RI�HQWU\��7HOHFRPPXQLFDWLRQ

VHUYLFHV��VXFK�DV�WHOHSKRQH�XVDJH��DUH�WR�D�ODUJH�H[WHQW�D�KRPRJHQRXV�SURGXFW��'HVSLWH

WKLV��LW�LV�QRW�SODXVLEOH�WR�DVVXPH�WKDW�DOO�WKH�FRQVXPHUV�XVH�WKH�ILUP�ZLWK�WKH�ORZHVW

SULFH��:H�ZLVK� WR�PRGHO� WKH� IDFW� WKDW� VRPH� FXVWRPHUV�PLJKW� KDUERXU� EUDQG� OR\DOW\

WRZDUGV�WKH�ROG�PRQRSROLVW��0RUH�SUHFLVHO\��ZH�DVVXPH�WKDW�VRPH�FXVWRPHUV�GR�QRW

WDNH�SULFH�GLIIHUHQFHV� LQWR�DFFRXQW�ZKHQ�FKRRVLQJ�VXSSOLHU� ���DQG� WKDW�D�PDMRULW\�RI

WKHVH�ZLOO�FKRRVH�WKH�LQFXPEHQW�UDWKHU�WKDQ�WKH�HQWUDQW��:H�IXUWKHU�DVVXPH�WKH�ODUJHU

WKH�SULFH�GLIIHUHQFH�EHWZHHQ�WKH�ILUPV¶�SURGXFWV��WKH�ODUJHU�WKH�QXPEHU�RI�FRQVXPHUV

WKDW�VZLWFKHV�WR�WKH�ORZ�SULFH�SURGXFHU��7R�FDSWXUH�WKHVH�GHPDQG�FKDUDFWHULVWLFV��ZH
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H[WHQG� D� PRGHO� ILUVW� LQWURGXFHG� LQ� $OOHQ� DQG� 7KLVVH� �������� DV� ZH� ZLOO� UHWXUQ� WR

VKRUWO\�

6HFRQG�� WKHUH� DUH� DV\PPHWULHV� RQ� WKH� FRVW� VLGH�� 7KH� ROG� PRQRSROLVW� KDV

W\SLFDOO\� LQYHVWHG� LQ� LQIUDVWUXFWXUH��:H� IRFXV� RQ� WKH� FDVH� ZKHUH� GXSOLFDWLRQ� RI� WKH

LQIUDVWUXFWXUH� LV� SURKLELWLYHO\� H[SHQVLYH�� VR� WKH� HQWUDQW� QHHGV� DFFHVV� WR� WKLV

LQIUDVWUXFWXUH� WR� EH� DEOH� WR� VHUYH� FRQVXPHUV�� 7KH� FRVW� DV\PPHWU\� EHWZHHQ� WKH� WZR

ILUPV�DULVHV�EHFDXVH� WKH� HQWUDQW� LV� FKDUJHG� DQ� DFFHVV�SULFH��ZKLFK� W\SLFDOO\� H[FHHGV

WKH�PDUJLQDO�FRVWV�IDFHG�E\�WKH�LQFXPEHQW��:H�DVVXPH�WKDW�WKLV�DFFHVV�SULFH�LV�VHW�E\

VRPH�UHJXODWRU\�DJHQF\�

$V�PHQWLRQHG��ZH�ZLOO�GLVWLQJXLVK�EHWZHHQ�WZR�GLIIHUHQW�HQWU\�VFHQDULRV��7KH

HQWUDQW�PD\�EH�D�QHZFRPHU� WR� WKH� LQGXVWU\��EXW�DOVR�D�SUHYLRXV�PRQRSROLVW� LQ�VRPH

QHLJKERXULQJ�PDUNHW�� 7KH� LQWHUHVWLQJ� GLVWLQFWLRQ� LV� WKDW� ZKHQ� WKH� HQWUDQW� LV� D

QHLJKERXU� PRQRSROLVW�� WKH� PRQRSROLVW� XQGHU� DWWDFN� FDQ� UHWDOLDWH� E\� HQWHULQJ� WKH

HQWUDQW
V�KRPH�PDUNHW��&ROOXVLRQ�XQGHU�PXOWLPDUNHW�FRQWDFW�WKHQ�EHFRPHV�DQ�LVVXH�

,Q� WKH� ILUVW�� FODVVLFDO�HQWU\� JDPH��ZH� ILQG� WKDW� WKH� HQWUDQW�PLJKW� VHW� D�KLJKHU

SULFH� WKDQ� WKH� LQFXPEHQW� HYHQ� LI� KH� KDV� D� FRVW� GLVDGYDQWDJH�� 7KLV� LV� WUXH� LI� D

VXIILFLHQWO\�ODUJH�IUDFWLRQ�RI�WKH�FRQVXPHUV�DUH�OR\DO�WR�WKH�LQFXPEHQW�ZKHQ�WKH�WZR

ILUPV�VHW�LGHQWLFDO�SULFHV��7KH�LQFXPEHQW¶V�EHVW�FKRLFH�LV�WKHQ�WR�VHW�D�KLJK�SULFH�DQG

VHUYH�LWV�OR\DO�FRQVXPHUV�UDWKHU�WKDQ�VHW�D�ORZHU�SULFH�DQG�ILJKW�IRU�WKH�SULFH�VHQVLWLYH

FRQVXPHUV�� �0RUHRYHU��ZH�ILQG�WKDW�DGYHUWLVLQJ�E\�WKH�LQFXPEHQW�KDV�DQ�DPELJXRXV

HIIHFW� RQ� WKH� HQWUDQW¶V� GHFLVLRQ� WR� HQWHU� RU� QRW�� � $� ODUJHU� IUDFWLRQ� RI� WKH� WRWDO

FRQVXPHUV�WKDW�DUH�OR\DO�WR�WKH�LQFXPEHQW�WHQGV�WR�GHWHU�HQWU\��ZKLOH�OHVV�SULFH�ULYDOU\

GXH�WR�PRUH�OR\DO�FRQVXPHUV�LQ�JHQHUDO�WHQGV�WR�DWWUDFW�HQWU\��)LQDOO\��ZH�ILQG�±�DV�RQH

LQWXLWLYHO\� H[SHFWV� ±� WKDW� KLJKHU� SULFH� VHQVLWLYLW\� OHDGV� WR� WRXJKHU� SULFH� FRPSHWLWLRQ

WKDW�PD\�GHWHU�HQWU\�
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,Q� WKH� VHFRQG� HQWU\� JDPH�� ZKHUH� SRWHQWLDO� HQWU\� LV� UHFLSURFDO�� UHVXOWV� DUH

GLVWLQFWO\�GLIIHUHQW�LQ�PDQ\�UHVSHFWV��7KH�UHDVRQ�LV�WKDW�LQ�WKLV�VHWWLQJ�LW�LV�QRW�VLPSO\�D

TXHVWLRQ� ZKHWKHU� D� ILUP� HQWHUV� D� PDUNHW� RU� QRW�� EXW� ZKHWKHU� WKH� ILUP� HQWHUV� WKH

QHLJKERXULQJ� PDUNHW� DQG� WKHQ� WULJJHUV� UHFLSURFDO� HQWU\�� $� NH\� TXHVWLRQ� EHFRPHV

XQGHU�ZKDW�FLUFXPVWDQFHV�PXOWLPDUNHW�FROOXVLRQ����RI�WKH�IRUP�WKDW�HDFK�ILUP�VWD\V�LQ

LWV�RULJLQDO�KRPH�PDUNHW����FDQ�EH�VXVWDLQHG��+LJKHU�SULFH�VHQVLWLYLW\��VLPXOWDQHRXVO\

LQ�ERWK�PDUNHWV��PD\�GHWHU�HQWU\�DQG�WKXV�SURPRWH�FROOXVLRQ��7KH�RSSRVLWH� LV� WUXH�LI

SULFH�VHQVLWLYLW\�JRHV�XS�RQO\�LQ�RQH�PDUNHW���0RUHRYHU��ZH�ILQG�WKDW�DGYHUWLVLQJ�WKDW

DIIHFWV� WKH� IUDFWLRQ� RI� WKH� FRQVXPHUV� WKDW� DUH� OR\DO� WR� WKH� LQFXPEHQW� SURPRWHV

FROOXVLRQ�LI�ERWK�ILUPV�XQGHUWDNH�LW�DQG�PD\�WULJJHU�UHFLSURFDO�HQWU\�LI�RQO\�RQH�RI�WKH

ILUPV�XQGHUWDNHV�LW�

2XU� EDVLF� PRGHO� VKDUHV� VRPH� VLPLODULWLHV� ZLWK� VZLWFKLQJ� FRVW� PRGHOV�

&RQVXPHUV� DUH� LQLWLDOO\� DOORFDWHG� WR� HLWKHU� WKH� LQFXPEHQW� RU� WKH� HQWUDQW�� DQG� IRU

LGHQWLFDO� SULFHV� WKH� HQWUDQW¶V� PDUNHW� VKDUH� LV� HLWKHU� HTXDO� WR� RU� ORZHU� WKDQ� WKH

LQFXPEHQW¶V� VKDUH�� 7KH� ODUJHU� WKH� SULFH� GLIIHUHQFH�� WKH� ODUJHU� WKH� QXPEHU� RI

FRQVXPHUV� WKDW� SUHIHUV� EHLQJ� VHUYHG� E\� WKH� ORZ� SULFH� ILUP�� � 6LQFH� QRW� DOO� WKH

FRQVXPHUV� VZLWFK� WR� WKH� ORZ� SULFH� ILUP��ZH�PD\� LQWHUSUHW� WKLV� DV� LI� WKH� FRQVXPHUV

LQFXU�VZLWFKLQJ�FRVWV��,Q�WKDW�UHVSHFW�RXU�PRGHO� LV�FORVHO\�UHODWHG�WR�:DQJ�DQG�:HQ

�������� D� VZLWFKLQJ� FRVW� PRGHO� WDLORU�PDGH� WR� WKH� FKDUDFWHULVWLFV� LQ� WKH

WHOHFRPPXQLFDWLRQ�LQGXVWU\���+RZHYHU��RXU�PRGHO�LV�GLVWLQFWO\�GLIIHUHQW�IURP�WKHLUV�LQ

PDQ\�RWKHU�UHVSHFWV��)LUVW��WKH\�DVVXPH�WZR�NLQGV�RI�FRQVXPHUV�DQG�WKDW�HLWKHU�QRQH

RU� DOO� WKH� FRQVXPHUV� LQ� HDFK� JURXS� VZLWFK� WR� WKH� ORZ� SULFH� ILUP�� ,Q� FRQWUDVW�� ZH

DVVXPH� RQH� JURXS� RI� FRQVXPHUV� DQG� OHW� WKH� QXPEHU� RI� FRQVXPHUV� WKDW� VZLWFKHV

������������������������������ ����������������������������
�7KHLU�PRGHO� LV� FORVHO\� UHODWHG� WR�.OHPSHUHU� �������� )RU� DQ� H[SODQDWLRQ� RI� WKH� GLIIHUHQFHV� EHWZHHQ
WKRVH� WZR�PRGHOV�� VHH�:DQJ� DQG�:HQ� �������� $OWKRXJK� WKH� UHIHUUHG� VWXG\� LV� WKH� RQH� PRVW� FORVHO\
UHODWHG�WR�RXUV��WKHUH�DUH�DOVR�QXPHURXV�RWKHUV��)RU�D�VXUYH\�RI�WKH�OLWHUDWXUH��VHH�.OHPSHUHU��������
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GHSHQG� XSRQ� WKH� SULFH� GLIIHUHQFH� EHWZHHQ� WKH� WZR� ILUPV�� 6HFRQG�� WKH\� DVVXPH

