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Rafael La Porta, Florencio Lopez De Silanes, Andrei Shleifer, and Robert Vishny, "Legal
Determinants of External Finance," The Journal Of Finance 52 (July) 1997:1131 50.
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,"Corporate Governance ",Jean Tirole Js,—s3 ol o JL 50 b 2835 —a L5 Yei o
Econometrica 69(1/January)2001 : 2

Pyramid ownership structures. for example, enable insiders at the top to extend their control over
corporations and vast corporate assets with very little direct equity ownership in corporations
lower down the pyramid.

The latter is known as self-dealing. See Charles P. Oman, "Corporate Governance and National
Development," OECD Development Centre, Technical Papers, No. 180,September 2001: 34.
Available online at www.oecd.org/dev/publication/tpla.htm. This study was an outgrowth of the
OECD Development Centre's Experts Workshop in 2.000 and Informal Policy Dialogue in 2001,
sponsored in part by CIPE.

Andrei Shleifer and Robert Vishny, "A Survey of Corporate Governance," The Journal of Finance
52 (2/June) 1997: 737.

This list is drawn from a course for new directors developed by the Central European University
and CIPE. See CIPE's Web site for more information (www.cipe.org).

See, for example, Andrew Jack, "Oil Giant Bogged Down in Siberian Intrigue: BP Amoco's Stake
in Sidanco Has Become a Litmus Test for Foreign Investment in Russia "The Financial Times,
October 20, 1999.
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Hernando do Soto "The Myetsry of Capital, "New York: Basic Book ,2000:160
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For more information on this topic, see H. Blommestein and M. Spencer. "The Role of Financial
Institutions in the Transformation to a Market Economy," International Monetary Fund Working
Paper WP/93/75, 1993.

For specific strategies on how to lower the cost of registertring ; and running a formal business
see Catherine Kuchta-Helbling, "Barriers to Participation: The Informal Sector in Emerging
Democracies," The Center for International Private Enterprise, November 2001,
www.cipe.org/efn/informalsector/papers/.

For a comprehensive overview of the challenges involved in creating an impartial and inde-
pendent judiciary, see Pilar Domingo, 1999, "Judicial Independence and Judicial Reform in Latin
America," in Andreas Schedler, Larry Diamond, and Marc F. Plattner, eds., The Setf-Restraining
State: Power and Accountability in New Democracies. Boulder, Co.: Lynne Rienner: 151-75.
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" in Andreas Schedler, Larry Diamond, and Marc F. Plattner, eds., The Setf-Restraining State:
Power and Accountability in New Democracies. Boulder, Co.: Lynne Rienner, 1999

For a whole host of articles, and links about reducing (Corruption, please see CIPE's Web site
(www.cipe.org ). See also the Final Report on the Washington Conference on Corruption,
"Fighting Corruption in Developing Countries and Emerging Economies: The Role of the Private
Sector." That conference was sponsored by the U.S. Agency for International Development,
PriceWaterhouseCoopers, and CIPE, and took place in February 1999.
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For more information, see William S. Kanaga, "Corporations Must Act Ethically," Economic
Reform Today 1, 1999. Available online at: www.cipe.org.

For more information about: the importance of corporate governance in public enterprises and
for a copy of "The First Principles of Corporate Governance for Public Enterprises in India: Yaga
Principles for PEs," October 2001, email to yaga@hdl.vsnl.net.in. See also the Private Sector
Corporate Governance Trust Web site: www.corporategovernance.co.ke.
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Nestor, Stilpon and John Thomposon, "Coporarate Governance Patterns in OECD Economics:
Is Gonvergence Underway?" in Nestor, Stilpon and Takahiro Yasui, eds., Coporate Governance
in Asia: A Comparative Perspective (Paris: Organisation for Econmic Co-operation and
Development, 2000), 19-43.
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Paul Gompers, Joy Ishii, and Andrew Metrick, "Corporate Governance and Equity Prices",
NBER Working Paper available at: www.nber.org, posted in August 2001.
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A group of academics published a sereis of influential papers in which they advanced the thesis,
among others, that the development of deeper, more efficient capital markets in the United
States and the United Kingdom is linked to the superiority of the Anglo-Saxon legal system,
based on common law. The main paper in the series is La Porta, Rafael, Florencio Lopez de
Silanes. Andrei Schleifer, and Robert Vishny,