VHTXHQWLDO�SULFH�VHWWLQJ�ZKLOH�ZH�DVVXPH�VLPXOWDQHRXV�SULFH�VHWWLQJ��7KLUG��WKH\�±�DV

ZHOO� DV� RWKHU� VZLWFKLQJ� FRVW� PRGHOV� ±� LQYHVWLJDWH� RQO\� ZKDW� ZH� KDYH� ODEHOOHG� WKH

FODVVLFDO�HQWU\�JDPH��+HUH�WKH�FODVVLFDO�HQWU\�JDPH�LV�SDUWLDOO\�D�SUHUHTXLVLWH�WR�VWXG\

WKH�SRWHQWLDO�IRU�UHFLSURFDO�HQWU\�DQG�PXOWLPDUNHW�FROOXVLRQ�

7KH�YHUVLRQ�RI�RXU�PRGHO�ZLWK�SRWHQWLDO�IRU�UHFLSURFDO�HQWU\�LV�FORVHO\�UHODWHG

WR�VRPH�PRGHOV�RQ�FROOXVLRQ�� ,Q�SDUWLFXODU��RXU�PRGHO� VKDUHV�PDQ\�VLPLODULWLHV�ZLWK

/RPPHUXG�DQG�6¡UJDUG� �������� ,Q� WKDW�SDUWLFXODU�PRGHO�ZH�DQDO\VHG� D�PXOWLPDUNHW

KRPRJHQRXV�JRRGV�GXRSRO\�ZLWK�HLWKHU�&RXUQRW�RU�%HUWUDQG�FRPSHWLWLRQ��,Q�FRQWUDVW�

LQ�WKLV�PRGHO�WKH�VWDUWLQJ�SRLQW�LV�WKH�PRGHO�ILUVW�SUHVHQWHG�LQ�$OOHQ�DQG�7KLVVH��������

D�SULFH�VHWWLQJ�PRGHO�ZKHUH�QRW�DOO�FRQVXPHUV�VZLWFKHV�WR�WKH�ORZ�SULFH�ILUP��,W�WXUQV

RXW�WKDW�ODFNLQJ�SULFH�VHQVLWLYLW\�DQG�FXVWRPHU�OR\DOW\�WRZDUGV�WKH�LQFXPEHQW�FUXFLDOO\

PDWWHU�IRU�UHVXOWV�DERXW�ZKHQ�PXOWLPDUNHW�FROOXVLRQ�FDQ�EH�VXVWDLQHG�

7KH�DUWLFOH� LV�RUJDQLVHG�DV� IROORZV�� ,Q� WKH�QH[W�VHFWLRQ�ZH�SUHVHQW� WKH�PRGHO

VWUXFWXUH��,Q�VHFWLRQ���ZH�DQDO\VH�WKH�HIIHFWV�RI�HQWU\�JLYHQ�WKDW�WKH�LQFXPEHQW�DQG�WKH

HQWUDQW�FRPSHWH�QRQ�FRRSHUDWLYHO\�LQ�WKH�SRVW�HQWU\�JDPH��,Q�VHFWLRQ���ZH�H[DPLQH�D

FHUWDLQ� NLQG� RI� FROOXVLRQ�� ZKHUH� HQWU\� LQ� D� QHLJKERXULQJ�PDUNHW� WULJJHUV� UHFLSURFDO

HQWU\� LQ� RQH
V� RZQ� PDUNHW� IURP� WKH� ILUP� WKDW� H[SHULHQFHV� LQWUXVLRQ� LQ� KLV� KRPH

PDUNHW���,Q�VHFWLRQ���ZH�VXPPDULVH�RXU�UHVXOWV��DQG�ZH�KLQW�DW�VRPH�LPSOLFDWLRQV�IRU

SXEOLF�SROLF\�

���7+(�02'(/

&RQVLGHU� DQ� LQGXVWU\� ZKHUH� RQH� ILUP� DW� SUHVHQW� LV� D�PRQRSROLVW� DQG� D� VHFRQG� ILUP

FRQVLGHUV�WR�HQWHU��:H�DVVXPH�WKH�IROORZLQJ�UHFWDQJXODU�GHPDQG�IXQFWLRQ�

��� 4� ��LI�3�� �3 DQG�4� ���LI�3�!� 3 �
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7KHQ�� REYLRXVO\�� DQ� XQWKUHDWHQHG� PRQRSROLVW� VHWV� 33 = � DQG� HDUQV� D� JURVV� SURILW

3=p �

,I�ERWK�ILUPV�DUH�DFWLYH��ZH�DSSO\�WKH�GHPDQG�V\VWHP�LQWURGXFHG�LQ�$OOHQ�DQG

7KLVVH� �������� 7KH� ILUPV� DUH� SULFH� VHWWHUV�� ,I� WKH� ILUPV� VHW� DQ� LGHQWLFDO� SULFH�

FRQVXPHUV� EX\� HLWKHU� IURP� WKH� LQFXPEHQW� RU� WKH� HQWUDQW�� $� IUDFWLRQ� ��� ±� V�� RI� WKH

FRQVXPHUV�FKRRVHV� WKH� VHUYLFHV�RI� WKH� LQFXPEHQW� ILUP��D� IUDFWLRQ�V� LV� VHUYHG�E\� WKH

HQWUDQW��$OOHQ�DQG�7KLVVH��������VHW�V�HTXDO�WR�ò��LPSO\LQJ�WKDW�ZLWK�LGHQWLFDO�SULFHV�

FRQVXPHUV� DUH� VSOLW� HYHQO\� EHWZHHQ� WKH� ILUPV��:H� WKLQN� WKDW� LQ�PDQ\� FRQWH[WV� LW� LV

QDWXUDO� WR�DVVXPH� WKDW� WKH� LQFXPEHQW�KDV�EXLOW�XS�VRPH�EUDQG�QDPH� OR\DOW\�� VR� WKDW

ZKHQ� SULFHV� DUH� LGHQWLFDO�� FXVWRPHUV� RYHUSURSRUWLRQDOO\� FKRRVH� WKH� LQFXPEHQW��:H

FRQVHTXHQWO\�DVVXPH�WKDW�����V�� �ò��7KH�FDVH�ZKHUH�V�� ���LV�WKH�RQH�ZKHUH��DOPRVW�

DOO� WKH� FRQVXPHUV� DUH� VHUYHG� E\� WKH� LQFXPEHQW� ZKHQ� WKH� WZR� ILUPV¶� SULFHV� DUH

LGHQWLFDO�

:KHQ�SULFHV�GLIIHU��D�IUDFWLRQ�RI�WKH�FRQVXPHUV�ZRXOG�UDWKHU�EHLQJ�VHUYHG�E\

WKH� ORZ�SULFH� ILUP� WKDQ� WKH� KLJK� SULFH� ILUP�� ,I�� IRU� H[DPSOH�� WKH� HQWUDQW� LV� WKH� KLJK

SULFH� ILUP�� LW�ZRXOG� WKHQ�VHOO� OHVV� WKDQ�D� IUDFWLRQ� V� RI� WKH� WRWDO� VDOH�� �7KH� ODUJHU� WKH

SULFH�GLIIHUHQFH�� WKH�ODUJHU� WKH�IUDFWLRQ�RI�FRQVXPHUV�WKDW�ZRXOG�SUHIHU�EHLQJ�VHUYHG

E\�WKH�ORZ�SULFH�ILUP��/HW�WKH�SDUDPHWHU�a ��³SULFH�VHQVLWLYLW\´��GHQRWH�WKH�WHQGHQF\

IRU�FRQVXPHUV�WR�QRWLFH�SULFH�GLIIHUHQFHV�DQG�WKHUHE\�WR�FKRRVH�EHLQJ�VHUYHG�E\� WKH

ORZ�SULFH� ILUP��$�KLJK� a � LPSOLHV� WKDW� WKH� IUDFWLRQ�RI� WKH� FRQVXPHUV� WKDW� DUH� SULFH�

FRQFHUQHG�LV�ODUJH��:H�OHW�VXSHUVFULSWV�,�DQG�(�GHQRWH�WKH�LQFXPEHQW�DQG�WKH�HQWUDQW�

UHVSHFWLYHO\���7KH�LQFXPEHQW¶V�GHPDQG�V\VWHP�LV�WKH�IROORZLQJ�
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7KH�HQWUDQW¶V�GHPDQG�V\VWHP�FDQ�EH�IRUPXODWHG�DQDORJRXVO\��,Q�ZRUGV��WKH�LQFXPEHQW

KDV�D��EDVH�GHPDQG�����V��WKDW�FDQ�EH�WDNHQ�DV�D�PHDVXUH�RI�FXVWRPHU�OR\DOW\��,I�WKH

LQFXPEHQW� VWDWHV� D� ORZHU� SULFH� WKDQ� WKH� HQWUDQW� WKLV� ZLOO� LPSO\� WKDW� WKH� LQFXPEHQW

VWHDOV�DZD\�VRPH�FXVWRPHUV�IURP�WKH�HQWUDQW
V�EDVH�GHPDQG��,Q�OLQH�ZLWK�DQ�H[DPSOH

LQ�$OOHQ�DQG�7KLVVH���������ZH�DVVXPH�WKDW�WKH�JDLQ�LQ�GHPDQG�LV�SURSRUWLRQDO�WR�WKH

UHODWLYH�SULFH�GLIIHUHQFH��ZLWK�a �DV�WKH�IDFWRU�RI�SURSRUWLRQDOLW\��,Q�WKH�HQG��WKH�SULFH

GLIIHUHQFH� LV� VR� ODUJH� WKDW� WKH� LQFXPEHQW� KDV� FDSWXUHG� WKH� ZKROH� PDUNHW�� ,I� WKH

LQFXPEHQW�VWDWHV�WKH�KLJKHU�SULFH��LW�ZLOO�ORVH�FXVWRPHUV�IURP�LWV�EDVH�GHPDQG��DJDLQ

DW� D� UDWH� SURSRUWLRQDO� WR� WKH� SULFH� GLIIHUHQFH�� VWLOO� ZLWK� a � DV� WKH� IDFWRU� RI

SURSRUWLRQDOLW\��1DWXUDOO\�� DW� VRPH�SRLQW� WKH�ZKROH� EDVH� GHPDQG� LV� ORVW�� VR� WKDW� WKH

LQFXPEHQW�LV�OHIW�ZLWK�]HUR�GHPDQG�

(DFK� ILUP� SURGXFHV� ZLWK� D� FRQVWDQW� UHWXUQV� WR� VFDOH� WHFKQRORJ\�� VR� DYHUDJH

FRVW�HTXDOV�PDUJLQDO�FRVW��DQG�WKLV�FRVW�LV�QRUPDOLVHG�WR�]HUR��7KH�LQFXPEHQW�RSHUDWHV

D�QHWZRUN��7KH�HQWUDQW�FDQQRW�VHUYH�WKH�FRQVXPHUV�ZLWKRXW�DFFHVV�WR�WKH�LQFXPEHQW¶V

QHWZRUN��7KH�LQFXPEHQW¶V�PDUJLQDO�FRVW� LQ�WKH�QHWZRUN�LV�QRUPDOLVHG�WR�]HUR��ZKLOH

WKH� HQWUDQW¶V� SHU� XQLW� �SROLWLFDOO\� GHWHUPLQHG�� DFFHVV� SULFH� LV� GHQRWHG� W�
�
:H� DVVXPH

WKDW�����W��� 3 ��,I�W�!� 3 ��WKH�DFFHVV�FRVW�LV�SURKLELWLYHO\�KLJK�LQ�WKH�VHQVH�WKDW�WKH�SHU

XQLW�DFFHVV�FRVW�H[FHHGV�WKH�PRQRSRO\�SULFH��)XUWKHUPRUH��OHW�)�GHQRWH�WKH�HQWUDQW¶V

IL[HG�HQWU\�FRVW�
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&RQVLGHU�WKH�1DVK�HTXLOLEULXP�IROORZLQJ�HQWU\��7KH�LQFXPEHQW�KDV�WKH�FKRLFH

EHWZHHQ�D�GHWHUUHQFH�DQG�DQ�DFFRPRGDWLRQ�VWUDWHJ\��:H�H[DPLQH�WKH�WZR�SRVVLELOLWLHV

VHSDUDWHO\�

7KH� LQFXPEHQW�� WKH� ORZ�FRVW�SURGXFHU�� FDQ� DOZD\V�FDSWXUH� WKH�ZKROH�PDUNHW

E\� VHWWLQJ� D� VXIILFLHQW� ORZ� SULFH�� )URP� ����ZH� VHH� WKDW� E\� VHWWLQJ�
a
3V

W3, -=
(

�� WKH

HQWUDQW� KDV� ]HUR� VDOHV� ZKHQ� LW� VHWV� LWV� SULFH� HTXDO� WR� LWV� PDUJLQDO� FRVW� �W��� 7KH

LQFXPEHQW�ZRXOG�WKHQ�XQGHU�GHWHUUHQFH�HDUQ�
a

p
3V

W, -=( �

�$OWHUQDWLYHO\�� WKH� LQFXPEHQW� FDQ� VHW� D�KLJKHU�SULFH� DQG�DOORZ� WKH� HQWUDQW� WR

VHOO� D� SRVLWLYH� TXDQWLW\��:H� KDYH� WKH� IROORZLQJ�PD[LPLVDWLRQ� SUREOHPV� IRU� WKH� WZR

ILUPV��JLYHQ�WKDW�WKH�HQWUDQW¶V�HQWU\�FRVW�)� LV�VXQN�FRVW��DQG�WDNLQJ�LQWR�DFFRXQW� WKDW

ERWK�GHWHUUHQFH�DQG�DFFRPPRGDWLRQ�DUH�SRVVLELOLWLHV�
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)LUVW�� OHW� XV� FRQVLGHU� DQ� LQWHULRU� VROXWLRQ� ZKHUH� ERWK� ILUPV� VHOO� SRVLWLYH� TXDQWLWLHV�

)URP�WKH�WZR�ILUPV¶�ILUVW�RUGHU�FRQGLWLRQV�ZH�KDYH�WKH�IROORZLQJ�LQWHULRU�VROXWLRQ�

���
( )

ß
à

Þ
Ï
Ð

Î +-
=

a
a

�
W3V�

�3PLQ3Ö,

���
( )

ß
à

Þ
Ï
Ð

Î ++
=

a
a

�
W�3V�

�3PLQ3Ö(

)URP�����DQG�����LW�FDQ�EH�IRXQG�WKDW� 33Ö
L
< ��ZKHUH�L ,�(��LI�

���
( ) ( ) /

W�3�
3V�

�
W3�
3V�

PD[ aa �ß
à

Þ
Ï
Ð

Î
-

+
-

-
> �



�

7KH�ILUVW�H[SUHVVLRQ�LQVLGH�WKH�EUDFNHW�LV�IURP������ZKLOH�WKH�VHFRQG�LV�IURP������:H

IRFXV�RQ�WKH�FDVH�ZKHUH�HQWU\�UHVXOWV�LQ�ORZHU�SULFHV��,Q�OLQH�ZLWK�WKLV�ZH�DVVXPH�WKDW

/aa > �

,I�WKH�SULFHV�H[SUHVVHG�LQ�����DQG�����DUH�VHW��ZH�KDYH�WKH�IROORZLQJ�LQGLYLGXDO

ILUP�JURVV�SURILW�IRU�HDFK�RI�WKH�ILUPV�
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6HFRQG��OHW�XV�FRQVLGHU�D�VROXWLRQ�ZKHUH�WKH�LQFXPEHQW�FRQWLQXHV�WR�VHUYH�WKH

WRWDO�PDUNHW�HYHQ�DIWHU�HQWU\��,W�ZRXOG�VHW�
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%\� FRPSDULQJ� ����� DQG� ������ ZH� VHH� WKDW� +& aa = �� 7KLV� LPSOLHV� WKDW� DV� ORQJ� DV

+aa < � WKH� LQFXPEHQW�GHFLGHV�QRW� WR� VHUYH� WKH� HQWLUH�PDUNHW� DIWHU� HQWU\��7KHQ� WKH

HTXLOLEULXP�SULFHV�DUH�WKH�RQH�JLYHQ�E\�����DQG������ ,Q�ZKDW�IROORZV�ZH�DVVXPH�WKDW

+/ aaa << �� 7KHQ� 33Ö3
LL
<= � DQG� 4L� !� �� LQ� WKH� SRVW� HQWU\� HTXLOLEULXP� JDPH�

ZKHUH�L ,�(�
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/HW�XV�FRQVLGHU�WKH�SRWHQWLDO�IRU�HQWU\�E\�DQ�HQWUDQW�WKDW�LV�D�QHZFRPHU�WR�WKH�LQGXVWU\�

7KLV�PLJKW�EH�RI�LQWHUHVW�LQ�LWVHOI��EXW�DOVR�VHUYHV�DV�D�VWHSSLQJ�VWRQH�IRU�WKH�DQDO\VLV

RI�WKH�PRUH�FRPSOLFDWHG�HQWU\�JDPH�ZKHUH�WKH�HQWUDQW�LV�DQ�LQFXPEHQW�PRQRSROLVW�LQ

VRPH�QHLJKERXULQJ�PDUNHW��)LUVW��FRQVLGHU�WKH�PDUNHW�HTXLOLEULXP�WKDW�ZLOO�HPHUJH�LI

WKH�HQWUDQW�KDV�VXQN�WKH�HQWU\�FRVWV�)�

3URSRVLWLRQ����3RVW�HQWU\�HTXLOLEULXP�SULFHV
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3URRI��&RQFHUQLQJ��L���LW�FDQ�HDVLO\�EH�VHHQ�IURP�����DQG�����WKDW�
,(
3Ö3Ö > �ZKHQ�V� �ò

DQG�
,(
3Ö3Ö < � ZKHQ� �V� �� %\� FRPSDULVRQ�� ZH� KDYH� WKDW�

,(
3Ö3Ö > � LI� WKH� FRQGLWLRQ

VKRZQ�LQ�WKH�3URSRVLWLRQ�LV�PHW�

&RQFHUQLQJ��LL��DQG��LLL���LW�IROORZV�LPPHGLDWHO\�IURP�GLIIHUHQWLDWLRQ�RI�����DQG

�����4('�

:H�VHH�IURP�SDUW��L��RI�WKH�3URSRVLWLRQ�WKDW�LI�V�LV�VXIILFLHQWO\�ORZ��WKH�LQFXPEHQW�VHWV

D�KLJKHU�SULFH�WKDQ�WKH�HQWUDQW���7KLV�KDSSHQV�GHVSLWH�WKH�IDFW�WKDW�WKH�LQFXPEHQW�LV�WKH

ORZ�FRVW�ILUP��2EYLRXVO\��WKH�FKDUDFWHULVWLFV�RQ�WKH�GHPDQG�VLGH�H[SODLQ�WKH�RXWFRPH�

/RZ� V� LPSOLHV� WKDW� WKH� LQFXPEHQW� KDV� D� KLJK� EDVH� GHPDQG� RI� OR\DO� FXVWRPHUV�� %\

ORZHULQJ� LWV� SULFH� WR� FDSWXUH� SULFH� FRQFHUQHG� FRQVXPHUV�� WKH� LQFXPEHQW�ZRXOG� ORVH
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UHYHQXH�RQ�LWV�OR\DO�FRQVXPHUV��7KLV�UHVXOW�LV�DQDORJRXV�WR�WKH�UHVXOW�IRXQG�LQ�:DQJ