"Legal Determinants of External Finance", Journal of Finance 1997, 52: 1131-50

See appendix A, this volume, Corpoate Governance Rule Proposals Reflecting
Recommendations from New York Stock Exchange and Listing Standards Committee."
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"Comparative Study of Corporate Governance Codes Relevant to the European Union and its
Member States" Weil, Gotshal, and Manges LLP, 2002. Available upon request from Weil,
Gotshal and Manges (www.weil.com).
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See the discussion in Claessens. Stijn, Simeon Djankov, Joseph Fan, and H.P.
Lang."Disentangling the Incentive and Entrenchment Effects of Large Shareholding”, 2001, and
forthcoming in the journal of finance. It is availble at www.ssrn.com.
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See the Investor Responsibility Research Centre's July 2002 Newsletter at www.irrc.com.
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This is from "GAAP 2001: A Survey of National Accounting Rules Benchmarked against

International Accounting Standards",Christopher W. Nobles, ed., available on request from all
major international accounting firms.

Arrow, Kenneth, "Gifts and Exchanges," Philosophy and Public Affairs 1974,1,4: 357
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See Leora Klapper and Inessa Love, "Corporate Governance, Investor Protection and
Perfromance in Emerging Markets," 2002, working paper available at: www.ssrn.com. posted in
March 2002.
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Sample average CG scores
Discipline Transparency Independence A ility Resy ibility Fairness Social Wtd CG
score
(%) (%) (%) (%) (%) (%) (%) (%)
Total sample avg 52.8 64.8 56.3 50.2 486 658 711 57.9
Large cap avg 60.6 69.7 60.7 56.3 505 733 778 634
Top 10 CG co’s 83.3 86.0 93.2 90.0 733 94.0 91.7 871
Bottom 10 CG co’s 15.6 36.0 19.1 20.0 - 8.6 53.3 202
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100 Large Caps in GEM-top half by CG

(%) Di parency d ility Responsibility Fairness Social Wtd CG
Infosys 88.9 90.0 92.9 87.5 83.3 100.0 100.0 91.4
TSMC 100.0 100.0 75.0 87.5 83.3 90.0 100.0 90.4
HSBC 100.0 80.0 92.9 87.5 66.7 100.0 100.0 89.1
Kookmin Bank 55.6 100.0 92.9 100.0 50.0 100.0 100.0 84.8
Itau 77.8 90.0 92.9 100.0 66.7 77.8 83.3 848
Richemont 66.7 70.0 92.9 87.5 100.0 889 66.7 82.6
(0-) Jsiio

100 Large Caps in GEM-bottom half by CG
(%) Di parency ility Responsibility Fairness Social Wtd CG
Sime Darby 66.7 50.0 42.9 50.0 83.3 944 66.7 648
Winbond 77.8 90.0 50.0 75.0 33.3 500 833 647
Pgas 55.6 70.0 85.7 25.0 50.0 83.3 83.3 63.8
HK Land (US$) 66.7 80.0 214 62.5 100.0 389 833 638
KT Freetel 66.7 90.0 64.3 12,5 66.7 889 50.0 63.4
Singtel 55.6 90.0 429 87.5 50.5 27.8 100.0 63.1
Somad! ) Saluog Al
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(1-£) S5
Macro factors and weightings accorded by CLSA in country rankings
Weight (%)
Clear, transparent and comprehensive rules and regulations. 10
Committed and effective enforcement of rules and regulations. 30
Political and regulatory environment affecting CG and ability of corporates to max- 20
imise value without arbitrary restrictions.
Adoption of International Generally Accepted Accounting Principles. 20
Institutional mechanisms to promote awareness and a culture of good governance. 20