DQG�:HQ� �������� (YHQ� WKRXJK� RXU�PRGHO� LV� TXLWH� GLIIHUHQW� IURP� WKDW� RI�:DQJ� DQG

:HQ�� ZH� H[SHFW� WKDW� WKH� UHVXOW� WKDW� FXVWRPHU� OR\DOW\�� PRGHOOHG� LQ� VRPH� ZD\� RU

DQRWKHU��FDQ�EULQJ�D�WKH�ORZ�FRVW�SURGXFHU�WR�VHW�WKH�KLJKHVW�SULFH��ZLOO�VKLQH�WKURXJK

LQ�PDQ\�PRGHO�IRUPDWV�

1RWH�IURP�SDUW��LL��RI�WKH�3URSRVLWLRQ�WKDW�SULFHV�DUH�GHFUHDVLQJ�LQ�a ��7KLV�LV

TXLWH�REYLRXV��$�KLJKHU�a �PHDQV�WKDW�FRQVXPHUV�DUH�EHFRPLQJ�PRUH�SULFH�VHQVLWLYH�

,W�LV�ZHOO�NQRZQ�WKDW�LQ�D�QRQ�FROOXVLYH�VHWWLQJ�WKLV�WULJJHUV�PRUH�ULYDOU\�RQ�SULFHV�

)LQDOO\��QRWH�WKDW�D�FKDQJH�LQ�V�LQIOXHQFHV�WKH�SULFH�VHWWLQJ�RI�WKH�WZR�ILUPV�LQ

RSSRVLWH� GLUHFWLRQV�� $� UHGXFWLRQ� LQ� V� LPSOLHV� WKDW� WKH� LQFXPEHQW
V� EDVH� RI� OR\DO

FXVWRPHUV� JRHV� XS�� 7KH� LQFXPEHQW� UHVSRQGV� WR� WKLV� E\� LQFUHDVLQJ� LWV� SULFH�� 7KH

HQWUDQW
V�EDVH�GHPDQG�GHFUHDVHV�ZLWK�V�VR�WKH�HQWUDQW�LV�HQFRXUDJHG�WR�ORZHU�LWV�SULFH

WR� ILJKW�PRUH� ILHUFHO\� RYHU� WKH� SULFH�FRQFHUQHG� FRQVXPHUV�� ,I� WKH� HQWUDQW� VWDUWV� RXW

ZLWK� WKH�KLJKHVW�SULFH�� D�KLJKHU�V�PHDQV� WKDW� WKH�SULFH�GLVSHUVLRQ�EHWZHHQ� WKH� ILUPV

LQFUHDVHV�LQ�V��,I�WKH�LQFXPEHQW�LQLWLDOO\�VHWV�WKH�ORZHU�SULFH��WKH�VLWXDWLRQ�LV�UHYHUVHG�

3URSRVLWLRQ����3RVW�HQWU\�SURILWV
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3URRI�� ,W�FDQ�HDVLO\�EH�YHULILHG�IRU� +/ aaa << IURP�GLIIHUHQWLDWLRQ�RI� ����DQG�����

4('�
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3DUW� �L�� LQ� WKH�3URSRVLWLRQ� LV� VWUDLJKWIRUZDUG��$Q� LQFUHDVH� LQ� a � LQWHQVLILHV� WKH� SULFH

ULYDOU\�EHWZHHQ�WKH�ILUPV��DQG�ERWK�ILUPV�ORVH�

1RWH� IURP� SDUW� �LL�� RI� WKH� 3URSRVLWLRQ� WKDW� DQ� LQFUHDVH� LQ� WKH� LQFXPEHQW¶V

QXPEHU�RI� OR\DO� FRQVXPHUV� UHGXFHV� WKH� HQWUDQW¶V� SURILW��2EYLRXVO\�� D� UHVKXIIOLQJ� RI

FRQVXPHUV�IURP�WKH�HQWUDQW�WR�WKH�LQFXPEHQW�ZRXOG�WHQG�WR�UHGXFH�WKH�HQWUDQW¶V�SURILW�

7KLV� LV�D�GLUHFW� HIIHFW� RI� D� UHGXFWLRQ� LQ� V��7KHUH� LV�� KRZHYHU�� DQ� LQGXFHG� HIIHFW� WKDW

UXQV�FRQWUDU\�WR�WKLV��$�ODUJHU�QXPEHU�RI�OR\DO�FRQVXPHUV�HQFRXUDJHV�WKH�LQFXPEHQW

WR� VHW� D� KLJKHU� SULFH�� 7KLV� GDPSHQV� WKH� VKLIW� RI� FRQVXPHUV� IURP� WKH� HQWUDQW� WR� WKH

LQFXPEHQW��3URSRVLWLRQ���VKRZV�WKDW�WKH�GLUHFW�HIIHFW�GRPLQDWHV��7KH�HQWUDQW�HDUQV�D

ORZHU�SURILW�DV�D�UHVXOW�RI�D�UHGXFWLRQ�LQ�V�

3DUW��LLL��RI�WKH�3URSRVLWLRQ�WHOOV�XV�WKDW�WKH�LQFXPEHQW�JDLQV�IURP�KDYLQJ�PRUH

OR\DO�FRQVXPHUV��7KLV� LV� WUXH�HYHQ� LI� WKH�HQWUDQW�� DV�ZH�FDQ�VHH� IURP�3URSRVLWLRQ���

UHVSRQGV�WR�ORZHU�V�E\�VHWWLQJ�D�ORZHU�SULFH��,W�LPSOLHV�DJDLQ�WKDW�WKH�GLUHFW�HIIHFW��D

ODUJHU� QXPEHU� RI� OR\DO� FRQVXPHUV�� RXWZHLJKV� WKH� LQGXFHG� HIIHFW� �PRUH� DJJUHVVLYH

ULYDO��

6R� IDU� ZH� KDYH� IRFXVHG� RQ� WKH� FDVH� ZKHUH� HQWU\� LV� D� JLYHQ� IDFW�� 6LQFH� WKH

LQFXPEHQW�E\�GHILQLWLRQ�LV�SUHVHQW�LQ�WKH�PDUNHW�EHIRUH�WKH�SRWHQWLDO�HQWUDQW�GHFLGHV�WR

HQWHU�RU�QRW��LW�LV�LQWHUHVWLQJ�WR�VWXG\�KRZ�FKRLFHV�PDGH�E\�WKH�LQFXPEHQW�SULRU�WR�WKH

SRWHQWLDO�HQWUDQW¶V�HQWU\�GHFLVLRQ�FDQ�LQIOXHQFH�WKH�ODWHU�RXWFRPH��6XFK�SULRU�FKRLFHV

FDQ� LQIOXHQFH� ODWHU�RXWFRPHV�ERWK� LQ� WKH�GHWHUUHQFH� FDVH� DQG� LQ� WKH� DFFRPPRGDWLRQ

FDVH��+HUH�ZH� IRFXV� RQ� WKH� LQFXPEHQW
V� SRVVLELOLW\� WR� LQYHVWPHQW� LQ� EXLOGLQJ� EUDQG

QDPH�OR\DOW\��WKURXJK��DGYHUWLVLQJ����$GYHUWLVLQJ�LV�WDNHQ�WR�LQFUHDVH�WKH�LQFXPEHQW
V

OR\DO�FXVWRPHU�EDVH��WKDW�LV��WR�UHGXFH�V��)RU�DQ\�JLYHQ�SULFH�GLIIHUHQFH��WKH�QXPEHU�RI

FRQVXPHUV�VHUYHG�E\�WKH�LQFXPEHQW�WKHQ�LQFUHDVHV�ZLWK�DGYHUWLVLQJ��$QRWKHU�SRVVLEOH

HIIHFW�RI�DGYHUWLVLQJ�FRXOG�EH�WKDW�FRQVXPHUV�IRFXV�PRUH�RQ�QRQ�SULFH�LVVXHV��7KLV�LV
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LQ�RXU�PRGHO�FDSWXUHG�E\�D�UHGXFWLRQ�LQ�a ���$V�ORQJ�DV�WKH�PDMRULW\�RI�FRQVXPHUV�WKDW

GR�QRW�DFW�RQ�SULFH�GLIIHUHQFHV�EX\�IURP�WKH�LQFXPEHQW��WKLV�FRXOG�DOVR�EH�SURILWDEOH

IRU�WKH�LQFXPEHQW�

:H�DVVXPH�DGYHUWLVLQJ� LV� FRVWOHVV��:H� DOVR� DVVXPH� WKDW� RQO\� WKH� LQFXPEHQW

FDQ� LQIOXHQFH� WKH� GHPDQG� VWUXFWXUH� WKURXJK� DGYHUWLVLQJ�� VLPSO\� EHFDXVH� WKLV� ILUP

LQLWLDOO\�LV�WKH�RQO\�RQH�SUHVHQW�LQ�WKH�PDUNHW��,I�DQ�HQWUDQW�DOVR�FRXOG�XVH�DGYHUWLVLQJ�

ZH�ZRXOG� H[SHFW� VXFK� DGYHUWLVLQJ� WR� UHGXFH� FXVWRPHU� OR\DOW\� WR� WKH� LQFXPEHQW��$V

UHJDUGV�SULFH�VHQVLWLYLW\��WKRXJK��ZH�H[SHFW�HQWUDQW�DGYHUWLVLQJ�WR�KDYH�WKH�VDPH�HIIHFW

DV�LQFXPEHQW�DGYHUWLVLQJ�

3URSRVLWLRQ���IROORZV�VWUDLJKWIRUZDUGO\�IURP�3URSRVLWLRQ���

3URSRVLWLRQ����7KH�LQFXPEHQW¶V�DGYHUWLVLQJ�VWUDWHJ\

�L� ,I�DGYHUWLVLQJ�E\�WKH�LQFXPEHQW�UHGXFHV�V�� WKHQ�RYHULQYHVWPHQW� LQ�DGYHUWLVLQJ

LV�WKH�RSWLPDO�VWUDWHJ\�ERWK�XQGHU�DFFRPPRGDWLRQ�DQG�GHWHUUHQFH�

�LL�� ,I�DGYHUWLVLQJ�E\�WKH�LQFXPEHQW�UHGXFHV�a ��WKHQ�RYHULQYHVWPHQW�LV�WKH�RSWLPDO

DFFRPPRGDWLRQ� VWUDWHJ\� DQG� XQGHULQYHVWPHQW� LV� WKH� RSWLPDO� GHWHUUHQFH

VWUDWHJ\�

�LLL�� ,I� DGYHUWLVLQJ� E\� WKH� LQFXPEHQW� UHGXFHV� a � DQG� V�� WKHQ� WKH� LQFXPEHQW

RYHULQYHVWV� LI� DFFRPPRGDWLRQ� LV� WKH� FKRVHQ� VWUDWHJ\� DQG� HLWKHU� RYHU�� RU

XQGHULQYHVW�LI�WKH�GHWHUUHQFH�VWUDWHJ\�KDV�EHHQ�FKRVHQ�

,Q�WKH�FDVH�RI�DFFRPPRGDWLRQ��WKH�LQFXPEHQW¶V�VWUDWHJ\�LV�REYLRXV��,W�VKRXOG�LQYHVW�LQ

DGYHUWLVLQJ� WR� �L�� LQFUHDVH� WKH� QXPEHU� RI� OR\DO� FRQVXPHUV� DQG�RU� � �LL�� WR� PDNH� WKH

������������������������������ ����������������������������
�1RWH� WKDW�DGYHUWLVLQJ�FRXOG�DOVR�UHVXOW� LQ� WRXJKHU�SULFH�ULYDOU\��7KH� UHDVRQ� LV� WKDW� DGYHUWLVLQJ�ZRXOG
PDNH�FRQVXPHUV�DZDUH�RI�PRUH�SURGXFWV��DQG�WKH�ILUPV�ZRXOG�WKHQ�FRPSHWH�PRUH�ILHUFHO\�RQ�SULFHV�WR
DWWUDFW� FRQVXPHUV�� � )RU� H[DPSOH��*URVVPDQ� DQG� 6KDSLUR� ������� SUHVHQWV� D�PRGHO� ZKHUH� DGYHUWLVLQJ
UHVXOW�LQ�ORZHU�SULFHV�
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FRQVXPHUV� OHVV� SULFH� VHQVLWLYH� ZKLFK�� LQ� WXUQ�� HQFRXUDJHV� WKH� ILUPV� WR� VHW� D� KLJKHU

SULFH�WKDQ�ZKDW�WKH\�HOVH�ZRXOG�KDYH�GRQH�

,I� WKH� LQFXPEHQW� DQWLFLSDWH� WKDW� LW� ZLOO� GHFLGH� WR� GHWHU� HQWU\�� WKRXJK�� WKLV

VWUDWHJ\� PD\� QRW� EH� WKH� ULJKW� RQH�� $GYHUWLVLQJ� WKDW� UHVXOWV� LQ� OHVV� SULFH� VHQVLWLYH

FRQVXPHUV� �ORZHU� a �� LPSOLHV� D� IULHQGO\�ZHOFRPH� LQ� WKH�PDUNHW� IRU� WKH� HQWUDQW��7R

GHWHU�HQWU\�� WKH�LQFXPEHQW�PD\�WKHQ�LQ�VWHDG�XQGHULQYHVW� LQ� WKLV� W\SH�RI�DGYHUWLVLQJ�

*LYHQ�WKDW�a �LV�ORZ��LW�ZRXOG�EH�UDWLRQDO�WR�UHVSRQG�WR�HQWU\�E\�VHWWLQJ�D�ORZ�SULFH�

ZKLFK�ZRXOG�KHOS�GHWHU�HQWU\�

+RZHYHU�� LI� DGYHUWLVLQJ� EDVLFDOO\� JHWV� \RX�PRUH� OR\DO� FXVWRPHUV� �ORZHUV� V��

WKLV�UHGXFHV�WKH�HQWUDQW
V�VDOH�DW�D�JLYHQ�SULFH��7KLV�SRLQWV�WRZDUGV�RYHULQYHVWPHQW�WR

GHWHU� HQWU\�� )XGHQEHUJ� DQG� 7LUROH� ������� KDYH� IDPRXVO\� VWXGLHG� KRZ� LQYHVWPHQW

GHFLVLRQV�LQIOXHQFH�ULYDOV
�DFWLRQV��,Q�WKHLU�WHUPLQRORJ\��WKH�UHVXOW�DERYH�WKDW�DQ�HQWU\

GHWHUULQJ�LQFXPEHQW�VKRXOG�XQGHULQYHVW�LQ�WKDW�W\SH�RI�DGYHUWLVLQJ�WKDW�UHGXFHV�SULFH

VHQVLWLYLW\�� LV� DQ� H[DPSOH� RI� D� OHDQ�DQG�KXQJU\�ORRN� VWUDWHJ\��� � 7KH� UHVXOW� WKDW

RYHULQYHVWPHQW�GHWHUV�HQWU\�LI�DGYHUWLVLQJ�EDVLFDOO\�LQIOXHQFHV�FXVWRPHU�OR\DOW\��LV�DQ

H[DPSOH�RI�D�WRS�GRJ�VWUDWHJ\�

6RPH�UHPDUNV�DERXW�WKH�SROLWLFDOO\�VHW�DFFHVV�SULFH��)URP�����DQG�����LW�FDQ�EH

VHHQ� LPPHGLDWHO\� WKDW�D� ORZHU�DFFHVV�SULFH� WHQGV� WR� UHGXFH� WKH�SULFHV�RI�ERWK� ILUPV�

EXW�WKH�SULFH�RI�WKH�HQWUDQW�IDOOV�WKH�PRVW��7KH�HQWUDQW�KDV�D�GLUHFW�FRVW�VDYLQJ��DQG�WKH

ULYDOU\� EHWZHHQ� WKH� ILUPV� LQFUHDVHV�� ,I� WKH� LQFXPEHQW� VHWV� D� KLJKHU� SULFH� WKDQ� WKH

HQWUDQW��DV�ZH�KDYH�VKRZQ�FDQ�KDSSHQ��D�ORZHU�DFFHVV�SULFH�FDQ�LQ�SULQFLSOH�ZLGHQ�WKH

SULFH� JDS�EHWZHHQ� WKH� WZR� ILUPV��1RWLFH� IURP� ���� DQG� ���� WKDW� D� ORZHU� DFFHVV� SULFH

UHVKXIIOHV� SURILW� IURP� WKH� LQFXPEHQW� WRZDUGV� WKH� HQWUDQW�� DV� RQH� ZRXOG� LQWXLWLYHO\

������������������������������ ����������������������������
�$�VLPLODU�UHVXOW�LV�IRXQG�LQ�6FKPDOHQVHH��������
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H[SHFW��7KLV� FRXOG�EH� D�SRWHQWLDO� SUREOHP� LI� WKH� LQFXPEHQW¶V� LQFHQWLYHV� WR�PDLQWDLQ

WKH�LQIUDVWUXFWXUH�LV�UHGXFHG�

���5(&,352&$/�(175<�$1'�&2//86,21

:H�QRZ�FRQVLGHU�WKH�FDVH�ZKHUH�WKH�SRWHQWLDO�HQWUDQW�LV�DQ�LQFXPEHQW�LQ�VRPH�RWKHU

PDUNHW�� 7KLV� PHDQV� WKDW� DQ\� LQFXPEHQW� WKDW� H[SHULHQFHV� HQWU\� LQWR� LWV� PDUNHW� FDQ

UHWDOLDWH�E\�JRLQJ�LQWR�WKH�HQWUDQW
V�RZQ�KRPH�PDUNHW��:H�DUH�HVSHFLDOO\�LQWHUHVWHG�LQ

VWXG\LQJ�PDUNHW�VKDULQJ� W\SH� FROOXVLRQ�� ,Q� SDUWLFXODU�ZH�ZLOO� DVVXPH� WKDW� FROOXVLRQ

EHWZHHQ�WZR�SUHYLRXV�QDWLRQDO�PRQRSROLVWV� WDNHV�WKH�IRUP�RI�HDFK�VWD\LQJ�SXW� LQ� LWV

RZQ�GRPHVWLF�PDUNHW��&ROOXVLRQ�PLJKW�EH�DQ�LVVXH�DOVR�ZLWK�QHZFRPHU�HQWU\��EXW�WKLV

W\SH�RI�PXOWLPDUNHW�FRQWDFW�LV�FOHDUO\�RQO\�UHOHYDQW�LQ�WKRVH�VLWXDWLRQ�ZKHUH�UHFLSURFDO

HQWU\�LV�D�SRVVLELOLW\�

8QGHU� FROOXVLRQ�� HDFK� ILUP� FKDUJHV� WKH�PRQRSRO\� SULFH� IRU� D� VLQJOH�PDUNHW�

:H�DVVXPH�WKDW�RQH�ILUP��ILUP����LV�EDVHG�LQ�FRXQWU\�$��DQG�D�VHFRQG�ILUP��ILUP����LV

EDVHG�LQ�FRXQWU\�%��0�UHIHUV�WR�WKH�FDVH�ZKHUH�FROOXVLRQ�LV�VXVWDLQHG��VR�WKDW�HDFK�ILUP

LV�PRQRSROLVW� LQ� LWV� RZQ� KRPH�PDUNHW��'� UHIHUV� WR� WKH� GHYLDWLRQ� SKDVH�� 7KLV� LV� WKH

SHULRG�ZKHUH�RQH�ILUP�VWDUWV�WR�H[SRUW��ZKLOH�WKH�RWKHU�ILUP�QRW�\HW�KDV�UHDFWHG�WR�WKLV

EHKDYLRXU�� 1� VWDQGV� IRU� WKH� SXQLVKPHQW� SKDVH�� ZKLFK� PHDQV� D� VLWXDWLRQ� ZLWK

QRQFRRSHUDWLYH�ROLJRSROLVWLF�EHKDYLRXU��:H�DVVXPH�WKDW�SXQLVKPHQW�WDNHV�WKH�IRUP�RI

�WULJJHU� VWUDWHJLHV��� PHDQLQJ� WKDW� D� GHYLDWLRQ� IURP� FROOXVLRQ� WULJJHUV� UHYHUVLRQ� WR

VWDWLF�1DVK�HTXLOLEULXP�IRU�DOO�IXWXUH�SHULRGV�DIWHU�WKH�GHYLDWLRQ�SHULRG��

:LWK� VXVWDLQHG� FROOXVLRQ�� HDFK� ILUP� VHOOV� RQO\� LQ� LWV� KRPH�PDUNHW�� 7KH� SHU�

SHULRG� SURILW� LV� WKHQ� 30 =p �� � /HW� XV� FRQVLGHU� WKH� FDVH� ZKHUH� ILUP� L� GHYLDWHV� E\

������������������������������ ����������������������������
�:H�DSSO\�D�VHWWLQJ�WKDW�LV�LGHQWLFDO�WR�WKH�VHWWLQJ�SUHVHQWHG�LQ�/RPPHUXG�DQG�6¡UJDUG����������,Q�WKDW
VHWWLQJ�ZH�DVVXPH�LGHQWLFDO�SURGXFWV��DQG�ZH� LQYHVWLJDWH�ERWK�%HUWUDQG�DQG�&RXUQRW�FRPSHWLWLRQ�DQG
ERWK�WULJJHU�VWUDWHJLHV�DQG�RSWLPDO�SXQLVKPHQW�SDWKV�
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H[SRUWLQJ��7KH�PD[LPLVDWLRQ�SUREOHP�LQ�WKH�H[SRUW�PDUNHW�LQ�WKH�SHULRG�RI�GHYLDWLRQ

LV��VXEVFULSWV�L�DQG�M�GHQRWHV�FRXQWU\��RU�WKH�ILUP�LQ�FRXQWU\��L�DQG�M��UHVSHFWLYHO\��
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6LQFH�WKH�GHYLDWLQJ�ILUP�ZLOO�QHYHU�VHW�3L�!� 3 ��ZH�KDYH�WKH�IROORZLQJ�RSWLPDO�SULFH�LQ

WKH�SHULRG�RI�GHYLDWLRQ�
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7KHQ�LW�FDQ�HDVLO\�EH�VHHQ�WKDW�LI
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WKH� GHYLDWRU
V� SULFH� XQGHU� GHYLDWLRQ� LV� ORZHU� WKDQ� WKH� GRPHVWLF�PRQRSRO\� SULFH�� ,Q