Source: CLSA Emerging Markets
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Markets ranked by CG
Rules& Enforcement Political & regulatory IGAAP  CG culture Country
Regulations environment Score
Singapore 8.0 7.0 5.5 9.0 8.0 7.4
Hong Kong 8.0 6.0 7.0 9.0 7.0 7.2
Mexico 6.0 5.0 6.0 8.0 6.0 6.1
India 8.0 5.0 6.0 6.0 6.0 5.9
S Africa 7.0 4.0 5.0 9.0 6.0 5.9
Taiwan 7.0 5.0 5.0 7.0 6.0 5.8
Chile 6.5 4.0 6.0 7.0 6.0 57
Peru 7.0 5.0 5.0 7.0 4.0 5.4
Argentina 7.0 5.0 5.0 6.0 4.0 5.2
Brazil 7.0 4.0 4.0 7.0 5.0 5.1
Turkey 7.0 4.0 5.0 5.0 4.0 4.7
Korea 6.0 3.0 4.0 7.0 5.0 4.7
Malaysia 9.0 2.5 3.0 6.0 6.0 4.7
Venzuela 5.0 3.5 5.0 7.0 3.0 4.6
Colombia 5.0 3.5 5.0 7.0 3.0 4.6
China 4.5 3.0 5.0 7.0 3.0 4.4
Hungary 6.0 4.0 5.0 4.0 3.0 4.2
Thailand 7.5 2.0 3.0 5.0 4.0 3.8
Philippines 6.0 2.0 2.0 6.0 4.0 3.6
Russia 4.0 3.5 4.0 4.0 2.5 3.6
Poland 4.0 3.0 4.0 4.0 3.0 3.5
Czech 4.0 3.0 3.0 4.0 2.0 3.1
Indonesia 4.0 1.0 5.0 4.0 2.0 2.9

Source : CLSA Emerging Markets
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Five-year to end-2001 performance of emerging market
Singapore [
Hong Kong ————
Mexico 1
India
South Africa !
Taiwan ———————— 1
Chile ————— ]
Peru ——————————
Brazil | —
Argentina ———————
Turkey —————
Korea —
Malaysia !
Greece I ——
China f
Venzuela :
Hungary I
Colombia [
Thailand [
Philippines L
Russia '
Poland | —
Czech Republic e
Pakistan L
Indonesia ! (%)
I 1 1 1 1 1 1 1 1
(100) (80) (60) (40) (20) 0 20 40 60 80
Source: CLSA Emerging Markets
(1) gt
CG country averages of company
Discipline Transp y Independence A ility Rest ibility Fairness Social WgtdCG  Spread in
(%) (%) (%) (%) (%) (%) (%) Score (%) CG Score%
China 41.3 71.4 411 20.8 50.0 61.9 58.3 50.8 24.8
Hong Kong 52.6 65.4 64.6 59.8 55.7 83.9 70.7 644 47.7
India 65.4 57.2 60.7 56.7 48.1 69.8 855 622 46.3
Indonsia 38.0 55.8 31.6 21.7 325 489 395 382 41.9
Korea 51.7 81.0 50.0 62.9 43.7 674 851 62.0 39.4
Malaysia 60.1 70.5 68.3 42.6 549 724 69.7 641 59.2
Philippines 44.4 41.5 42.9 32.7 37.2 40.6 80.8 44.0 38.1
Singapore 60.6 65.7 75.5 47.3 64.7 815 61.1 654 58.3
Taiwan 57.8 69.2 61.5 53.6 38.8 67.6 69.4 59.2 48.2
Thailand 41.5 66.7 54.0 68.5 53.9 71.0 66.3 60.0 42.9
EEMEA 48.8 62.6 43.8 49.9 411 539 76.0 52.6 75.9
Latam 45.9 73.2 55.8 61.5 55.0 453 75.2 58.0 54.6
Total sample 52.8 64.8 56.3 50.2 48.6 658 71.1 57.9 80.9
average
Source:
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Performance of country indices sorted by CG ranking
Performance of country MSCI index