PRVW�PRGHOV�RI�PXOWLPDUNHW�FROOXVLRQ�LW�ZRXOG�VLPSO\�QRW�PDNH�VHQVH�IRU�DQ�HQWUDQW

WR�GHYLDWH�IURP�FROOXVLRQ�DQG�DWWDFN�WKH�QHLJKERXULQJ�PDUNHW��RQO\�WR�FKDUJH�WKH�VDPH

SULFH� DV� WKH�PRQRSROLVW� XQGHU� DWWDFN��+HUH�� KRZHYHU�� WKH� HQWUDQW�ZRXOG�XQGHU� WKHVH

FLUFXPVWDQFHV�FDSWXUH� VRPH� �EDVH�GHPDQG���DQG� �����FDQ�EH� VHHQ�DV� DQ� DVVXPSWLRQ

WKDW�WKLV�WHPSWDWLRQ�LV�QRW�WRR�KLJK��:H�FRQFHQWUDWH�RQ�WKH�FDVH�ZKHUH�WKH�HQWUDQW� LQ

WKH� DWWDFN� SKDVH� DFWXDOO\� VHWV� D� SULFH� ORZHU� WKDQ� WKH�PRQRSRO\� SULFH��PHDQLQJ� WKDW

aa a> ��7KH�SHU�SHULRG�SURILW�IRU�WKH�GHYLDWLQJ�ILUP�LV�WKHQ�
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$IWHU�GHYLDWLRQ�ERWK�ILUPV�UHYHUW� WR� VWDWLF�1DVK�HTXLOLEULXP�EHKDYLRXU� IRU�HYHU��7KH

HTXLOLEULXP�RXWFRPH� LQ� HDFK� RI� WKH� WZR�PDUNHWV�ZRXOG� WKHQ� EH� DV� GHVFULEHG� LQ� WKH
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SUHYLRXV�VHFWLRQ��(DFK�ILUP�ZRXOG�EH� WKH� ORZ�FRVW�SURGXFHU� LQ� LWV�KRPH�PDUNHW�DQG

WKH�KLJK�FRVW�SURGXFHU�LQ�WKH�H[SRUW�PDUNHW��:H�KDYH�WKH�IROORZLQJ�SHU�SHULRG�SURILWV

DIWHU�GHYLDWLRQ�
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7KH�ILUVW�WHUP�LQVLGH�WKH�EUDFNHW�UHSUHVHQWV�WKH�SURILWV�LQ�WKH�KRPH�PDUNHW��ZKLOH�WKH

VHFRQG�WHUP�LV�WKH�SURILWV�LQ�WKH�H[SRUW�PDUNHW�

7KH� IROORZLQJ� FRQGLWLRQ� GHWHUPLQHV� LI� ILUPV� KDYH� LQFHQWLYHV� WR� VXVWDLQ

FROOXVLRQ��ZLWK�d �GHQRWLQJ�WKH�GLVFRXQW�IDFWRU��FRPPRQ�IRU�ERWK�SDUWLHV�
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,I�FRXQWULHV�DQG�ILUPV�DUH�V\PPHWULF�� aaa == ML � WWW ML == � VVV ML == ���ZH�KDYH

WKH�IROORZLQJ�FULWLFDO�GLVFRXQW�IDFWRU�
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:H� VHH� WKDW� WKUHH� NH\� SDUDPHWHUV� GHWHUPLQH� WKH� FULWLFDO� GLVFRXQW� IDFWRU�� FXVWRPHU

OR\DOW\��FRQVXPHUV
�SULFH�VHQVLWLYLW\�DQG�DFFHVV�SULFH��7R�PDNH�WKH�DQDO\VLV�WUDFWDEOH�

ZH�HYDOXDWH�WKH�FRPSDUDWLYH�VWDWLFV�DW�a  ���,W�FDQ�HDVLO\�EH�VKRZQ�WKDW�a  ��LV�LQ�WKH

UHOHYDQW� UDQJH�RI�a �ZH�KDYH�VSHFLILHG�SUHYLRXVO\��(YHQ� WKRXJK�ZH�DVVXPH� WKDW�ZH

VWDUW� IURP� D� V\PPHWULF� VLWXDWLRQ�� ZH� RSHQ� XS� IRU� WKH� SRVVLELOLW\� WKDW� WKH� SULFH

VHQVLWLYLW\�RI�FRQVXPHUV��a ��FDQ�FKDQJH�IRU�RQH�FRXQWU\�LQ�LVRODWLRQ��2XU�UHVXOWV�DUH

DV�IROORZV�
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3URSRVLWLRQ����&RQVXPHU�SULFH�VHQVLWLYLW\��a �
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3URRI���L��:H�VHW�WL� �WM� �W�LQ�������'LIIHUHQWLDWLQJ�ZLWK�UHVSHFW�WR�a ��DQG�WKHQ�VHWWLQJ

�=a ��ZH�REWDLQ�WKH�IROORZLQJ�H[SUHVVLRQ�
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&RQFHUQLQJ�SDUW��LL���ZH�OHW� La GHQRWH�WKH�SULFH�VHQVLWLYLW\�SDUDPHWHU�LQ�FRXQWU\�L��DQG

Ma WKH� SULFH� VHQVLWLYLW\� SDUDPHWHU� LQ� WKH� QHLJKERXULQJ� FRXQWU\�� 7KHQ� ZH� KDYH� WKH

IROORZLQJ�HIIHFW�RQ�KRPH�ILUP¶V�GLVFRXQW�IDFWRU�E\�D�FKDQJH�LQ�WKH�SULFH�VHQVLWLYLW\�LQ

KRPH�PDUNHW��HYDOXDWHG�DW� LM aa =  ��
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$�FKDQJH�LQ�WKH�SULFH�VHQVLWLYLW\�LQ�WKH�QHLJKERXULQJ�FRXQWU\�KDV�WKH�IROORZLQJ�HIIHFW�

HYDOXDWHG�DW� LM aa =  ��
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7KHQ�WKH�FRQGLWLRQ�LQ�WKH�3URSRVLWLRQ�FDQ�HDVLO\�EH�YHULILHG��4('�

,Q� WKHRU\�� WKHUH�DUH� WZR�RSSRVLQJ� HIIHFWV�RI�PRUH�SULFH� VHQVLWLYH� FRQVXPHUV� LQ�ERWK

PDUNHWV��2Q�WKH�RQH�KDQG��WKH�ILUP�WKDW�GHYLDWHV�HDUQV�PRUH�LQ�WKH�GHYLDWLRQ�SKDVH��2Q

WKH� RWKHU� KDQG�� PRUH� SULFH� VHQVLWLYH� FRQVXPHUV� WULJJHU� PRUH� LQWHQVH� ULYDOU\� DIWHU

GHYLDWLRQ� DQG� WKHUHE\� D� SURILW� ORVV� LQ� WKH� SHULRGV� DIWHU� GHYLDWLRQ�� 7KLV� WUDGH� RII� LV
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DQDO\VHG�LQ�1LOVVRQ��������LQ�DQ�DQDORJRXV�VHWWLQJ��DQG�KH�FRQFOXGHV�WKDW�LPSURYLQJ

SULFH�VHQVLWLYLW\��KDV�DQ�DPELJXRXV�HIIHFW�RQ�WKH�SRWHQWLDO�IRU�FROOXVLRQ���:H�VHH�IURP

SDUW� �L�� LQ� WKH�3URSRVLWLRQ� WKDW� LQ�RXU�PRGHO�PRUH�SULFH� VHQVLWLYH�FRQVXPHUV� LQ�ERWK

PDUNHWV� OHDGV� WR� D� UHGXFWLRQ� LQ� WKH� FULWLFDO� GLVFRXQW� IDFWRU�� 0RUH� SULFH� VHQVLWLYH

FRQVXPHUV�UHVXOW�LQ�D�ODUJHU�SRWHQWLDO�IRU�FROOXVLRQ��,Q�WKLV�FDVH�WKH�ORVV�RI�SURILWV�DIWHU

GHYLDWLRQ�RXWZHLJKV�WKH�VKRUW�WHUP�JDLQ�LQ�WKH�GHYLDWLRQ�SKDVH�

$OWHUQDWLYHO\�� ZH� PD\� KDYH� D� RQH�FRXQWU\� FKDQJH� LQ� SULFH� VHQVLWLYLW\�

2EYLRXVO\��PRUH�SULFH� VHQVLWLYH�FRQVXPHUV� LQ�RQH�FRXQWU\�ZHDNHQV� WKH� LQFHQWLYH� WR

GHYLDWH�IRU�WKH�ILUP�ORFDWHG�LQ�WKDW�FRXQWU\��7KHUH�LV�QR�FKDQJH�LQ�WKH�VKRUW�WHUP�JDLQ�

EXW�D� UHGXFWLRQ� LQ� WKH� IXWXUH�SURILWV� IROORZLQJ�D�GHYLDWLRQ��)RU� WKH� ILUP� LQ� WKH�RWKHU

FRXQWU\�� WKRXJK�� WKHUH� DUH� WZR� RSSRVLQJ� IRUFHV�� ,WV� VKRUW� WHUP� JDLQ�ZRXOG� LQFUHDVH�

ZKLOH�LWV�IXWXUH�SURILWV�ZRXOG�IDOO�GXH�WR�PRUH�LQWHQVH�ULYDOU\�LQ�LWV�H[SRUW�PDUNHW��$V

ZH�VHH�IURP�WKH�3URSRVLWLRQ��WKH�QHW�HIIHFW�LV�DPELJXRXV�DQG�GHSHQGV�FUXFLDOO\�RQ�WKH

DFFHVV� SULFH�� � $� ORZ� DFFHVV� SULFH� LPSOLHV� WKDW� D� RQH�FRXQWU\� LQFUHDVH� LQ� SULFH

VHQVLWLYLW\�UHGXFHV�WKH�VFRSH�IRU�FROOXVLRQ��WKH�RSSRVLWH�RI�ZKDW�KROGV�WUXH�IRU�D�ERWK�

FRXQWULHV�LQFUHDVH�LQ�SULFH�VHQVLWLYLW\�

&RQVLGHU� QRZ� WKH� UHODWLRQVKLS� EHWZHHQ� FROOXVLRQ� DQG� DFFHVV� SULFH��:H� VWD\

ZLWK� WKH� V\PPHWULF� FDVH� ZLWK� LGHQWLFDO� DFFHVV� SULFHV� LQ� WKH� WZR� FRXQWULHV� �W��

&RPSDUDWLYH�VWDWLFV�RQ�W�WKHQ�FDQ�EH�LQWHUSUHWHG�DV�LI�WKH�WZR�FRXQWULHV�MRLQWO\�UHGXFH

�RU�LQFUHDVH��WKHLU�DFFHVV�SULFH��+RZHYHU��ZH�DOVR�RSHQ�XS�IRU�WKH�SRVVLELOLW\�WKDW�WKH

DFFHVV�SULFH�FDQ�FKDQJH�XQLODWHUDOO\�LQ�RQH�FRXQWU\��EXW�IURP�D�FRPPRQ�OHYHO��

������������������������������ ����������������������������
�1RWH�WKDW�WKH�VHWWLQJ�LQ�1LOVVRQ��������LV�GLVWLQFWO\�GLIIHUHQW�IURP�RXU�VHWWLQJ��,Q�SDUWLFXODU��ILUPV�DUH
DFWLYH�LQ�WKH�VDPH�PDUNHW�DOVR�LQ�WKH�FROOXVLYH�RXWFRPH��ZKLOH�LQ�RXU�PRGHO�ILUPV�DUH�DFWLYH�RQO\�LQ�LWV
KRPH�PDUNHW�ZKHQ�FROOXVLRQ�SUHYDLOV��6HH�DOVR�0¡OOJDDUG�DQG�2YHUJDDUG���������/LNH�1LOVVRQ��������
WKH\�XVH�D�PRGHO�WKDW�LV�GLVWLQFWO\�GLIIHUHQW�IURP�RXUV��7KH\�VKRZ�WKDW�WKH�FRQFOXVLRQ�GHSHQGV�FUXFLDOO\
RQ� WKH� QXPEHU� RI� ILUPV� LQ� WKH� LQGXVWU\� DQG� WKH� SXQLVKPHQW� SDWK�� 2XU� ILQGLQJ� LV� LGHQWLFDO� WR� WKHLU
ILQGLQJV�ZKHQ�WKH\�DVVXPH�GXRSRO\�DQG�WULJJHU�VWUDWHJLHV��DV�ZH�GR�
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�3URRI�� �L��$� MRLQW� UHGXFWLRQ� LQ� DFFHVV�SULFHV�KDV� WKH� IROORZLQJ�HIIHFW� RQ� WKH� FULWLFDO