1 year (%) 3 year (%) 5 year (%)
Singapore (25.0) (15.2) (52.8)
Hong Kong (21.2) 1.3 (30.6)
Mexico 15.9 62.4 61.3
India (21.2) 12.3 (5.1)
S Africa (20.3) 1.7) (38.3)
Taiwan 8.8 (9.9) (34.1)
Chile (6.0) 6.5 (24.6)
Peru 15.3 (1.7) (33.0)
Brazil (21.8) 8.4 (25.2)
Argentina (22.2) (25.2) (33.7)
Turkey (33.7) 22.9 20.7
Korea 46.0 37.8 7.2
Malaysia 2.3 79.0 (62.0)
Greece (31.4) (41.8) 35.2
Venzuela (10.0) (7.8) (44.4)
China (26.0) (44.9) (77.2)
Colombia 371 (34.8) (50.9)
Hungary (10.5) (28.2) 26.8
Thailand 2.9 (34.6) (81.3)
Philippines (19.7) (55.0) (81.3)
Russia 53.2 269.1 315
Poland (28.7) (11.2) (37.6)
Czech (4.1) 0.4 (24.4)
Pakistan (35.0) (19.8) (60.7)
Indonesia (10.9) (36.7) (89.1)
Average (6.7) 5.3 (28.1
Source : Bloomberg, CLSA Emerging Markets
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Roberto Newell and Gregory Wilson, "A Premium for Good Governance," The McKinsey =V

Quarterly, number 3.2002. Similarly, small and medium-sized companies listed on ltaly's new
STAR exchange that has stricter corporate governance standard than the Mercato Italian di
Borsa, enjoyed better performance and higher market-to-book ratios than their counterparts list-
ed on the Borsa. (See Tobias C. Hoschka, "A Market for the Well Governed," "The Mckinsey
Quarterly, number 3,2002) See also the chapters by Amar Gill (chapter 4) and Maria Helena
Santana (chapter 28) in this volume.
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Poul Coombes & Mark Watson, " Three Surveys on Corporate Governance, The Mckinsey

Quarterly, No. 4, 2002 special edition: Asia Revalued: 74-7."What the Experts Say" a special
CG report by CLSA www.clsa.com
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These components are from Roberto Newell and Gregory Wilson, "A permuim for Good -1
Governance," the Mckinsey Quarterly, number 3,2002.

The total CG index (CGl) is thus: CGl = Bl + BSTI + yMBI + d ATl + eBAIl + { Tl (1.2) where
o,B,7,0,¢,C- weights that sum up to 1.000.
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La Porta, R., F. Lopez-de-Silanes, A. Shleifer, R. Vishny, "Law and Finance," NBER Working -A
Paper 5661, July, 1996.
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La Porta, R., F. Lopez-de-Silanes, A. Shleifer, R. Vishny, "Law and Finance," NBER Working -1«
Paper 5661, July, 1996.

Ramasastry, A., S. Slavova, D. Bernstein, " Market Perceptions of Corporate Governance - -1

EBRD Survey Results," in Law in Transition, EBRD, Autumn, 1999.
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Asia 48% m—— 57%
Europe 52% m——— 59%
North America 79% I— 86%
Latin America 19% n— 19%
Australia 59% I 65%

Source: Egon Zahnder Board of Directors Global Study (2000).
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Total 829, I 79%
Asia 90% 90%
Europe 77% 74%
North America ~ 93% I—— 93%
Latin America 62% n—— 52%
Australia 94% I 88%

Source: Egon Zahnder Board of Directors Global Study (2000).

Source: Report of the Blue ribbon Committee on Improving the Effectiveness of Corporate Audit
Committees, Whitehead - Millstein Committee, 1999.
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Total
Asia
Europe
North
America
Latin
America
Australia

Does the audit committee have
a formal written charter that is
approved by the full board of
directors?

Yes 70% 71% 63% 86% 48% 88%
No 15% 24% 16% 12% 14% 12%

Source: Egon Zahnder Board of Directors Global Study (2000).
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Total
Asia
Europe
North
America
Latin
America
Australia

To Whom does the chief
internal auditor of the company
report?

Chief financial officer 32% 19% 27% 51% 10% 53%
Chairman and CEO 21% 28% 16% 23% 38% 12%

Audit committee chairman 12% 19% 10% 9% 10% 23%

Executive chairman 6% 5% 12% 6%

Non-executive chairman 2% 5% 5% 6%
Other 12% 19% 16% 2% 19%

Does the audit committee ever
meet privately with the chief
internal auditor?

Yes 65% 52% 55% 93% 57% 77%

Does the audit committee meet
with the outside auditors to
review financial reports before
they are issued?

Yes 73% 81% 70% 81% 38% 100%

Source: Egon Zahnder Board of Directors Global Study (2000).
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