GLVFRXQW�IDFWRU��HYDOXDWHG�DW�a  ��
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�LL��,I�FRXQWU\�L�XQLODWHUDOO\�ORZHUV�LWV�DFFHVV�SULFH��WKHQ�LW�ZRXOG�DIIHFW�RQO\�WKH�KRPH

PDUNHW� SURILWV� DIWHU� GHYLDWLRQ� IRU� WKH� ILUP� ORFDWHG� LQ� FRXQWU\� L�� 2EYLRXVO\�� WKHQ�
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7KH� HIIHFW� RI� WKH� ILUP� ORFDWHG� LQ� WKH� QHLJKERXULQJ� FRXQWU\� RI� D� FKDQJH� LQ� KRPH

FRXQWU\¶V�DFFHVV�SULFH�LV�
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7KHUH� DUH� WZR�RSSRVLQJ� IRUFHV� RI� D� MRLQW� UHGXFWLRQ� LQ� W��2Q� WKH� RQH� KDQG�� LW�ZRXOG

LQFUHDVH�WKH�VKRUW�WHUP�SURILWV�IROORZLQJ�IURP�D�GHYLDWLRQ��2Q�WKH�RWKHU�KDQG��LW�ZRXOG

UHVXOW� LQ�PRUH� LQWHQVH� ULYDOU\� DIWHU�GHYLDWLRQ�DQG� WKHUHIRUH� UHGXFH� WKH� IXWXUH�SURILWV�

$V�ZH�VHH�IURP�WKH�3URSRVLWLRQ��WKH�ILUVW�HIIHFW�GRPLQDWHV��/RZHU�DFFHVV�SULFHV�ZRXOG

OLPLW� WKH� SRWHQWLDO� IRU� VXVWDLQLQJ� D� FROOXVLYH� RXWFRPH�� ,W� LV� RI� LQWHUHVW� WR� QRWH� WKDW

/RPPHUXG� DQG� 6¡UJDUG� ������� LQ� D� VHWWLQJ� ZLWK� KRPRJHQRXV� SURGXFWV� IRXQG� WKDW



��

ORZHU�DFFHVV�SULFHV�ZRXOG�SURPRWH� FROOXVLRQ� LQ�D� VHWWLQJ�ZLWK�%HUWUDQG�FRPSHWLWLRQ

DQG�GHVWDELOLVH�D�FROOXVLYH�RXWFRPH�LI�&RXUQRW�FRPSHWLWLRQ�SUHYDLOV�

:H� ILQG� LW�ZRUWKZKLOH� WR� H[SODLQ� WKH� GLIIHUHQFH� EHWZHHQ� RXU� HDUOLHU� DQG� WKH

SUHVHQW�UHVXOW��%HUWUDQG�FRPSHWLWLRQ�ZLWK�KRPRJHQRXV�JRRGV�LV�D�YHU\�KDUVK�IRUP�RI

FRPSHWLWLRQ��DQG�LQ�VXFK�D�VHWWLQJ�WKH�DFFHVV�SULFH�LV�QRUPDOO\�WKH�RQO\�VKLHOG�DJDLQVW

EHLQJ�KROG�GRZQ�WR�]HUR�SURILW��7KH�SURILW�OHYHO�FDQ�EH�VKRZQ�WR�GHSHQG�YHU\�VWURQJO\

RQ�WKH�DFFHVV�SULFH��7KLV�LQ�WXUQ�LPSOLHV�WKDW� WKH�SXQLVKPHQW�DIWHU�GHYLDWLRQ��QDPHO\

WKH� UHWXUQ� WR� QRQFRRSHUDWLYH� %HUWUDQG�� EHFRPHV�PXFK� KDUVKHU� ZLWK� D� ORZHU� DFFHVV

SULFH��(YHQ�WKRXJK�D�ORZHU�DFFHVV�SULFH�DOVR�ZLOO� LQFUHDVH�WKH�WHPSWDWLRQ�WR�GHYLDWH�

WKH�³KDUVKHU�SXQLVKPHQW´�HIIHFW�ZLOO�GRPLQDWH��VR�FROOXVLRQ�LV�HDVLHU�WR�VXVWDLQ�ZLWK�D

ORZHU� DFFHVV� SULFH�� ,Q� WKH� SUHVHQW� FRQWH[W�� WKRXJK�� WKH� DFFHVV� SULFH� LV� QRW� WKH� RQO\

UHDVRQ� ZK\� WKH� ILUPV� FDQ� SUHVHUYH� VRPH� SURILW� HYHQ� XQGHU� KRPRJHQRXV� JRRGV

%HUWUDQG�FRPSHWLWLRQ��&XVWRPHU�OR\DOW\�SRLQWV�LQ�WKH�VDPH�GLUHFWLRQ��7KLV�PHDQV�WKDW

D�ORZHU�DFFHVV�SULFH�KDV�D�PXFK�OHVV�SRWHQWLDO�WR�KDUP�SURILW�XQGHU�QRQFRRSHUDWLRQ��,Q

WKH�HQG�ZH�JHW�D�UHVXOW�FRQWUDU\�WR�RXU�HDUOLHU�RQH��(YHQ�LQ�D�%HUWDQG�VLWXDWLRQ��ORZHU

DFFHVV�SULFHV�GHVWDELOLVHV�FROOXVLRQ�

,I�ZH�KDYH�D�XQLODWHUDO�FKDQJH�LQ�DFFHVV�SULFH�LQ�RQH�FRXQWU\��LW�KDV�GLVWLQFWO\

GLIIHUHQW� HIIHFWV� RQ� WKH� WZR� ILUPV� LQ� TXHVWLRQ�� � 7KH� KRPH� ILUP� ZRXOG� WKHQ� KDYH

VWURQJHU� LQFHQWLYHV� WR� VXVWDLQ� FROOXVLRQ�� VLQFH� FRPSHWLWLRQ�ZRXOG� QRZ� OHDG� WR�PRUH

LQWHQVH� ULYDOU\� LQ� LWV� KRPH� PDUNHW�� 7KH� RWKHU� ILUP� ZRXOG� QRZ� HDUQ� PRUH� LQ� WKH

QHLJKERXULQJ�PDUNHW��ERWK�GXULQJ�XQLODWHUDO�GHYLDWLRQ�DQG�LQ�WKH�FRPSHWLWLYH�RXWFRPH

WKDW� IROORZV��7KHUHIRUH�� LW�ZRXOG� KDYH� VWURQJHU� LQFHQWLYHV� WR� GHYLDWH��'XH� WR� WKLV�� D

XQLODWHUDO� UHGXFWLRQ� LQ� DFFHVV� SULFH� PD\� WULJJHU� D� GHYLDWLRQ� DQG� WKHQ� D� VKLIW� IURP

FROOXVLRQ�WR�FRPSHWLWLRQ�
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3URRI���L��'LIIHUHQWLDWLQJ������ZLWK�UHVSHFW�WR�V��HYDOXDWHG�DW�a  ���JLYHV�WKH�IROORZLQJ

H[SUHVVLRQ�
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:H�VHH�WKDW�DQ�LQFUHDVH�LQ�WKH�QXPEHU�RI�FRQVXPHUV�OR\DO�WR�WKH�LQFXPEHQW�LQ�HDFK�RI

WKH� WZR� PDUNHWV� �ORZHU� V�� WHQGV� WR� UHGXFH� WKH� FULWLFDO� GLVFRXQW� IDFWRU�� LW� SURPRWHV

FROOXVLRQ��$JDLQ��WKHUH�DUH�WZR�RSSRVLQJ�IRUFHV��2Q�WKH�RQH�KDQG��LI�PDQ\�FRQVXPHUV

DUH� OR\DO� WR� WKH� LQFXPEHQW� WKHQ� WKH� VKRUW� WHUP� JDLQ� IURP� HQWU\� LQ� WKH� QHLJKERXULQJ

PDUNHW� LV� OLPLWHG�� �2Q� WKH� RWKHU� KDQG��PDQ\� OR\DO� FRQVXPHUV� LPSOLHV� WKDW� WKH� ORQJ

WHUP� ORVV� LQ� LWV� RZQ�PDUNHW� IROORZLQJ� D� GHYLDWLRQ� LV� OLPLWHG��7KH� UHDVRQ� LV� WKDW� WKH

LQFXPEHQW¶V�ORVV�IURP�FRPSHWLWLRQ�LQ�LWV�KRPH�PDUNHW�LV�QRZ�PRUH�OLPLWHG�

$�XQLODWHUDO�FKDQJH�LQ�V�PD\�GHVWDELOLVH�WKH�FROOXVLYH�RXWFRPH��%\�LQFUHDVLQJ

LWV�RZQ�DGYHUWLVLQJ�DQG�WKHUHE\�WKH�QXPEHU�RI�RZQ�OR\DO�FRQVXPHUV�� D� ILUP�UHGXFHV

WKH�VFRSH�IRU�FROOXVLRQ�� ,W�PD\�GHYLDWH��EHFDXVH� LW�DQWLFLSDWHV�D�KLJKHU� IXWXUH�SURILWV

IROORZLQJ�D�GHYLDWLRQ��,I�ZH�LQWHUSUHW�V�DV�DGYHUWLVLQJ��VHH�3URSRVLWLRQ�����WKHQ�ZH�VHH



��

WKDW�WKH�ILUPV�PD\�IDFH�D�FRRUGLQDWLRQ�SUREOHP��7KH�ILUPV�FDQ�EH�MRLQWO\�EHWWHU�RII�LI

ERWK�DGYHUWLVH��EHFDXVH�WKDW�ZRXOG�SURPRWH�FROOXVLRQ��+RZHYHU��XQLODWHUDO�DGYHUWLVLQJ

ZRXOG�HQFRXUDJH�WKH�ILUP�WKDW�DGYHUWLVHV�WR�GHYLDWH�

���620(�&21&/8',1*�5(0$5.6

:H� KDYH� VWXGLHG� WKH� LQWHUDFWLRQ� DPRQJ� VRPH� VDOLHQW� IHDWXUHV� LQ� PDQ\� WHOHFRP

PDUNHWV�� FXVWRPHU� OR\DOW\� WRZDUGV� WKH� LQFXPEHQW�� LPSHUIHFW� SULFH� VHQVLWLYLW\�� ODUJH

LQYHVWPHQWV�LQ�LQIUDVWUXFWXUH�WKDW�FDQ�RQO\�EH�XVHG�E\�DQ�HQWUDQW�DW�DQ�DFFHVV�IHH��7KH

IRFXV�RI�DWWHQWLRQ�KDV�EHHQ�RQ�WKH�ULYDOU\�EHWZHHQ�DQ�LQFXPEHQW�DQG�DQ�HQWUDQW��ERWK

ZKHQ� WKH� HQWUDQW� LV� D� VWDUW�XS� LQ� WKH� LQGXVWU\� DQG� ZKHQ� WKH� HQWUDQW� LV� D� GRPLQDQW

LQFXPEHQW� LQ� D� QHLJKERXULQJ�PDUNHW�� ,Q� WKH� ODWWHU� FDVH� FROOXVLRQ� XQGHU�PXOWLPDUNHW

FRQWDFW�EHFRPHV�D�UHOHYDQW�LVVXH��:H�KHUH�UHYLHZ�VRPH�RI�RXU�FHQWUDO�ILQGLQJV�

,Q�WKH�QHZFRPHU�HQWU\�PRGHO�ZH�VDZ�KRZ�WKH�EHVW�VWUDWHJ\�RI�WKH�LQFXPEHQW

FRXOG� EH� WR� VHW� D� KLJKHU� SULFH� WKDQ� WKH� HQWUDQW�� HYHQ� WKRXJK� WKH� DFFHVV� SULFH� WR

LQIUDVWUXFWXUH�JLYHV� WKH�HQWUDQW�D�PDUJLQDO� FRVW� GLVDGYDQWDJH�� ,W�PD\� VLPSO\�SD\� IRU

WKH�LQFXPEHQW�WR�SURILW�IURP�WKH�OR\DOW\�RI�VRPH�RI�WKH�FRQVXPHUV�WKDQ�FKDVLQJ�YHU\

KLJK�PDUNHW�VKDUHV�E\�ORZHULQJ�SULFHV��&XVWRPHU�OR\DOW\�PLJKW�OHDG�WKH�LQFXPEHQW�WR

IROORZ� DQ� DFFRPPRGDWLRQ� VWUDWHJ\� DV� UHJDUGV� HQWU\� WKDW� DOORZV� WKH� HQWUDQW� D� QRQ�

QHJOLJLEOH� PDUNHW� VKDUH�� :H� WKLQN� WKLV� GHVFULSWLRQ� PLJKW� FDSWXUH� UHDOLW\� LQ� PDQ\

WHOHFRP�PDUNHWV�

,I� DQ� LQFXPEHQW� FRXOG� DGYHUWLVH� WR� LQVWDOO� FXVWRPHU� OR\DOW\�� LW� ZRXOG� EH

RSWLPDO� WR� GR� VR�� +RZHYHU�� DGYHUWLVLQJ� E\� WKH� LQFXPEHQW� SULRU� WR� D� EDWWOH� ZLWK� DQ

HQWUDQW�FRXOG�DOVR�EH�VHHQ�WR� UHGXFH� WKH�SULFH�VHQVLWLYLW\�RI�FRQVXPHUV��DV�QRQ�SULFH

LVVXHV�FRPH�PRUH�WR�WKH�IRUHIURQW��+LJK�LQYHVWPHQWV�DUH�WKHQ�RQO\�RSWLPDO�ZKHQ�WKH

LQFXPEHQW�GHFLGHV�WR�DFFRPPRGDWH�WKH�HQWUDQW��EXW�QRW�ZKHQ�GHWHUUHQFH�LV�FKRVHQ�
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7XUQLQJ�WR�WKH�FDVH�RI�UHFLSURFDO�HQWU\�E\�³ROG�PRQRSROLVWV´�LQWR�HDFK�RWKHU¶V

PDUNHWV�� WKH� VXVWDLQDELOLW\� RI� PDUNHW� VKDULQJ� FROOXVLRQ� LV� RI� NH\� LQWHUHVW�� ,Q� PXFK

FROOXVLRQ� DQDO\VLV�� RQH� JHWV� ³SDUDGR[LFDO´� UHVXOWV� WKDW� ZKDW� VHHPLQJO\� VKDUSHQV

FRPSHWLWLRQ� LQ� HIIHFW� LQFUHDVHV� WKH� VFRSH� IRU� FROOXVLRQ�� ,I� VRPH� FDUWHO� PHPEHU

GHYLDWHV�IURP�D�FROOXVLYH�DJUHHPHQW��WKH�HQG�UHVXOW�ZLOO�EH�WKDW�FROOXVLRQ�EUHDNV�GRZQ�

DQG�WKH�PRUH�VFDULQJ�QRQFRRSHUDWLYH�FRPSHWLWLRQ�DSSHDUV��WKH�PRUH�HDJHU�WKH�SDUWLHV

EHFRPH� WR� VXVWDLQ� WKH� RULJLQDO� FROOXVLRQ�� )RU� H[DPSOH�� DEVHQW� FXVWRPHU� OR\DOW\� DQG

LPSHUIHFW� SULFH� VHQVLWLYLW\�� WKH�PRGHO� VHW�XS� KHUH� ZRXOG� LPSO\� WKDW� D� ORZHU� DFFHVV

SULFH� ZRXOG� LQFUHDVH� WKH� VFRSH� IRU� FROOXVLRQ� � ��� DQG� QRW� QHFHVVDULO\� EH� JRRG� IRU

FRPSHWLWLRQ��+RZHYHU��WKLV�SDUDGR[�GRHV�QRW�DULVH�KHUH��1RW�RQO\�WKH�DFFHVV�SULFH��EXW

DOVR� FXVWRPHU� OR\DOW\� DQG� ODFNLQJ� SULFH� VHQVLWLYLW\� FDQ� VKLHOG� ILUPV� DJDLQVW

FRPSHWLWLRQ��VKRXOG�FROOXVLRQ�FROODSVH��$�ORZHU�DFFHVV�SULFH�WKHQ�ZLOO�QRW�WR�WKH�VDPH

HIIHFW�GLVFLSOLQH�FROOXGLQJ�ILUPV�WR�VWLFN�WRJHWKHU��DQG�ZH�JHW�WKH�HQG�UHVXOW�WKDW�ORZHU

DFFHVV�SULFHV�FDQ�GHVWDELOL]H�FROOXVLRQ��/RZHU�DFFHVV�SULFHV�LPSOLHV�PRUH�FRPSHWLWLRQ

ERWK�ZLWK�DQG�ZLWKRXW�FROOXVLRQ��VR�D�SROLF\�PDNHU�ZLOO�QRW�KDYH�WR�WKLQN�DERXW�ZKDW

VRUW�RI�HQWU\�VLWXDWLRQ�LV�WKH�UHOHYDQW�RQH��:H�DOVR�ILQG�WKDW�KLJKHU�OR\DOW\�WRZDUGV�WKH

LQFXPEHQW� SURPRWHV� FROOXVLRQ�� DQG� WKH� VDPH� DSSOLHV� IRU� PRUH� SULFH� VHQVLWLYH

FRQVXPHUV�
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5()(5(1&(6

$OOHQ��%��DQG�-��-��7KLVVH���������µ3ULFH�(TXLOLEULD�LQ�3XUH�6WUDWHJLHV�IRU�+RPRJHQRXV

2OLJRSRO\¶��-RXUQDO�RI�(FRQRPLFV�	�0DQDJHPHQW�6WUDWHJ\�����������

)XGHQEHUJ��'��DQG�-��7LUROH���������µ7KH�)DW�&DW�(IIHFW��WKH�3XSS\�'RJ�3OR\�DQG�WKH

/HDQ�DQG�+XQJU\�/RRN¶��$PHULFDQ�(FRQRPLF�5HYLHZ��3DSHUV�DQG�3URFHHGLQJV�����

��������

*URVVPDQ��*��0��DQG�&��6KDSLUR���������µ,QIRUPDWLYH�$GYHUWLVLQJ�ZLWK�'LIIHUHQWLDWHG

3URGXFWV¶��5HYLHZ�RI�(FRQRPLF�6WXGLHV������������

.OHPSHUHU��3����������µ(QWU\�'HWHUUHQFH�LQ�0DUNHWV�ZLWK�6ZLWFKLQJ�&RVWV¶��(FRQRPLF

-RXUQDO�������������

.OHPSHUHU��3����������µ&RPSHWLWLRQ�ZKHQ�&RQVXPHUV�+DYH�6ZLWFKLQJ�&RVWV��$Q

2YHUYLHZ�ZLWK�$SSOLFDWLRQV�WR�,QGXVWULDO�2UJDQL]DWLRQ��0DFURHFRQRPLFV��DQG

,QWHUQDWLRQDO�7UDGH¶��5HYLHZ�RI�(FRQRPLF�6WXGLHV��������������

/RPPHUXG��.��(��DQG�/DUV�6¡UJDUG���������µ7UDGH�/LEHUDOL]DWLRQ�DQG�&DUWHO

6WDELOLW\¶��5HYLHZ�RI�,QWHUQDWLRQDO�(FRQRPLFV��IRUWKFRPLQJ�

0¡OOJDDUG��+��3��DQG�3��%��2YHUJDDUG���������µ0DUNHW�7UDQVSDUHQF\��$�0L[HG

%OHVVLQJ"¶��0DQXVFULSW��&RSHQKDJHQ�%XVLQHVV�6FKRRO�
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1LOVVRQ��$����������µ7UDQVSDUHQF\�DQG�&RPSHWLWLRQ¶��0DQXVFULSW��6WRFNKROP�6FKRRO

RI�(FRQRPLFV�

6FKPDOHQVHH��5����������µ$GYHUWLVLQJ�DQG�(QWU\�'HWHUUHQFH��$Q�([SORUDWRU\�0RGHO¶�

-RXUQDO�RI�3ROLWLFDO�(FRQRP\��������������

:DQJ��5��DQG�4��:HQ���������µ6WUDWHJLF�,QYDVLRQ�LQ�0DUNHWV�ZLWK�6ZLWFKLQJ�&RVWV¶�

-RXUQDO�RI�(FRQRPLFV�	�0DQDJHPHQW�6WUDWHJ\�������������


