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PREFACE

The OECD Principles of Corporate Governance establish a common set of key reference
points. They also provide a common language for discussion and common criteria for
implementation. In this regard, the Regional Corporate Governance Roundtables organised by
the OECD and the World Bank serve as a forum for on–going and structured policy dialogue
around the OECD Principles.

For its part, the OECD Development Centre and the European Bank for Reconstruction
and Development organised an informal policy dialogue on Corporate Governance in Developing
Countries, Emerging Markets and Transition Economies on 23–24 April 2001. This paper is
based on a transcript of the author’s remarks kindly supplied by the Center for International
Private Enterprise, a Washington think tank that co–sponsored the event.

Seven country case studies commissioned for the Development Centre and research
undertaken by the EBRD constituted the platform for discussion. The case studies cover the four
members of the Development Centre that are not Members of the OECD (Argentina, Brazil, Chile
and India) and two countries with which the Centre has a long–standing relationship (China and
South Africa). Malaysia was thought to be a useful additional case study, given its high stock–
market capitalisation and its specific response to the Asian financial crises. Invited experts
provided perspectives from Russia, and from Kenya, Senegal and Zimbabwe. The overall
experience of the EBRD with corporate governance and the rule of law, especially the work of
Joel Hellman (now at the World Bank), Katharina Pistor (Harvard University) and their co–
authors, was reviewed in the last session.

The case studies identified key forces resisting moves to improve corporate governance,
including vested interest goups, and those that can be mobilised to work for improvements such
as the rise of institutional investors. Two of their titles, “Private Vices in Public Places” and “The
Tide Rises, Gradually”, convey the tenor of the studies and also of this paper. They are listed in
the references and available on our website. In the paper they are quoted by the name of the
country.

While the case studies emphasised larger corporations, listed on the national stock
market, the positive effects of improved governance apply to small and medium sized enterprises
as well. The main messages from the discussion during the 23–24 April 2001 policy dialogue
meeting are two. First, greater attention to corporate governance during the development
process helps the country concerned earn policy credibility abroad, while signalling a
commitment to transparency at home. Second, there is no “one size fits all” in corporate
governance because of the interaction with the regulatory framework on the one hand and
political governance on the other. The specifics of the “rule of law” are, of course, relevant in both
of these interactions.

Clearly the further the institutions of corporate governance are from the hypothetical list in
Annex 1, the greater the need for institutional change. Even if the institutions exist on paper, the
way in which they function and interact with the regulatory framework and political governance
remains decisive. This is why the development perspective adopted here remains general, rather
than exclusively geared to the seven case studies.
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The April 2001 dialogue was highly interactive. It involved institutional investors,
regulators, academics and representatives of the OECD’s Economics Department, Directorate
for Financial, Fiscal and Enterprise Affairs, and Centre for Co–operation with Non–Member
Countries — the last of which also co–sponsored the event. The lists of participants in the policy
dialogue, and in the informal workshop held in 2000 to discuss first drafts of the case studies, are
included in Annex 2 below. In addition delegates from Argentina, Austria, Belgium, Brazil, Chile,
France, Germany, Greece, Japan, Korea, Mexico, Portugal, South Africa, Spain and Switzerland
attended the informal policy dialogue.

*  *  *

It was after the Development Centre’s Washington Conference on Corruption, coinciding
with the signing of the OECD Convention on Combating Bribery of Foreign Public Officials in
International Business Transactions, in February 1999, that we began to look at corporate
governance from a developmental perspective. This was a natural sequel to the Washington
Conference, which had shown the important role of the private sector in the quest for more
transparency and the fight against corruption. Its final report was issued in October 2000 on the
occasion of an Anti–Corruption Summit organised in Washington among others by USAID and
the World Bank.

Meanwhile, our scope of inquiry was broadened in the 2001–2002 programme of work by
looking at how transparency and corporate governance interact with democracy and regulatory
reform. This broadening of scope is essential to capture the evolving challenge in the process of
development from aid–dependent situations, to emerging markets, to OECD–type societies. It is
also consistent with the overall theme of the Centre’s programme of work since 2000,
Globalisation and Governance (G&G). A panel on G&G at the OECD Global Forum 2001
revealed the interest of this particular developmental approach for the Organisation and its
Member countries.

The reason for such wide interest is, of course, that in conjunction with globalisation many
developing countries have embraced democratic governance. Even in countries that do not yet
have free elections, civil society is pressing for information and a voice in decisions about public
policy, with more open discussion. In all kinds of political systems, issues of transparency and
accountability have moved to the centre of the public agenda.

The Centre’s current work on “Empowering people to take advantage of globalisation”
thus seeks to identify the economic pillar of democratic governance in developing countries,
probing into the politics of credibility. At a meeting of the Initiative for Policy Dialogue convened
by Joseph Stiglitz and Ann Florini at the Carnegie Endowment for International Peace,
Washington, D.C., on 9 February, 2001, I also showed how our corporate governance and anti–
corruption work feeds into political governance. This activity is to be co–ordinated with the
OECD’s Directorate for Financial, Fiscal and Enterprise Affairs and its Public Management
Service. In fact, it was at the High–level Seminar of the OECD Governance Outreach Initiative on
“Partnerships in Governance: Common Responses to the Challenges of Globalisation” held in
Paris on 9–10 May 2000, that I first had an opportunity to emphasise the link between corporate
and political governance.
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As the informal policy dialogue on Corporate Governance in Developing Countries,
Emerging Markets and Transition Economies revealed, and this paper highlights, private–sector
standards and initiatives to improve corporate governance, along with government–established
rules and legislative initiatives at the national, regional or international level, continue to have
great potential. The developmental perspective builds on this potential and adapts it to diverse
social and cultural environments. The conclusion is inescapable: reaping the full benefits of
globalisation, for all countries and for all segments of the population, including the poor, requires
good political governance. Good political governance encompasses good corporate governance
and good regulatory reform. Both need good political governance; both can contribute to it.

Moreover, the relationship between achieving better corporate governance and regulatory
reform is one of mutual influence, and both must reflect a country’s overriding political values.
Accountability, and checks and balances, are needed for all members of society to share in the
benefits of globalisation through the combination of political freedom and financial freedom.
Markets can be myopic. So can democratic governments. For example, regulators must be
protected as much from the pressure of politics and politicians as from the threat of “capture” by
powerful corporations and other “market” actors.

Corporations are often more sensitive than voters to the need for long–term vision and
foresight — not least because of the very nature of the production process. In contrast, financial–
market “herdism”, which pushes non–financial corporations towards a short–term mentality,
affects the corporate governance of financial institutions. This is why strong financial systems are
key, even though little is known about the political economy of local bank supervision and
bankruptcy laws and procedures, or of protecting non–controlling shareholders’ rights.

Good corporate governance requires strong protection of minority rights. The rights of
investors are understood to be more inclusive than shareholder rights alone (as long as the
financial or even human or other non–financial investment is firm–specific). “Asset–stripping”, in
both visible and invisible forms, is pervasive in developing countries. It may initially rise during
the process of market emergence.

Given pervasive “asset–stripping”, the fight against corruption goes well beyond failures of
corporate governance and has expanded to areas such as political parties and the role of the
media in fighting corruption. Yet the private sector needs to take this matter into its own hands
without being prompted to do so by the the government. It is in the private sector’s interest to
operate in an environment of workable competition where the rule of law prevails. Not only is
corruption bad for business, business is bad for corruption. Yet conventional wisdom continues to
associate corruption with private enterprise, not state intervention. Conversely, anti–corruption
continues to be seen as a matter for the state rather than a concern for business.

In addition, the information revolution creates new politics of credibility in which financial
freedom is an essential ingredient of transparency. As I have argued elsewhere, based on the
experience of Argentina, a link can be seen between transparency and democracy, which could
be captured by a kind of transition between the concerns of the NGOs Amnesty and
Transparency International. When citizens enjoy both political and financial freedom, they are
more likely to mobilize against practices of mismanagement and corruption. The Argentine case
confirms that establishing democratic institutions and freedom of speech is necessary but not
sufficient. Decisions taken in the economic sphere such as liberalisation of trade, and reform of
the exchange–rate system, are also needed to transform the situation and get a country on a
virtuous path.
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*  *  *
Stating that the case studies in this project point to the relevance of improved governance

in the process of development is one thing, rationalising the move beyond democracy to
transparency via financial freedom in Argentina is another. Both are certainly suggestive of the
G&G interaction in specific national circumstances. Yet a positive causal effect of globalisation on
governance — as measured by apparent corruption — is precisely the result of econometric
research conducted at the OECD Development Centre, published as Technical Paper No. 181.
From a cross–section of 119 countries over the periods 1984–88 and 1990–98, Federico
Bonaglia, Maurizio Bussolo and I found that the effect of import openness on corruption is one
third that of income per capita. The effect of import openness on the index of apparent corruption
is supposed to reflect good governance and the effect of the level of income and of corruption is
controlled by using instrumental variables related to physical remoteness and cultural
characteristics. Those results extend to financial openness and are robust to the introduction of
cultural variables, including “OECD membership”. They confirm that globalisation could be
included as one of the forces working to improve governance, alongside the rise of international
portfolio investments by institutional investors based mostly in the United States and in Britain
mentioned in this paper.

In addition to the author of this paper and to the authors of the country case studies,
I would like to thank Deputy Secretary–General Seichii Kondo for opening the policy dialogue
and Sally Shelton–Colby for inviting me to the May 2000 Governance Outreach Initiative.

I am grateful to the Alfred P. Sloan Foundation for its grant in support of the country case
studies and the 2000 workshop. The Center for International Private Enterprise, The Asia
Foundation, the Club du Sahel’s Private Sector Support Programme and the OECD Centre for
Co–operation with Non–members also deserve our gratitude for making possible what was
unanimously looked upon as a memorable informal dialogue between diverse but not mutually
exclusive perspectives on development.

Jorge Braga de Macedo
President

OECD Development Centre

27 September 2001
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RÉSUMÉ

La gouvernance des entreprises est un élément clé de développement national.
D’après une série d’études de cas (Afrique du Sud, Argentine, Brésil, Chili, Chine, Inde
et Malaisie), elle joue un rôle de plus en plus important dans l’accroissement des flux de
capitaux destinés à financer les entreprises des pays en développement. Tout aussi
importants sont les bénéfices potentiels d’une meilleure gouvernance des entreprises
pour surmonter les obstacles (notamment les actions des groupes d’intérêts cartélisés) à
une croissance durable de la productivité dans l’économie « réelle ». L’amélioration de la
gouvernance des entreprises ne peut cependant pas être considérée hors de son
contexte. Du côté du secteur financier, il faut s’attacher également au renforcement du
secteur bancaire et des institutions financières nationales dans leur ensemble. Du côté
du secteur réel, la politique de la concurrence et les réformes réglementaires sectorielles
doivent faire l’objet d’une attention soutenue.

Parmi les forces qui oeuvrent en faveur d’une amélioration de la gouvernance des
entreprises dans les pays en développement, certaines agissent sur la demande et
d’autres sur l’offre de flux de portefeuille, tant nationaux qu’internationaux, à destination
des entreprises de ces pays. Quant aux forces qui resistent à une amélioration notable
de la gouvernance des entreprises (en dépit parfois d’un soutien de façade à ces
améliorations nécessaires), elles comptent des grandes actionnaires ainsi que d’autres
acteurs ayant le contrôle effectif des entreprises — tant dans le secteur public que
privé — liés dans des cartels. Le risque élevé d’appropriation des dispositions
réglementaires à des fins privées dans les systèmes de gouvernance fondés sur des
relations clientélistes (par opposition aux systèmes fondés sur des règles établis)
confirme qu’une bonne gouvernance des entreprises requiert une bonne gouvernance
politique et inversement.
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ABSTRACT

Corporate governance matters for national development. Case studies of
Argentina, Brazil, Chile, China, India, Malaysia and South Africa suggest that it has a role
of growing importance to play in helping to increase the flow of financial capital to firms in
developing countries. Equally important are the potential benefits of improved corporate
governance for overcoming barriers, including the actions of vested interest groups, to
achieving sustained productivity growth. Improved corporate governance, however,
cannot be considered in isolation. In the financial sector, attention must also be given to
measures to strengthen the banking sector, and a country’s financial institutions as a
whole. In the “real” sector, close attention must be given to competition policy and
sector–specific regulatory reform.

Forces working in favour of improved corporate governance in developing
countries include those operating both on the demand and on the supply side of
domestic and international portfolio equity flows to corporations in those countries.
Forces working against significantly improved corporate governance (which may
nonetheless give lip service to the need for such improvement) include many dominant
shareholders and other corporate insiders — in the private and public sectors — in
entrenched distributional cartels. The heightened risk of regulatory capture in countries
with clientelistic relationship–based (as opposed to rules–based) systems of governance
reinforces the fact that good corporate governance requires good political governance,
and vice–versa.
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I. INTRODUCTION

From the perspective of national development, corporate governance was long
ignored. It was practically invisible until the East Asian financial crisis of 1997–1998 drew
attention to it and to the problems of “crony capitalism” in emerging–market economies.
As the threat to global financial markets raised by that crisis is seen to recede, the risk is
that efforts significantly to improve corporate governance in the developing world will
flag.

That would be a mistake. It would be a mistake because, as this paper will argue,
the institutions of corporate governance play an essential role in the long–term process
of development of a country. True in the past, this importance of corporate governance
for development becomes all the greater as the current wave of globalisation advances.

The paper draws heavily on the findings of the seven country case studies
undertaken for the Centre’s research on corporate governance. It focuses on drawing
lessons from the significant relative commonalities among the challenges faced by the
countries studied — Argentina, Brazil, Chile, China, India, Malaysia and South Africa —
notwithstanding the great diversity among them. It is organised into five sections, aside
from this introduction and a conclusion. Section II defines corporate governance and
Section III shows why it is important for development. The key factors or forces that tend
today to work for improved corporate governance in the developing world, or that can be
mobilised to do so, and the forces working against such improvement are dealt with in
Section IV. The policy implications, especially the concrete steps that should be taken in
the financial sector so as to improve corporate governance, are in Section V. Before
concluding, a brief mention of political governance is found in Section VI.
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II. THE CONCEPT

Defined broadly, “corporate governance” refers to the private and public
institutions, including laws, regulations and accepted business practices, which together
govern the relationship, in a market economy, between corporate managers and
entrepreneurs (“corporate insiders”) on one hand, and those who invest resources in
corporations, on the other. Investors can include suppliers of equity finance
(shareholders), suppliers of debt finance (creditors), suppliers of relatively firm–specific
human capital (employees) and suppliers of other tangible and intangible assets that
corporations may use to operate and grow.

Specifically, what are the institutions of corporate governance? Not only do they
vary from country to country — in form and substance and, importantly, in how they
mutually interact in a given country — they evolve over time. An indicative, hypothetical,
list can nevertheless illustrate the main institutions of corporate governance. Comprising
key “actors” and relevant legislation, regulations, other formal and informal rules, and
generally accepted business practices, that list is presented in Annex 1. It distinguishes
between key institutions of information disclosure and corporate transparency on one
hand and those for corporate oversight and control on the other.

Perhaps most important to understanding the concept, however, is to understand
the purpose of corporate governance. In all countries, the institutions of corporate
governance serve two indispensable and ultimately indissociable objectives: enhance the
performance and ensure the conformance of corporations1. They facilitate and stimulate
the performance of corporations — the principal generators of economic wealth and
growth in society — by creating and maintaining a business environment that motivates
managers and entrepreneurs to maximise firms’ operational efficiency, returns on
investment and long–term productivity growth. They ensure corporate conformance with
investors’ and society’s interests and expectations by limiting the abuse of power, the
siphoning–off of assets, the moral hazard and the significant wastage of corporate–
controlled resources (so–called “agency problems”) that the self–serving behaviour of
managers and other corporate insiders can be expected to impose on investors and
society in their absence2. Simultaneously, they establish the means to monitor managers’
behaviour to ensure corporate accountability and provide for the cost–effective protection
of investors’ and society’s interests vis–à–vis corporate insiders. They can be
understood, in sum, as serving both to determine what society considers to be
acceptable standards of corporate behaviour, and to ensure that corporations comply
with those standards.
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III. WHY CORPORATE GOVERNANCE MATTERS FOR DEVELOPMENT

A good illustration of the importance of this question, and of its challenging nature,
is the fact that for 30 years or more, until mid–1997, developing East and Southeast Asia
achieved very impressive, sustained, high rates of growth — growth that significantly
raised their populations’ standards of living — in a context that most people would now
describe as one of poor corporate governance. How was that possible? If corporate
governance has an important role to play in the process of development in a country, one
must be able to explain the apparent paradox that the Asian growth “miracle” occurred in
conjunction with poor corporate governance.

III.1 The Importance of Productivity Growth

Part of the explanation was suggested, albeit in highly provocative and
caricaturised fashion, by Paul Krugman in his notorious 1994 Foreign Affairs article
(three years before the onset of the crisis) when he compared the success of growth in
East and Southeast Asia to the Soviet model, and predicted a similar outcome3. His point
was that experience (in this case Soviet experience) shows that it is not impossible for a
country to achieve and sustain high rates of output and income growth for long periods of
time — many decades even — by engaging in a process of massive mobilisation of
factors of production. Such factor mobilisation can be achieved through various kinds of
forced saving, significant and sustained investment in the education of the country’s
population, high rates of rural–urban migration, mobilisation of the female population into
the modern manufacturing as well as the agricultural and services sectors, and so on. It
should perhaps be emphasized more clearly than Krugman did, there is nothing
illegitimate about the output and income growth that stems from such factor mobilisation;
on the contrary, it is rarely easy to accomplish, and it is very real.

The further point, however, is that because decreasing returns to continued factor
mobilisation must ultimately set in, growth based on factor mobilisation alone cannot be
sustained indefinitely. It can last for years and should not be seen as anything less than
a vitally important source of economic growth, but the key to achieving sustainable
development in the long run is productivity growth.
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III.2 Relationship–based vs. Rules–based Regimes

To the importance for development of productivity growth can be added another
important observation. It is that a predominantly clientelistic relationship–based system of
corporate and political governance and poor corporate governance are quite compatible
with a national development strategy based on massive factor mobilisation. Clientelistic
relationship–based governance systems and poor corporate governance — ubiquitous in
the developing world (including East and Southeast Asia at the time of the crisis) — appear
rather less amenable to the move from a strategy of massive factor mobilisation to
sustained productivity growth.

The country studies illustrate this observation well. All seven countries are in the
midst of a dual transition, from predominantly relationship–based to more rules–based
systems in their economic and political spheres of governance. In the economic sphere
the movement is from relatively closed or inward–oriented and market–unfriendly to
much more open and market–friendly systems. In the political sphere the transition is
from relatively undemocratic to much more democratic systems.

Some countries are of course more advanced in their transition processes than
others. Chile, for example, is more advanced than many in its move to rules–based
governance in both the economic and political spheres, though its move in the political
sphere is recent. Argentina and Brazil have both made very significant moves in both
spheres, roughly simultaneously, since the debt crisis of the 1980s. India has long been
a political democracy but in most respects effectively began its move to a more open and
market–friendly economy in 1991. China began its economic transition in the late 1970s
but is not yet a political democracy. Malaysia emerged from its colonial status in the
1960s as a political democracy, and soon moved to relatively outward–oriented and
market–friendly economic governance, yet questions have risen in recent years about
the depth of its rules–based system of political governance. South Africa began its
challenging move from inward–oriented economic and undemocratic political governance
to more open and democratic economic and political governance with the abolition of
apartheid in the early 1990s.

Despite their major obvious differences — in regional location, in culture and
history (including legal heritage), in economic and political institutions — all these
countries are thus in the midst of a dual, often difficult, transition to more rules–based
systems. Under relationship–based governance, long–term extra–firm investment
finance was widely provided by state–directed, sometimes state–owned, sources such
as national development banks. Many achieved significant growth of output through
sustained factor mobilisation (including forced saving). But, as the Malaysian study and
productivity data from the other countries attest, sustained productivity growth in the
corporate sector remained out of reach. The weakening or relative collapse of clientelistic
relationship–based systems and the moves underway to more rules–based systems may
or may not be irreversible. They constitue an important opportunity for needed change in
governance structures.
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III.3 Agency and Expropriation Costs

Much of the literature on corporate governance focuses on the “principal–agent”
relationship between shareholders (the principals) and managers (the agents) that stems
from the separation of ownership and management in the “publicly” owned corporation of
the kind that prevails in the United States and the United Kingdom, in which no single
shareholder owns more than a small fraction of a corporation’s stock. Many authors
argue, or assume, that the raison d’être of corporate governance, in any country, is to
protect the interests of shareholders because the interests of other investors can
adequately be protected through contractual relations with the company, leaving
shareholders as the “residual” claimants whose interests can adequately be protected
only through the institutions of corporate governance4. They thus tend to see the role of
corporate governance in development as one of helping to ensure the supply and lower
the cost of the financial resources that corporations in developing countries require from
extra–firm sources to finance their investment activity.

Of course, in countries where poor contract enforcement due to pervasive
clientelism and/or a weak judicial system renders the very distinction between “residual”
and “non–residual” claimants questionable, as is the case in many developing and
emerging–market economies, the applicability of this reasoning is doubtful. Even authors
who subscribe to its logic tend for example to argue that weak bankruptcy procedures
create a need for corporate governance to include protection of creditors’ interests in
most developing countries.

More important however is the fact that, outside the United States and the United
Kingdom, the corporation with widely dispersed ownership is not the rule but the
exception. Such is the case in the seven countries covered in the Centre’s research
project, and apparently in much of the rest of the world as well5. What prevails are
corporations with concentrated ownership, i.e. large stockholders (“blockholders”) who
directly control managers. Also widespread are cross–shareholdings among companies,
the issuance of multiple classes of shares with different voting rights and especially
pyramidal corporate ownership structures6, all of which help dominant shareholders to
control corporate assets considerably greater, even, than their direct stock ownership
rights would justify7. The key potential conflict of interest in our seven countries — as in
most non–OECD countries, and many OECD countries other than the United States and
the United Kingdom — therefore tends not to be between managers and shareholders
per se but between dominant owner–managers on one hand and minority shareholders
and other investors (domestic and foreign) on the other. This conflict of interest is
commonly referred to as the “expropriation problem”, as opposed to the “agency
problem” that applies to the principal–agent relationship between shareholders and
managers.
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III.4 Vested Interests

The seven countries in this project also tend to suffer from the destructive, often
highly negative–sum–game, behaviour of powerful vested interests entrenched in highly
concentrated oligopolistic structures of local economic and political power. That
behaviour tends greatly to weaken or undermine healthy price competition and the
proper functioning of markets — indispensable for the move to sustained productivity
growth — as well as to weaken or undermine the development and consolidation of
democratic political institutions. While the significant moves in those economies in recent
years — a sea change for many — to privatise state–owned corporations, reduce anti–
competitive market regulations, liberalise trade and investment policies and seek actively
to attract foreign investors should have a major positive impact, they may not prove
sufficient to sustain the kind of dynamic and interactive processes of productivity growth
and political reforms that are needed to carry forward the fights against poverty and
corruption and for the strengthening of political democracy and modernisation of the
state. For developing economies even more than for the OECD zone, institutions of
corporate governance that work effectively to complement and reinforce the (still weak)
competitive market mechanism and (fledgling) democratic political institutions are
becoming increasingly necessary.

Indeed, in any market–based economy — developed or developing, national or
global — the firm, or corporation, is society’s principal agent of economic activity and
development. The institutions of corporate governance, combined with those of market
competition and government regulation, are society’s principal means of inducing
corporations collectively to behave in ways that are good for society as a whole. There is,
in other words, a principal–agent relationship between society (the principal) and
corporations as a group (the agents) embodied in the institutions of corporate
governance. Society provides corporations with the incentive to act (notably the right to
earn profits) and the means to do so (the right to exist, and act, as “legal persons”, and to
benefit from limited liability) and seeks, through the institutions of corporate governance,
along with those of market competition (Adam Smith’s “invisible hand”) and government
regulation, to ensure that corporations collectively serve its best interests8.

Today, moreover, as globalisation enhances the strength of market forces relative
to that of regulation by national and subnational governments, corporate governance
becomes relatively more important. In the developing world, in addition to the effects of
globalisation per se, this importance is further amplified (positively) by the sea change
towards market–friendly policy regimes. It is also amplified (negatively) by the
pervasiveness of concentrated oligopolistic local power structures that are highly
conducive to self–dealing9 by corporate insiders, in the private and public sector alike,
and to other negative–sum–game rent–seeking behaviour in those countries. Such
behaviour tends to result in huge wastages of corporate–controlled resources and a
highly inefficient economy–wide use of capital, as well as to perpetuate or exacerbate
local inequalities, and thus to constitute a serious hindrance to long–term development in
low– and medium–income developing economies alike.
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While the potential contribution of improved corporate governance to increasing
the flow and lowering the cost of domestic and foreign financial resources to corporations
is thus significant, equally if not more important is the potential contribution of improved
corporate governance to reducing the considerable waste and misallocation of real
investment resources that constitute a major constraint on sustained productivity
growth — and sustained national development — throughout the developing world.
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IV. FACTORS OR FORCES WORKING FOR AND AGAINST IMPROVED
CORPORATE GOVERNANCE IN DEVELOPING COUNTRIES

IV.1 Factors and Forces Working for Improved Corporate Governance

In OECD countries, interest in corporate governance has grown rapidly in
conjunction with the current wave of globalisation. In the United States, the interest
mushroomed in the 1980s when major US corporations suffered a number of widely
publicised losses of home–market shares to foreign competitors, followed by the advent
of “junk bonds” which led to the first big wave of hostile take–overs. More recent in
Europe, the interest has been fuelled by deepening regional integration and the growth of
cross–border mergers and acquisitions. Also important in OECD countries has been the
spectacular growth of portfolio investments in corporate equities both at home and
abroad by rapidly growing pension funds and other major institutional investors, along
with concerns by corporate investors about establishing a “level playing field” for their
international investment activity.

The rapid growth of international portfolio investments by OECD–based
(particularly US and UK) institutional investors is in turn reflected in, and largely
responsible for, the significant growth of foreign portfolio investment in “emerging market”
economies in the 1990s. Portfolio equity investment flows going to developing countries
rose from insignificant levels prior to the late 1980s to an annual average of $2.7 billion in
1989–1990 and then surged to an annual average of some $43 billion during the years
1993–1996. Dropping to about $16 billion in 1998 in conjunction with the East Asian
crisis, they are estimated to have risen again to about $48 billion in 200010. Foreign
portfolio investors, in particular the major institutional investors, have thus been an
important force working in favour of improved corporate governance worldwide.

Also important has been the establishment and growth of domestic pension funds.
In Latin America, Chile’s 1981 creation of a fully–funded, privately managed pension
system with individualised mandatory savings accounts was followed in the 1990s by the
creation of similar systems in Argentina and Brazil — and Bolivia, Colombia, El Salvador,
Mexico, Peru and Uruguay11. While these funds and pension funds elsewhere, notably in
Asia, remain small compared to OECD–based pension finds, they have been important
purchasers of corporate equity issues in several of the countries covered in our study,
notably in conjunction with moves to privatise state–owned corporations, and constitute
another important potential force for better corporate governance12.

If foreign and, in some counties, domestic institutional investors (pension funds in
particular) have become an important force for improved corporate governance as
potential suppliers of funds through their purchases of corporate shares in developing
countries, equally important is the fact that many domestic corporations have increased
their demand for such funds in recent years. One reason for this demand growth is the
considerable increase in the needs of corporations in those countries (as elsewhere)
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for extra–firm sources of capital to finance the growth of investments in tangible and
intangible assets they they must undertake in order to compete in the context of
accelerated change — in technology but also in the dominant business model13 –– that
characterises globalisation today. The recent liberalisation of trade and investment
policies and significant market deregulation or opening of domestic markets, and
significant privatisation of state–owned enterprises, have all added significantly to these
competitive pressures on firms in many of those countries as well.

A further reason, alluded to earlier, why the extra–firm financial needs of
corporations in many of those counties has increased is that the bulk of those needs is
no longer being supplied, as it was until recently, by the national development banks and
other largely state–controlled sources of investment finance — sources that widely
obtained those funds through various means of forced domestic savings. Virtually all the
countries covered in this project, and many other developing economies, have witnessed
the relative collapse in recent years of the relationship–based financial system of which
those state–directed sources of finance were an integral part, greatly reducing their
ability to supply long–term finance to local corporations (often in the name of “industrial
policy”) as they did until recently14.

The combined result is a marked decrease in the supply of extra–firm investment
finance from traditional domestic sources precisely at a time when corporate extra–firm
financial needs in those countries, as elsewhere, have risen substantially. The result is
thus also to increase domestic pressures, within governments as well as among
corporate insiders, in favour of improved corporate governance in order to facilitate the
flow of investment finance to local corporations.

IV.2 Obstacles to Improved Corporate Governance

There is also, however, considerable resistance to changes needed significantly to
improve corporate governance. Particularly important in this regard are the actions of the
oligopolistic coalitions and powerful vested interest groups, mentioned earlier, who
operate simultaneously in the marketplace, notably as corporate insiders, and in the
sphere of domestic politics. They are sometimes referred to as “distributional cartels”
because, in seeking to maintain or increase their share of a country’s wealth (e.g. market
share), they often invest significant corporate–controlled (as well as government–
controlled) resources not in the creation of new wealth but in actions of strategic rivalry
among themselves. Those actions tend to result not in healthy inter–firm price
competition but in significant wastage and misallocation of a country’s resources. They
tend often to reduce aggregate wealth and thus constitute, from society’s point of view,
highly negative–sum games15.
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Distributional cartels undertake actions that not only hinder healthy inter–firm price
competition and often reduce aggregate wealth, but also help to resolve certain apparent
“paradoxes” of the development process. A good example is the extent to which
corporations undertake large investments in highly capital–intensive production facilities
that remain unused or significantly under–used (i.e. large investments in overcapacity) in
countries that not only have significant supplies of unemployed or under–employed
workers (i.e. surplus labour) but, virtually by definition, suffer from capital scarcity. Such
“distortions” — and huge wastage of capital from an economy–wide perspective — reflect
behaviour typical of distributional cartels.

Another example is the tendency of distributional cartels both to resist needed
change — firms’ need to adapt to new conditions created by the availability of a new
technology or of a more effective business model, for example, or by changing consumer
preferences — and, simultaneously, to create excessive volatility and instability in
markets, and often in politics as well (volatility that can even lead, in more extreme
cases, to armed conflict). The reason for this behaviour, put simply, is that, in their
games of strategic oligopolistic rivalry, distributional cartels tend both to resist inter–firm
price competition and any (needed) change that might upset the balance of power within
their oligopoly, and to provoke (unneeded) change whenever a member of the cartel or
coalition of members within the cartel believes it can increase its share of power
(e.g. market share) vis–à–vis other members of the cartel16.

The result is significant wastage of capital resources, both material and human,
and a building–up over time of more and more bureaucracy and resistance to change in
corporations and government alike, combined with relative instability or volatility and thus
fragility in both the economy and local political institutions. The result is also a tendency
to reproduce clientelistic relationship–based forms of both economic (including
corporate) and political governance. The result is thus also to constitute a tremendous
drag on growth and development, as well of course as on the changes needed to
improve corporate governance.

Clientelistic relationship–based systems of governance are also, in turn,
particularly fertile breeding grounds for distributional cartels. Indeed, while such
oligopolies operate in all countries, it is arguably the greater pervasiveness of their rent–
seeking and negative–sum–game behaviour — to a point where it tends to overwhelm
the benefits of healthy price competition — that constitutes the greatest obstacle to
sustained productivity growth in many developing countries.
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V. POLICY IMPLICATIONS

V.1 In the Financial Sector

The considerable growth in the needs of corporations for extra–firm finance, due
to the combined effects of accelerated global change and significant domestic policy
liberalisation precisely at a time when the availability of long–term investment funds from
traditional sources (e.g. national development banks) has declined markedly, means that
the institutions of corporate governance have a significant potential role to play in helping
to channel investment finance to firms. While this role can be described as one of factor
mobilisation, it has become more important in recent years, as reflected in the
spectacular increase in the extent to which firms in “emerging markets” have turned to
domestic and especially foreign portfolio investors as suppliers of funds.

V.1.2 Stock Markets

Understood by many as the raison d’être of corporate governance, the increased
importance of improved corporate governance is reflected in the spectacular growth in
the size of the stock market — i.e. in the value of shares listed, referred to as “market
capitalisation” — in all the case studies. South Africa and Malaysia, for example, have
seen their market capitalisation rise in 1999 to over 150 per cent of GDP (as it did in
Singapore, Hong Kong and Chinese Taipei, not covered in our project). Recently,
however, several, including Argentina, Brazil and South Africa, have also witnessed a
serious weakening or shrinking of activity on their local stock markets due to one or more
of three phenomena. Many major local firms have seen their shares de–listed after they
were bought by foreign corporations (i.e. taken over through foreign direct investment).
Many others have turned to, or increased their use of, American or Global Depository
Receipts (ADRs/GDRs) to sell shares in New York or London17. A few, most notably in
South Africa, have simply moved their listing from the local market to London or New
York18.

While a weakening of stock–market activity is not necessarily indicative of weaker
corporate governance, these contrasting experiences raise important questions for
policymakers in developing countries: What is the importance of country’s having a
vibrant local stock market for the country’s long–term development? How important are
stock markets as a source of investment finance for corporations in developing
countries? Is it reasonable to expect many of the small and medium–size firms that
account for the bulk of local employment and constitute a significant source of local
dynamism and flexibility, but which are unlikely ever to be able to sell their shares in New
York or London, to be able to generate significant financing on the local stock market?
What is the importance for low–income countries of having a stock market?
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The question of the importance of stock markets as a source of corporate finance
can in turn usefully be broken down into two components. First, what is the relative
importance of different sources of funds per se, i.e. what is the importance of finance
derived from new equity issues relative to that derived from intra–firm sources (mainly
retained earnings) and from extra–firm debt finance (both intermediated, notably bank
loans, and non–intermediated, i.e. bonds and other debt securities)? Part of this
component is also the question of whether corporate insiders desire to sell more equity
but find it difficult to do so, perhaps because of poor corporate governance, or whether
they choose not to sell more equity, as would be consistent with the well–known “pecking
order hypothesis” of corporate finance19. Second, how are funds raised on the stock
market used? In particular, are new equity issues used largely to finance the creation of
new production capabilities, thereby also perhaps adding to competition in local product
markets, or do they tend rather to be used by corporate stock issuers to absorb
competitors without creating new production capabilities, perhaps serving to reduce local
competition as well?

The evidence from the seven countries suggests that overall the issuing of
corporate equity is not a major source of funding for the creation of new production
capabilities (a pattern also consistent with the role of stock markets in the historical
development of corporate capitalism in the United States and other OECD countries, to
which we return briefly below). Equally important, however, is evidence of the
considerable extent to which dominant shareholders, in a context of concentrated
corporate ownership, make use of non–voting shares, cross–shareholding and especially
pyramidal ownership structures to gain access to considerable extra–firm finance — and
are thus able to gain such access, moreover, without having to dilute their effective control.

Concentrated corporate ownership structures can of course be understood, as
many authors point out, as an appropriate response to serious potential agency
problems where there is poor corporate governance and, especially, poor protection of
(minority) shareholders’ rights20. The widespread separation of corporate ownership
rights from effective control over corporate resources (with the latter exceeding the
former) by dominant shareholders nevertheless means that concentrated ownership may
well not deprive corporate insiders from access to significant extra–firm finance. In other
words, the use of pyramids and other devices to increase dominant shareholders’ control
over corporate resources may not only allow those shareholders to retain full corporate
control. It may constitute a functional alternative to improved corporate governance and
better protection of minority shareholders’ rights in terms of its allowing corporate
insiders to gain access to extra–firm sources of investment finance.

The more serious problem from a development policy perspective may thus not be
a shortage of corporate finance as such, but the extent to which the ubiquitous use of
devices to separate corporate ownership rights from the control of corporate resources
serves to facilitate and camouflage self–dealing and related rent–seeking behaviour, and
the negative–sum–game dynamics reflected in such behaviour, by corporate insiders.
The costs to society as a whole, in terms of wasted resources, lost growth opportunities
and foregone development, though difficult to measure, undoubtedly go well beyond
those incurred by expropriated minority shareholders alone.
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V.1.3 The US Experience

The role played by Wall Street and the New York Stock Exchange in the
development of the United States provides useful historical perspective on the role of
equity issues as a source of investment finance for corporations. Clearly Wall Street and
the NYSE played a central role after the US Civil War (1860–1864) in financing
construction of the nation’s railroads, whose development was in turn largely responsible
for the emergence of a viable national market in the United States towards the end of the
19th century. The creation of a large and rapidly growing national market in turn drove
the rather sudden emergence, in the 1880s and 1890s, of large industrial corporations
that were able significantly to cut costs and establish dominant competitive positions in
their respective industries by taking advantage of large economies of scale and scope in
production and marketing21. While many of these corporations went on to dominate their
industries for years to come, their phenomenal growth, from the time of their inception
through much of the 20th century, was very largely self–financed, i.e. financed through
investment of retained earnings.

The stock market’s meagre direct contribution to financing the emergence of new
industrial firms and the creation of new production capabilities cannot, therefore, be said
to have played a major role in US development. Starting before the First World War, and
until the NASDAQ phenomenon of the 1990s, the key developmental roles played by the
US stock market appear rather to have been a) to make it possible for the founder–
owners of the large industrial corporations, or their heirs, to sell or significantly reduce
their equity in the company, and b) to facilitate major corporate merger waves in the
1900s, 1920s and 1960s (as again in the 1980s and 1990s) by allowing firms to acquire
other firms through the issuance of equity. A direct consequence was also therefore to
promote or facilitate the separation of ownership from management in the United States.

The separation of ownership from management had two further important effects.
One was greatly to contribute to the professionalisation of corporate management — to
the emergence of a professional managerial class and the development of a competitive
market for managers. The professionalisation of management (along with the emergence
of a managerial class, imbued with a “managerial culture”, and competitive markets for
managers) stands in marked contrast to the situation that tends to prevail in heavily
relationship–based systems in emerging and developing economies. In the latter a top
manager’s main “skill” or “asset” is often his close personal ties to top politicians — with
all this can imply in terms of self–dealing, clientelistic rent–seeking behaviour and the
negative–sum–game dynamics of strategic rivalry within and between powerful
distributional cartels, in addition to the expropriation of minority shareholders.
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V.1.4 The Importance of Liquidity

The separation of ownership from management in the United States also made it
possible for shareholders, often led by corporate founder–owners and their heirs, to
diversify their corporate equity holdings — spreading their investment risk, and reducing
their level of portfolio risk, in the process. The further result was a self–reinforcing
process, a virtuous circle, which greatly increased not only the size but also the liquidity
of the stock market in the United States.

Its significant liquidity in turn made it possible for the US stock market to play an
important role in strengthening the entire financial system, and process of development,
of the US economy. As recent studies of the positive correlation across countries
between the degree of local stock–market liquidity (more than its size per se) and the
strength of a country’s subsequent economic growth further suggest22, the key to
understanding the potential importance for a country’s long–term development of the
country’s having a vibrant stock market appears to be the latter’s potential contribution to
enhancing the liquidity of the country’s financial system as a whole.

V.1.5 Banks and Stock Markets: Complements

Measures to strengthen a country’s stock market, and its corporate governance as
a whole, should thus be understood as a potentially important complement to, but not as
a substitute for, measures needed to strengthen its banking sector. A country cannot
have a strong and vibrant stock market without a strong, healthy, commercial banking
sector23. Indeed, for small and medium–size local firms in particular, and for assuring
liquidity in a country’s financial system — including in low–income countries — a healthy
banking system is sine qua non for development24.

An important implication for policymakers and regulators — as Chile’s experience
points up most clearly, for example — is thus the need for careful attention to the quality
of bank supervision and prudential requirements, as well as to bankruptcy rules and
procedures. Often equally important is the need to enhance the corporate governance of
local financial institutions, notably including that of banks25. The latter implies a need for
attention not only to disclosure requirements, the quality of auditing, etc., but to such
questions as whether business groups should be prohibited from having a bank as one
of their group firms (as Chile’s experience would also seem to recommend) and whether
a developing country should or should not require a separation between commercial and
investment banking activities26.
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V.1.6 Minority Shareholders’ Rights

What about stock markets per se, and corporate governance as a whole? Here
there can be no doubt of the need to strengthen the effective protection of minority
shareholders’ rights in many of the countries covered in our study. The best means to
achieve that protection will not only vary from one country to another, they will usually
require the enhancement or modification in a given country of several, perhaps many, of
the institutions listed in the annex. Certain key issues can nevertheless be pointed up as
requiring policymakers’ careful attention.

Two of the most crucial are the questions of how best to combine (and where to
draw the line between) voluntary and mandatory mechanisms of corporate governance,
and the use of judicial versus regulatory means of enforcement. Many countries have
found, for example, that mandatory disclosure requirements — including mandatory
disclosure of a firm’s compliance or non–compliance with key (specified) voluntary codes
or standards, and of its reasons for eventual non–compliance — combined with an
otherwise heavy reliance on voluntary mechanisms is a good approach. Whether such
an approach is appropriate where institutions are relatively weak nevertheless leads
straight to the issue many see as the single most important: enforcement. There is some
evidence, for example, that in countries with weak judicial systems (to enforce contracts
as well as laws) a regulatory approach to enforcement of securities laws by an
independent and motivated securities commission can be more effective than judicial
enforcement27. We touch on this issue again below.

A third issue is the importance to avoid significantly increasing agency costs as
the price of trying to reduce the expropriation of minority shareholders. China’s
experience with its move since 1992 to “corporatise” state–owned companies highlights
this danger, as managers have reportedly gained considerable new autonomy to
“manage badly” in some of those companies. Concerns have also been raised that calls
for greater professionalisation of management in some countries may be more reflective
of desires there to increase managers’ autonomy than of any commitment to increase
their level of professional standards28.

Policymakers should also note, finally, that significant potential economies of scale
and minimum–efficient levels of operation of a stock exchange raise the question for
many developing (and OECD) countries — notwithstanding feelings of national pride that
may be associated with a country’s having its “own” stock exchange(s) — of the potential
costs and benefits of merging or consolidating stock markets, perhaps internationally,
within their region.



CD/DOC(2001)12

27

V.2 In the “Real” Sector

Equally if not more important than the potential contribution of improved corporate
governance to financial development is its potential contribution to “real” economic
development. Significant wastage and misallocation of human and physical capital in
countries that suffer critical shortages of both, and volatility often combined with
resistance to needed change, widely constitute serious constraints on development, as
noted earlier. These are problems towards whose solution improved corporate
governance can also make a significant contribution. It can do so by helping to discipline
corporate insiders — in private business groups and state–owned corporations alike — in
the way they allocate and especially in the way they use, or waste, the sizeable real
resources they control.

In the “real” as in the financial sector the institutions of corporate governance
cannot operate alone. In the financial sector, policymakers must, as noted earlier, give
careful attention to ensuring a sound banking system (including bankruptcy procedures,
etc.) along with measures to enhance protection of minority shareholders’ rights and
others to strengthen corporate governance per se. In the real economy, policymakers
must simultaneously give attention to three sets of institutions: a) the institutions of
corporate governance per se; b) the institutions of market competition; c) the institutions
of regulation that are required in some specific sectors (e.g. telecommunications, air
transportation, etc.) including many where major state–owned corporations have recently
been privatised.

The significance of the institutions of market competition is of course that
reasonably vigorous inter–firm price competition (Adam Smith’s invisible hand) can serve
as a major tool to discipline corporate insiders to allocate and use resources efficiently.
The problem in many developing countries, as noted earlier, is precisely the extent to
which such price competition is overwhelmed or displaced by the actions of distributional
cartels. Significant recent moves to liberalise trade and investment policies and reduce
anti–competitive market regulations should help. But many of the countries covered in
our study may need to establish or strengthen a domestic competition agency with
sufficient political autonomy and resources to be able to monitor compliance with and
enforce the rules of healthy price competition. And, as in the case of corporate
governance, competition policy has not long been on the agenda of policymakers in
many developing countries. It needs their attention29.

Similarly, it is difficult to overstate the importance for policymakers to give
adequate attention to the need for regulatory reform and the establishment of competent
regulatory bodies in those specific sectors (in addition to financial services) that require
regulation. This importance is considerably amplified, moreover, by the risk of regulatory
“capture” (which occurs when those with responsibility to regulate a given market are
corrupted or otherwise unduly influenced by one or a number of participants in that
market) especially where there are strong distributional cartels30.
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It is nevertheless in the dynamics of inter–action among these three sets of
institutions — including those of corporate governance — that lies the success or failure
for many developing economies of moving away from a situation where negative–sum–
games of strategic rivalry within and among powerful distributional cartels tend to
overwhelm healthy inter–firm price competition. These economies need to move to a
situation where, if the negative–sum games are not eliminated, they no longer trump the
benefits of healthy price competition. Only by achieving this movement can there be any
hope of achieving reasonably sustained productivity growth.
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VI. POLITICAL GOVERNANCE

Negative–sum–games can rarely be eliminated without close attention to the
institutions of political governance. The very strength of resistance to many of the
changes needed significantly to enhance the protection of minority shareholders’ rights
and to improve corporate governance as a whole, as noted earlier, often exerts itself
most strongly (even where corporate insiders may give lip service to the need for better
corporate governance) through clientelistic relationship–based systems of political
governance. The relative weakening or collapse of such systems in recent years, widely
visible in the greatly reduced capacity of state–controlled providers of investment finance
(such as national development banks) to supply such finance, can thus be seen as a
“window of opportunity” for countries to achieve change that is needed as much in the
institutions of political governance as in those of corporate governance.

Indeed, the close interaction between the institutions of political governance and
those of corporate governance is clearly reflected in at least three ways: in the central
roles of the legislative, regulatory and judicial bodies listed among the institutions of
corporate governance in Annex 1; in the extent to which distributional cartels exert their
power in both the economic and political spheres of activity in a country; and in the
importance of the enforcement issue. It is therefore virtually impossible to move to an
essentially rules–based system of governance in one of those sets of institutions without
doing likewise in the other. Ultimately, they are inseparable.

Particularly relevant in this regard today would appear to be the arguments on
good political governance put forward by John Locke, in England, and Montesquieu, in
France, some three centuries ago. Their views on the importance of establishing a clear
and effective separation of powers and responsibilities among a) a representative
legislature with oversight capabilities, b) a competent and accountable executive branch
(including its public administration) and c) a fair and independent judiciary — and of
establishing an effective system of checks and balances among them — constitute the
principal conceptual foundations for an effective rules–based system of political
governance.

To those ideas one can usefully add the importance of ensuring an effective
separation of powers and responsibilities between a strong corporate sector capable of
generating sustained productivity growth, on one hand, and strong rules–based
institutions of political governance, including well–defined property rights, on the other31.

The bottom line is that good corporate governance requires good political
governance, and vice–versa. Development requires both. Policymakers need to give
careful attention to the incentives and means that can be mobilised to ensure sound
political governance, without which efforts to improve corporate governance may prove
ineffective.
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VII. CONCLUSION

Corporate governance matters for development. It has a central role to play in
helping to increase the flow and lower the cost of the financial capital that firms need to
finance their investment activity. The importance of this role has grown considerably in
recent years, and is likely to continue to grow, as the needs of corporations for extra–firm
finance has grown precisely at a time when the capacity of traditional sources of such
finance to supply those needs has greatly diminished.

The significant growth of portfolio equity flows from OECD to developing countries,
especially by institutional investors, points to the potential for improved corporate
governance in developing countries and emerging markets to contribute to the stability of
international financial markets. The potential benefits of such stability are also significant.

Equally important are the potential benefits of improved corporate governance for
achieving productivity growth in the real economy of many developing countries. Volatility
combined with excessive rigidities and huge wastage of real investment resources, both
human and material, reflect the actions of distributional cartels in many developing
countries. Reflected in ubiquitous self–dealing and rent–seeking behaviour by corporate
insiders in a context of clientelistic relationship–based systems of local governance,
those actions widely constitute a serious obstacle to sustained productivity growth.
Improved corporate governance has an important potential role to play in helping to limit
that behaviour and overcome the obstacles to productivity growth.

Improved corporate governance is not, however, a development panacea. In the
financial sector, close attention must also be given to measures to strengthen the
banking sector, and a country’s financial institutions as a whole. Such attention is
important for all countries, notably including low–income developing countries32. In the
“real” sector, close attention must be given to competition policy and sector–specific
regulatory reform, along with the institutions of corporate governance.

Forces working in favour of improved corporate governance in developing
countries include those operating both on the demand and on the supply side of portfolio
equity flows to corporations there. Those on the demand side include corporations
whose extra–firm financial needs have grown as their traditional sources of supply have
shrunk; they also include governments responsible for those traditional sources in some
cases. Those on the supply side include major institutional investors, especially pension
funds and other long–term investors, in OECD and some developing countries. Forces
working against significantly improved corporate governance (which may give lip
service to the need for such improvement) include many dominant shareholders and
other corporate insiders — in the private and public sectors alike — in entrenched
distributional cartels.
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The importance of distributional cartels in developing countries, as obstacles to
development as well as to improved corporate governance, and the heightened risk of
regulatory capture in countries with clientelistic relationship–based systems of
governance, only reinforce the fact that good corporate governance requires good
political governance, and vice–versa. As John Locke might have put it if he were writing
today, development requires moving from the rule of man, or woman, to the rule of
law — in the institutions of corporate and political governance together.



CD/DOC(2001)12

32

NOTES

* The author wishes to thank Nicolas Meisel for assistance and John Sullivan, Javier Santiso, Stephan
Malherbe and his OECD colleagues Stilpon Nestor and Hans Blommestein for comments on an
earlier draft of this paper, for whose remaining deficiencies the author remains responsible.

1. See also Bob Garratt, The Fish Rots from the Head, Harper Collins Business, London, 1996.

2. See, for example, A. Shleifer and R. Vishny, “A Survey of Corporate Governance” in The Journal of
Finance, June 1997; and O. Hart, “Corporate Governance: Some Theory and Implications” in The
Economic Journal, May 1995. For further discussion of why markets alone are insufficient to ensure
sound corporate governance, see for example E. Glaeser, S. Johnson and A. Shleifer, “Coase v. the
Coasians”, Harvard University and MIT, mimeo, April 2000, and J. Stiglitz, “The Role of the Financial
System in Development”, Presentation at the Fourth Annual Bank Conference on Development in
Latin America and the Caribbean, San Salvador, 29 June 1998.

3. P. Krugman, “The Myth of Asia’s Miracle” in Foreign Affairs, November/December 1994.

4. Cf. A. Shleifer and R. Vishny, op. cit., and O. Hart, op. cit.

5. See R. La Porta, F. Lopez–de–Silanes and A. Shleifer, “Corporate Ownership Around the World” in
The Journal of Finance, 54, 1999.

6. A “pyramid” exists when one corporation (at the “top” of the pyramid) holds a dominant equity share
(say, 51 per cent, though less may suffice) in and thereby controls one or more other companies
(the second “layer” in the pyramid) each of which may in turn have a dominant equity share in one or
more additional companies (the third “layer”), and so on. Corporate insiders who effectively control
the corporation at the top of the pyramid — often a holding company — can thus control entire
groups of corporations, and massive corporate assets, with very little direct equity ownership in
corporations lower down in the pyramid.

7. This phenomenon is known in the literature as effective “control rights” that exceed nominal “cash–
flow rights”.

8. In the United States, where the right to incorporate is granted by state governments, corporate
charters were granted until late in the 19th century under far more stringent conditions than they are
today — usually on the understanding that demonstrable public good would result from the
corporation’s activities. As corporations came to be seen less as agents of the public interest,
however, and states came to presume (rather than demand proof of) public benefits from business
enterprise, and as a growing number of firms became sufficiently national to have practical choices
about which state to call home, the specific terms of state chartering came to matter more. In 1896,
New Jersey then adopted aggressively liberal chartering rules, and became the legal home of choice
for major corporations. New Jersey nevertheless shifted to a somewhat tougher chartering law in
1913, and rapidly lost its hegemony to Delaware, which had altered its own incorporation provisions
to mirror New Jersey’s previous law. Delaware has tenaciously defended its dominant place in
corporate chartering ever since (see also J. Donahue, “Subnational Business–Attraction Policies in
the United States,” mimeo, contribution to the Development Centre’s research project on the Effects
of Competition among Governments to Attract FDI, whose results are presented in C. Oman, Policy
Competition for Foreign Direct Investment, OECD Development Centre, Paris, 2000).



CD/DOC(2001)12

33

9. “Self–dealing” is the expropriation or diversion by corporate insiders of a corporation’s assets
(sometimes also called “asset stripping”) and/or of its income or income–earning possibilities.
Common forms, or means, of self–dealing include having the corporation purchase inputs from one
or more other firms (presumably also controlled by the corporation’s insiders or their close friends or
relatives) at excessively high prices, or sell output at excessively low prices; having the corporation
borrow money at excessively high interest rates, or lend at excessively low rates; having it lease
assets at similarly non–market rates; having it guarantee other companies’ (or individuals’)
borrowing; or even outright appropriation of the corporation’s tangible and/or intangible property
without compensation.

10. World Bank data.

11. See M. Queisser, The Second–Generation Pension Reforms in Latin America, OECD Development
Centre, Paris, 1998.

12. See also H. Blommestein, “Institutional Investors, Pension Reform and Emerging Securities
Markets”, Inter–American Development Bank Working Paper Series 359, Washington D.C.,
November 1997.

13. See C. Oman, “The Policy Challenges of Globalisation and Regionalisation”, Policy Brief no. 11,
OECD Development Centre, Paris, 1996; C. Oman, Globalisation and Regionalisation: The
Challenge for Developing Countries, OECD Development Centre, Paris, 1994; and C. Oman, “The
Business Model of the New Economy” in Economic Reform Today, Center for International
Enterprise, Washington D.C., Vol. 1, 2000.

14. See also M. Loriaux, et al., Capital Ungoverned: Liberalizing Finance in Interventionist States,
Cornell University Press, Ithaca and London, 1997.

15. See M. Olson, The Rise and Decline of Nations — Economic Growth, Stagflation, and Social
Rigidities, Yale University Press, London and New Haven, 1982, for a detailed analysis of the
behaviour of “distributional cartels”, albeit in OECD countries. Olson explains why such a group will
tend to undertake actions (to gain, say, 2 billion dollars in increased income or wealth for the group)
that often cost society as a whole much more than the group itself stands to gain (cost society the
equivalent of, say, $10 billion in wasted resources, reduced income and lost growth opportunities).

16. See Olson, ibid.

17. American Depository Receipts are securities backed by shares of non–US incorporated companies
that voluntarily comply with US securities laws, making it possible for the securities to be sold on a
US stock exchange.

18. Anglo American, Billiton, South African Breweries and Old Mutual have all recently moved their
listing from the Johannesburg to the London Stock Exchange.

19. Cf. S. Myers and N. Majluf, “Corporate Finance and Investment Decisions When Firms Have
Information That Investors Do Not Have” in the Journal of Financial Economics, Vol. 13, 1984.

20. Cf. A. Shleifer and R. Vishny, op. cit., and O. Hart, op. cit.
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Annex 1

INSTITUTIONS OF CORPORATE GOVERNANCE

The institutions of corporate governance, in any country, can usefully be thought
of as comprising key “actors” and formal and informal rules, including generally accepted
practices. They include:

— Legislation that gives corporations juridical personality (recognises their
existence as legal “persons” independent of their owners), determines
corporate chartering requirements, and limits the liability of the owners of a
corporation to the value of their equity in the corporation;

— Legislation on the issuing and trading of corporate equity and debt securities
(including laws on the responsibilities and liabilities of both securities issuers
and market intermediaries such as brokers and brokerage firms, accounting
firms and investment advisers);

— A government body (“securities commission”) empowered to regulate the
issuing and trading of corporate securities with the means to monitor and
enforce compliance with securities laws;

— Stock–exchange listing requirements (conditions corporations must meet to be
allowed to list and trade their shares on the exchange);

— A judiciary system with sufficient political independence and the investigative
as well as judicial powers and the resources required to make and enforce,
without excessive delay, informed and impartial judgements;

— Professional associations or “guilds” (such as those of accountants, stock
brokers, institutes of directors) that contribute — e.g. through membership
licensing, information sharing, peer pressure — to the definition and
maintenance of standards of professional conduct in their field;

— Business associations and chambers of commerce that, in a similar fashion,
use formal and informal means to influence members’ thinking on and
behaviour with respect to acceptable business practices;

— Other private and public monitors of corporate and securities–market
participants’ behaviour (notably pension funds and other institutional investors,
ratings agencies, financial media).

In addition to these corporate–governance “actors” (including the body or bodies
that enact relevant legislation), two broad categories of laws, regulations, other formal
and informal rules and generally accepted practices are important: those that concern
corporate oversight and control, and those that concern information disclosure and
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corporate transparency. The former group notably includes rules and accepted practices
with respect to:

— Shareholder voting rights and procedures (including those that are especially
important for the protection of minority shareholder rights vis–à–vis dominant
shareholders as well as vis–à–vis management, such as cumulative voting
rights and other so–called anti–director rights1);

— The duties, powers and liabilities of corporate directors (boards and individual
directors, including definition of what constitutes an “independent” director and
requirements on board composition and on the constitution of board
committees on audit, the nomination of directors and the remuneration of
directors and top executives);

— Proscription of self–dealing by corporate insiders (whether self–dealing occurs
via related–party transactions2 or “tunnelling”3 or takes the form of insider
trading4);

— Stock–tendering requirements (notably to protect small shareholders in the
context of a corporate merger, acquisition or privatisation)5;

— Judicial recourse for shareholders vis–à–vis managers and directors
(derivative suits, class–action suits6);

— The functioning of markets for corporate control (take–over markets)7;

— The functioning of markets for professional managers, and of labour markets.

The corporate–governance institutions of disclosure and transparency notably include
rules and accepted practices with respect to:

— Financial accounting standards, and how those standards are set;

— Public disclosure, in a clear and timely manner, of such information as
financial accounts (including both segment and consolidated accounts, the
level and means of remuneration of directors and top executives); related–
party transactions undertaken by corporate insiders; compliance, or the
reasons for non–compliance, with specific provisions in corporate–governance
codes, other relevant codes, laws, regulations and self–declared corporate
values or objectives;

— External audit (including how the auditor is chosen);

— Independent or “third–party” analysis and assessment of corporate prospects
(e.g. by stock brokers, risk–assessment specialists).
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NOTES TO ANNEX 1

1. “Anti–director rights” is the expression used by La Porta et al. to refer to six key shareholders’ rights:
the right to mail their proxy vote to the firm; to participate in the General Shareholders’ Meeting
without having previously deposited their shares with the company; to benefit from cumulative voting
or proportional representation of minorities in the board of directors; to benefit from the existence of
an oppressed minorities mechanism; to hold an Extraordinary Shareholders’ Meeting if it is called for
by a minimum of no more than 10 per cent of share capital; and to pre–emptive rights to new issues
that can only be waved by a shareholders’ vote (cf. R. La Porta, F. Lopez–de–Silanes, A Shleifer
and R. Vishny, “Law and Finance” in the Journal of Political Economy, 106, 1998).

2. “Related–party transactions” are business transactions between a corporation and one or more
other firms, or one or more individuals outside the corporation, with which (whom) one or more
corporate insiders has a personal (often family) relationship. Related–party transactions are widely
used as a vehicle for self–dealing (see note 9 above) although not all related–party transactions
involve self–dealing.

3. “Tunnelling” is self–dealing that occurs within pyramidal ownership structures when controlling
shareholders transfer resources from companies in which they have smaller cash–flow rights
(cf. note 7 on p. 32 above) to companies in which they have larger cash–flow rights; it is analogous
to asset–stripping. See. S. Johnson, R. La Porta, R. Lopez–de–Silanes and A. Shleifer, “Tunnelling”
in the American Economic Review, 90, 2000.

4. Insider trading occurs when corporate insiders or others with privileged access to information likely
significantly to affect the market value of a company’s shares use that information to make profits
through trading in the company’s shares before the information is released to other market
participants.

5. Particularly important are pre–emptive rights to new issues — sometimes referred to in Brazil as “tag
along” rights — included among the “anti–director rights” cited here in note 1.

6. Derivative suits allow shareholders to sue corporate directors on behalf of the corporation itself;
class–action suits allow individuals to sue on behalf of an entire class of individuals
(e.g. shareholders in a given company).

7. See also C. Leechor, “Reviving the Market for Corporate Control” in Private Sector (published by the
World Bank Group), Note No. 191, September 1999.



CD/DOC(2001)12

38

Annex 2

LIST OF PARTICIPANTS
in the

INFORMAL POLICY DIALOGUE (2001)
and/or

EXPERTS WORKSHOP (2000)

Manuel R. Agosín
Professor of Economics
University of Chile
Santiago

Stanton D. Anderson
Attorney at Law
McDermott, Will and Emory
Washington, D.C.

Thomas Andersson
Deputy Director
Directorate for Science, Technology
and Industry
OECD

Walter Appel
CEO
Banco Fator
São Paulo, Brazil

Phillip Armstrong
ENF Corporate Governance Advisory
Services
Johannesburg, South Africa

Robert Beadle
Development Finance, Private Sector
Development Co-operation Directorate
OECD

Igor Belikov
General Director
Institute of Stock Market and Management
Moscow, Russia

Erik Berglof
Professor of Economics
University of Stockholm
Sweden

Jacques Blanché
Conseil Français des Investisseurs
en Afrique
Paris

Hans Blommestein
Financial Affairs Division
Directorate for Financial, Fiscal and
Enterprise Affairs
OECD

John A. Bohn
Chairman
Centre for International Private Enterprise
Washington, D.C.

Amy Bondurant
US Ambassador to the OECD
Paris

Olivier de Boysson
Chief Economist, Emerging Markets
Crédit Agricole Indosuez
Paris

Tobias Broër
Consultant
OECD Development Centre

Willem Buiter
Chief Economist
EBRD
London



CD/DOC(2001)12

39

John Burke
Director of Listings
Johannesburg Stock Exchange
South Africa

Laura Campbell
Counsel
Asian Development Bank
Manila, Philippines

Montri Chenvidyakarn
Secretary-General
Financial Sector Restructuring Authority
Bangkok, Thailand

Bernard T.R. Chidzero
Chief Executive
International Capital Corporation Ltd.
Harare, Zimbabwe

Theodore Chong
Chief Executive
Hong Kong Institute of Corporate
Secretaries

Alvaro Clarke de la Cerda
Chairman
Securities Commission
Santiago, Chile

Luciano Coutinho
Director, Economics Institute
University of Campinas
Brazil

John Crihfield
Economist and Financial Advisor
US Agency for International Development
Washington, D.C.

Michelle Edkins
Corporate Governance Executive
Hermes Investment Mangement Ltd
London

Jesus P. Estanislao
President
Institute for Corporate Directors
Manila, Philippines

Luiz Tarquinio Ferro
President PREVI
Banco do Brasil
Rio de Janeiro

Richard Frederick
Corporate Affairs Unit
Directorate for Financial, Fiscal
and Enterprise Affairs, OECD

Winston Fritsch
President
Dresdner Bank Brasil
Rio de Janeiro

Bob Garratt
Chairman
Organisation Development Limited
London and Hong Kong

Karugor Gatamah
Executive Director
Private Sector Corporate Governance Trust
Nairobi, Kenya

Michael Gillibrand
Director, Management & Training
Commonwealth Secretariat
London

Andrea Goldstein
Principal Administrator
OECD Development Centre

Eduardo Manhães Ribeiro Gomes
Head of International Affairs
Securities Commission
Rio de Janeiro, Brazil

Omkar Goswami
Chief Economist
Confederation of Indian Industry
New Delhi

Mame Adama Guèye
Western Africa Enterprise Network
Dakar, Senegal



CD/DOC(2001)12

40

Tom Heller
Professor
Stanford Law School
Stanford, CA

Ulrich Hiemenz
Director
OECD Development Centre

Hasung Jang
Chair, People’s Solidarity for Participatory
Democracy (shareholders’ watchdog NGO)
Professor of Finance and Director,
Center for Finance and Banking Research,
Korea University, Seoul

Ranne Jayamaha
Special Advisor
Commonwealth Secretariat
London

Simon Johnson
Professor, MIT School of Management
Cambridge, MA

Shanthi Kandiah
Formerly Securities Commission of Malaysia
Kuala Lumpur

Mary Keegan
Chairman, UK Accounting Standards Board
Formerly Head of Corporate Governance
PricewaterhouseCoopers
London

Timothy Kenney
Gérant de fonds
Société Générale Asset Management
Paris

Seiichi Kondo
Deputy Secretary-General
OECD

Larry Lang
Chair Professor of Finance
Chinese University of Hong Kong

Chad Leechor
Private Sector and Finance Unit, Africa
Region
The World Bank
Washington, D.C.

Cyril Lin
Department of Economics
Oxford University
Oxford, UK

John Litwack
Senior Economist (Russia)
Economics Department
OECD

Guy Longueville
Directeur adjoint
Banque Nationale de Paris
Paris

Jorge Braga de Macedo
President
OECD Development Centre

Stephan Malherbe
Chief Executive Officer
Genesis Analytics
Johannesburg, South Africa

Maria Maher
Regulatory Reform Team
Economics Department
OECD

Rafael Mariano Manóvil
Partner, Saldivar-Manóvil & Associates
Professor of Commercial Law
University of Buenos Aires



CD/DOC(2001)12

41

Maria Silvia Martella
Commissioner
Securities Commission
Buenos Aires, Argentina

Nicolas Meisel
Consultant
OECD Development Centre

Roberto de Michele
Undersecretary for Transparency and Anti-
Corruption Policies
Ministry of Justice and Human Rights
Buenos Aires, Argentina

J. Mark Mobius
President
Templeton Emerging Markets Fund
Singapore

Young-Sook Nam
Non-Member Economies Division
Economics Department
OCDE

Rabindra Nathan
Shearn Delamore & Co.
Kuala Lumpur and Singapore

Stilpon Nestor
Head, Corporate Affairs Division
Directorate for Financial, Fiscal
and Enterprise Affairs, OECD

Wiseman Nkuhlu
Economic Advisor to the President
President’s Office
Pretoria, South Africa

Encik Md. Nor Ahmad
Deputy President
Kuala Lumpur Stock Exchange
Malaysia

Charles Oman
Head of Project
OECD Development Centre

Mary O’Sullivan
Associate Professor
INSEAD
Fontainebleau, France

Pang Eng Fong
Singapore High Commissioner
London
Wilson Peres
United Nations Economic Commission for
Latin America and the Caribbean (ECLAC)
Santiago, Chile

Charles Pigott
Economics Department
OECD

Carlos Quenan
Professeur d’Economie
Université Paris III
Paris

Flavio M. Rabelo
Professor of Business Administration
Getulio Vargas Foundation
São Paulo, Brazil

Jean Rogers
Deputy Director, Center for International
Private Enterprise
Washington, D.C.

Isabella Saboya de Albuquerque
Securities Commission
Rio de Janeiro, Brazil

Silvia Sandoval
Manager, Synergy Fund
Head of Research, Banco Fator
São Paulo, Brazil

Bonnie Santiago de Albornoz
Undersecretary for Financial Services
Economics Ministry
Buenos Aires, Argentina



CD/DOC(2001)12

42

Bernadette Sarmiento
Programme for Brazil
Centre for Co-operation
With Non Members
OECD

Nick Segal
Director, Graduate School of Business
University of Cape Town
South Africa

Mark Scher
Finance and Development Branch
Department of Economic and Social Affairs
United Nations
New York, NY

James Shinn
Director, Longitude Capital
New York, NY

Ajit Singh
Professor of Economics
University of Cambridge
Cambridge, UK

David Stannard
Executive Director, Corporate Finance
Securities and Futures Commission
Hong Kong

Joseph Stiglitz
Professor of Economics,
Columbia University
New York, NY

John D. Sullivan
Executive Director, Center for International
Private Enterprise
Washington, D.C.

Teh Kok Peng
President, GIC Special Investments Private
Limited
Government of Singapore Investment
Singapore

R. Thillainathan
President
Malaysian Economic Association
Kuala Lumpur

Elaine Thompson-Flores
Investment Director
PETROS – Petrobras’ Pension Fund
Rio de Janeiro, Brazil

Daochi Tong
Commissioner
China Securities Regulatory Commission
Beijing, China

Marcelo Villegas
Partner, Nicholson & Cano Abogados
Buenos Aires, Argentina

Christine Wallich
Head, Private Sector Group
Asian Development Bank
Manila, Philippines

Gert Wehinger
Economics Department
OECD

Ted White
Manager, Corporate Governance Unit
California Public Employees’ Retirement
System
Sacramento, CA

Franck Wiebe
Chief Economist, The Asia Foundation
San Francisco, CA



CD/DOC(2001)12

43

OTHER TITLES IN THE SERIES/

AUTRES TITRES DANS LA SÉRIE

All these documents may be downloaded from:

http://www.oecd.org/dev/pub/tp1a.htm, obtained via e-mail (cendev.contact@oecd.org)

or ordered by post from the address on page 3

Technical Paper No.1, Macroeconomic Adjustment and Income Distribution: A Macro-Micro Simulation Model, by F. Bourguignon,
W.H. Branson, J. de Melo, March 1989.
Technical Paper No. 2, International Interactions In Food and Agricultural Policies: Effect of Alternative Policies, by J. Zietz and
A. Valdés, April, 1989.
Technical Paper No. 3, The Impact of Budget Retrenchment on Income Distribution in Indonesia: A Social Accounting Matrix
Application, by S. Keuning, E. Thorbecke, June 1989.
Technical Paper No. 3a, Statistical Annex to The Impact of Budget Retrenchment, June 1989.
Technical Paper No. 4, Le Rééquilibrage entre le secteur public et le secteur privé : le cas du Mexique, by C.-A. Michalet, June1989.
Technical Paper No. 5, Rebalancing the Public and Private Sectors: The Case of Malaysia, by R. Leeds, July 1989.
Technical Paper No. 6, Efficiency, Welfare Effects, and Political Feasibility of Alternative Antipoverty and Adjustment Programs,
by A. de Janvry and E. Sadoulet, January 1990.
Document Technique No. 7, Ajustement et distribution des revenus : application d’un modèle macro-micro au Maroc, par Christian
Morrisson, avec la collaboration de Sylvie Lambert et Akiko Suwa, décembre 1989.
Technical Paper No. 8, Emerging Maize Biotechnologies and their Potential Impact, by W. Burt Sundquist, October 1989.
Document Technique No. 9, Analyse des variables socio-culturelles et de l’ajustement en Côte d’Ivoire, par W. Weekes-Vagliani,
janvier 1990.
Technical Paper No. 10, A Financial Computable General Equilibrium Model for the Analysis of Ecuador’s Stabilization Programs, by
André Fargeix and Elisabeth Sadoulet, February 1990.
Technical Paper No. 11, Macroeconomic Aspects, Foreign Flows and Domestic Savings Performance in Developing Countries.
A “State of The Art” Report, by Anand Chandavarkar, February 1990.
Technical Paper No. 12, Tax Revenue Implications of the Real Exchange Rate: Econometric Evidence from Korea and Mexico,
by Viriginia Fierro-Duran and Helmut Reisen, April 1990.
Technical Paper No. 13, Agricultural Growth and Economic Development: The Case of Pakistan, by Naved Hamid and Wouter Tins,
April 1990.
Technical Paper No. 14, Rebalancing The Public and Private Sectors in Developing Countries. The Case of Ghana,
by Dr. H. Akuoko-Frimpong, June 1990.
Technical Paper No. 15, Agriculture and the Economic Cycle: An Economic and Econometric Analysis with Special Reference to
Brazil, by Florence Contre and Ian Goldin, June 1990.
Technical Paper No. 16, Comparative Advantage: Theory and Application to Developing Country Agriculture, by Ian Goldin,
June1990.
Technical Paper No.17, Biotechnology and Developing Country Agriculture: Maize in Brazil, by Bernardo Sorj and John Wilkinson,
June 1990.
Technical Paper No. 18, Economic Policies and Sectoral Growth: Argentina 1913-1984, by Yair Mundlak, Domingo Cavallo, Roberto
Domenech, June 1990.
Technical Paper No. 19, Biotechnology and Developing Country Agriculture: Maize In Mexico, by Jaime A. Matus Gardea, Arturo
Puente Gonzalez, Cristina Lopez Peralta, June 1990.
Technical Paper No. 20, Biotechnology and Developing Country Agriculture: Maize in Thailand, by Suthad Setboonsarng, July 1990.
Technical Paper No. 21, International Comparisons of Efficiency in Agricultural Production, by Guillermo Flichmann, July 1990.
Technical Paper No. 22, Unemployment in Developing Countries: New Light on an Old Problem, by David Turnham and Denizhan
Eröcal, July 1990.
Technical Paper No. 23, Optimal Currency Composition of Foreign Debt: the Case of Five Developing Countries, by Pier Giorgio
Gawronski, August 1990.
Technical Paper No. 24, From Globalization to Regionalization: the Mexican Case, by Wilson Peres Nuñez, August 1990.
Technical Paper No. 25, Electronics and Development in Venezuela. A User-Oriented Strategy and its Policy Implications, by Carlota
Perez, October 1990.
Technical Paper No. 26, The Legal Protection of Software. Implications for Latecomer Strategies in Newly Industrialising Economies
NIEs and Middle-Income Economies MIEs, by Carlos Maria Correa, October 1990.
Technical Paper No. 27, Specialization, Technical Change and Competitiveness in the Brazilian Electronics Industry, by Claudio R.
Frischtak, October 1990.
Technical Paper No. 28, Internationalization Strategies of Japanese Electronics Companies: Implications for Asian Newly
Industrializing Economies NIEs, by Bundo Yamada, October 1990.
Technical Paper No. 29, The Status and an Evaluation of the Electronics Industry in Taiwan, by Gee San, October 1990.



CD/DOC(2001)12

44

Technical Paper No. 30, The Indian Electronics Industry: Current Status, Perspectives and Policy Options, by Ghayur Alam, October
1990.
Technical Paper No. 31, Comparative Advantage in Agriculture in Ghana, by James Pickett and E. Shaeeldin, October 1990.
Technical Paper No. 32, Debt Overhang, Liquidity Constraints and Adjustment Incentives, by Bert Hofman and Helmut Reisen,
October 1990.
Technical Paper No. 34, Biotechnology and Developing Country Agriculture: Maize in Indonesia, by Hidajat Nataatmadja et al.,
January 1991.
Technical Paper No. 35, Changing Comparative Advantage in Thai Agriculture, by Ammar Siamwalla, Suthad Setboonsarng and
Prasong Werakarnjanapongs, March 1991.
Technical Paper No. 36, Capital Flows and the External Financing of Turkey’s Imports, by Ziya Önis and Süleyman Özmucur, July
1991.
Technical Paper No. 37, The External Financing of Indonesia’s Imports, by Glenn P. Jenkins and Henry B.F. Lim, July 1991.
Technical Paper No. 38, Long-term Capital Reflow under Macroeconomic Stabilization in Latin America, by Beatriz Armendariz de
Aghion, April 1991.
Technical Paper No. 39, Buybacks of LDC Debt and the Scope for Forgiveness, by Beatriz Armendariz de Aghion, April 1991.
Technical Paper No. 40, Measuring and Modelling Non-Tariff Distortions with Special Reference to Trade in Agricultural Commodities,
by Peter J. Lloyd, July 1991.
Technical Paper No. 41, The Changing Nature of IMF Conditionality, by Jacques J. Polak, August 1991.
Technical Paper No. 42, Time-Varying Estimates on the Openness of the Capital Account in Korea and Taiwan, by Helmut Reisen
and Hélène Yèches, August 1991.
Technical Paper No. 43, Toward a Concept of Development Agreements, by F. Gerard Adams, August 1991.
Document technique No. 44, Le Partage du fardeau entre les créanciers de pays débiteurs défaillants, par Jean-Claude Berthélemy
et Ann Vourc’h, septembre 1991.
Technical Paper No. 45, The External Financing of Thailand’s Imports, by Supote Chunanunthathum, October 1991.
Technical Paper No. 46, The External Financing of Brazilian Imports, by Enrico Colombatto, with Elisa Luciano, Luca Gargiulo, Pietro
Garibaldi and Giuseppe Russo, October 1991.
Technical Paper No. 47, Scenarios for the World Trading System and their Implications for Developing Countries, by Robert Z.
Lawrence, November 1991.
Technical Paper No. 48, Trade Policies in a Global Context: Technical Specification of the Rural/UrbanNorth/South RUNS Applied
General Equilibrium Model, by Jean-Marc Burniaux and Dominique van der Mensbrugghe, November 1991.
Technical Paper No. 49, Macro-Micro Linkages: Structural Adjustment and Fertilizer Policy in Sub-Saharan Africa, by
Jean-Marc Fontaine with the collaboration of Alice Sinzingre, December 1991.
Technical Paper No. 50, Aggregation by Industry in General Equilibrium Models with International Trade, by Peter J. Lloyd, December
1991.
Technical Paper No. 51, Policy and Entrepreneurial Responses to the Montreal Protocol: Some Evidence from the Dynamic Asian
Economies, by David C. O’Connor, December 1991.
Technical Paper No. 52, On the Pricing of LDC Debt: an Analysis based on Historical Evidence from Latin America, by Beatriz
Armendariz de Aghion, February 1992.
Technical Paper No. 53, Economic Regionalisation and Intra-Industry Trade: Pacific-Asian Perspectives, by Kiichiro Fukasaku,
February 1992.
Technical Paper No. 54, Debt Conversions in Yugoslavia, by Mojmir Mrak, February 1992.
Technical Paper No. 55, Evaluation of Nigeria’s Debt-Relief Experience 1985-1990, by N.E. Ogbe, March 1992.
Document technique No. 56, L’Expérience de l’allégement de la dette du Mali, par Jean-Claude Berthélemy, février 1992.
Technical Paper No. 57, Conflict or Indifference: US Multinationals in a World of Regional Trading Blocs, by Louis T. Wells, Jr., March
1992.
Technical Paper No. 58, Japan’s Rapidly Emerging Strategy Toward Asia, by Edward J. Lincoln, April 1992.
Technical Paper No. 59, The Political Economy of Stabilization Programmes in Developing Countries, by Bruno S. Frey and Reiner
Eichenberger, April 1992.
Technical Paper No. 60, Some Implications of Europe 1992 for Developing Countries, by Sheila Page, April 1992.
Technical Paper No. 61, Taiwanese Corporations in Globalisation and Regionalisation, by San Gee, April 1992.
Technical Paper No. 62, Lessons from the Family Planning Experience for Community-Based Environmental Education, by Winifred
Weekes-Vagliani, April 1992.
Technical Paper No. 63, Mexican Agriculture in the Free Trade Agreement: Transition Problems in Economic Reform, by Santiago
Levy and Sweder van Wijnbergen, May 1992.
Technical Paper No. 64, Offensive and Defensive Responses by European Multinationals to a World of Trade Blocs, by John M.
Stopford, May 1992.
Technical Paper No. 65, Economic Integration in the Pacific, by Richard Drobnick, May 1992.
Technical Paper No. 66, Latin America in a Changing Global Environment, by Winston Fritsch, May 1992.
Technical Paper No. 67, An Assessment of the Brady Plan Agreements, by Jean-Claude Berthélemy and Robert Lensink, May 1992.
Technical Paper No. 68, The Impact of Economic Reform on the Performance of the Seed Sector in Eastern and Southern Africa,
by Elizabeth Cromwell, May 1992.
Technical Paper No. 69, Impact of Structural Adjustment and Adoption of Technology on Competitiveness of Major Cocoa Producing
Countries, by Emily M. Bloomfield and R. Antony Lass, June 1992.
Technical Paper No. 70, Structural Adjustment and Moroccan Agriculture: an Assessment of the Reforms in the Sugar and Cereal
Sectors, by Jonathan Kydd and Sophie Thoyer, June 1992.
Document technique No. 71, L’Allégement de la dette au Club de Paris : les évolutions récentes en perspective, par Ann Vourc’h, juin
1992.



CD/DOC(2001)12

45

Technical Paper No. 72, Biotechnology and the Changing Public/Private Sector Balance: Developments in Rice and Cocoa, by
Carliene Brenner, July 1992.
Technical Paper No. 73, Namibian Agriculture: Policies and Prospects, by Walter Elkan, Peter Amutenya, Jochbeth Andima, Robin
Sherbourne and Eline van der Linden, July 1992.
Technical Paper No. 74, Agriculture and the Policy Environment: Zambia and Zimbabwe, by Doris J. Jansen and Andrew Rukovo,
July 1992.
Technical Paper No. 75, Agricultural Productivity and Economic Policies: Concepts and Measurements, by Yair Mundlak, August
1992.
Technical Paper No. 76, Structural Adjustment and the Institutional Dimensions of Agricultural Research and Development in Brazil:
Soybeans, Wheat and Sugar Cane, by John Wilkinson and Bernardo Sorj, August 1992.
Technical Paper No. 77, The Impact of Laws and Regulations on Micro and Small Enterprises in Niger and Swaziland, by Isabelle
Joumard, Carl Liedholm and Donald Mead, September 1992.
Technical Paper No. 78, Co-Financing Transactions between Multilateral Institutions and International Banks, by Michel Bouchet and
Amit Ghose, October 1992.
Document technique No. 79, Allégement de la dette et croissance : le cas mexicain, par Jean-Claude Berthélemy et Ann Vourc’h,
octobre 1992.
Document technique No. 80, Le Secteur informel en Tunisie : cadre réglementaire et pratique courante, par Abderrahman Ben
Zakour et Farouk Kria, novembre 1992.
Technical Paper No. 81, Small-Scale Industries and Institutional Framework in Thailand, by Naruemol Bunjongjit and Xavier Oudin,
November 1992.
Technical Paper No. 81a, Statistical Annex, November 1992.
Document technique No. 82, L’Expérience de l’allégement de la dette du Niger, par Ann Vourc’h and Maina Boukar Moussa,
novembre 1992.
Technical Paper No. 83, Stabilization and Structural Adjustment in Indonesia: an Intertemporal General Equilibrium Analysis,
by David Roland-Holst, November 1992.
Technical Paper No. 84, Striving for International Competitiveness: Lessons from Electronics for Developing Countries, by Jan
Maarten de Vet, March 1993.
Document technique No. 85, Micro-entreprises et cadre institutionnel en Algérie, by Hocine Benissad, March 1993.
Technical Paper No. 86, Informal Sector and Regulations in Ecuador and Jamaica, by Emilio Klein and Victor E. Tokman, August
1993.
Technical Paper No. 87, Alternative Explanations of the Trade-Output Correlation in the East Asian Economies, by Colin I. Bradford
Jr. and Naomi Chakwin, August 1993.
Document technique No. 88, La Faisabilité politique de l’ajustement dans les pays africains, by Christian Morrisson, Jean-Dominique
Lafay and Sébastien Dessus, November 1993.
Technical Paper No. 89, China as a Leading Pacific Economy, by Kiichiro Fukasaku and Mingyuan Wu, November 1993.
Technical Paper No. 90, A Detailed Input-Output Table for Morocco, 1990, by Maurizio Bussolo and David Roland-Holst November
1993.
Technical Paper No. 91, International Trade and the Transfer of Environmental Costs and Benefits, by Hiro Lee and David
Roland-Holst, December 1993.
Technical Paper No. 92, Economic Instruments in Environmental Policy: Lessons from the OECD Experience and their Relevance to
Developing Economies, by Jean-Philippe Barde, January 1994.
Technical Paper No. 93, What Can Developing Countries Learn from OECD Labour Market Programmes and Policies?, by Åsa
Sohlman with David Turnham January 1994.
Technical Paper No. 94, Trade Liberalization and Employment Linkages in the Pacific Basin, by Hiro Lee and David Roland-Holst,
February 1994.
Technical Paper No. 95, Participatory Development and Gender: Articulating Concepts and Cases, by Winifred Weekes-Vagliani,
February 1994.
Document technique No. 96, Promouvoir la maîtrise locale et régionale du développement : une démarche participative à
Madagascar, by Philippe de Rham and Bernard J. Lecomte, June 1994.
Technical Paper No. 97, The OECD Green Model: an Updated Overview, by Hiro Lee, Joaquim Oliveira-Martins and Dominique van
der Mensbrugghe, August 1994.
Technical Paper No. 98, Pension Funds, Capital Controls and Macroeconomic Stability, by Helmut Reisen and John Williamson
August 1994.
Technical Paper No. 99, Trade and Pollution Linkages: Piecemeal Reform and Optimal Intervention, by John Beghin, David
Roland-Holst and Dominique van der Mensbrugghe, October 1994.
Technical Paper No. 100, International Initiatives in Biotechnology for Developing Country Agriculture: Promises and Problems, by
Carliene Brenner and John Komen, October 1994.
Technical Paper No. 101, Input-based Pollution Estimates for Environmental Assessment in Developing Countries, by Sébastien
Dessus, David Roland-Holst and Dominique van der Mensbrugghe, October 1994.
Technical Paper No. 102, Transitional Problems from Reform to Growth: Safety Nets and Financial Efficiency in the Adjusting
Egyptian Economy, by Mahmoud Abdel-Fadil, December 1994.
Technical Paper No. 103, Biotechnology and Sustainable Agriculture: Lessons from India, by Ghayur Alam, December 1994.
Technical Paper No. 104, Crop Biotechnology and Sustainability: a Case Study of Colombia, by Luis R. Sanint, January 1995.
Technical Paper No. 105, Biotechnology and Sustainable Agriculture: the Case of Mexico, by José Luis Solleiro Rebolledo, January
1995.
Technical Paper No. 106, Empirical Specifications for a General Equilibrium Analysis of Labor Market Policies and Adjustments, by
Andréa Maechler and David Roland-Holst, May 1995.



CD/DOC(2001)12

46

Document technique No. 107, Les Migrants, partenaires de la coopération internationale : le cas des Maliens de France, by
Christophe Daum, July 1995.
Document technique No. 108, Ouverture et croissance industrielle en Chine : étude empirique sur un échantillon de villes, by Sylvie
Démurger, September 1995.
Technical Paper No. 109, Biotechnology and Sustainable Crop Production in Zimbabwe, by John J. Woodend, December 1995.
Document technique No. 110, Politiques de l’environnement et libéralisation des échanges au Costa Rica : une vue d’ensemble, par
Sébastien Dessus et Maurizio Bussolo, February 1996.
Technical Paper No. 111, Grow Now/Clean Later, or the Pursuit of Sustainable Development?, by David O’Connor, March 1996.
Technical Paper No. 112, Economic Transition and Trade-Policy Reform: Lessons from China, by Kiichiro Fukasaku and Henri-
Bernard Solignac Lecomte, July 1996.
Technical Paper No. 113, Chinese Outward Investment in Hong Kong: Trends, Prospects and Policy Implications, by Yun-Wing Sung,
July 1996.
Technical Paper No. 114, Vertical Intra-industry Trade between China and OECD Countries, by Lisbeth Hellvin, July 1996.
Document technique No. 115, Le Rôle du capital public dans la croissance des pays en développement au cours des années 80, par
Sébastien Dessus et Rémy Herrera, July 1996.
Technical Paper No. 116, General Equilibrium Modelling of Trade and the Environment, by John Beghin, Sébastien Dessus, David
Roland-Holst and Dominique van der Mensbrugghe, September 1996.
Technical Paper No. 117, Labour Market Aspects of State Enterprise Reform in Viet Nam, by David O’Connor, September 1996.
Document technique No. 118, Croissance et compétitivité de l’industrie manufacturière au Sénégal par Thierry Latreille et Aristomène
Varoudakis, October 1996.
Technical Paper No. 119, Evidence on Trade and Wages in the Developing World, by Donald J. Robbins, December 1996.
Technical Paper No. 120, Liberalising Foreign Investments by Pension Funds: Positive and Normative Aspects, by Helmut Reisen,
January 1997
Document technique No. 121, Capital Humain, ouverture extérieure et croissance : estimation sur données de panel d’un modèle à
coefficients variables, par Jean-Claude Berthélemy, Sébastien Dessus et Aristomène Varoudakis, January 1997.
Technical Paper No. 122, Corruption: The Issues, by Andrew W. Goudie and David Stasavage, January 1997.
Technical Paper No. 123, Outflows of Capital from China, by David Wall, March 1997.
Technical Paper No. 124, Emerging Market Risk and Sovereign Credit Ratings, by Guillermo Larraín, Helmut Reisen and Julia von
Maltzan, April 1997.
Technical Paper No. 125, Urban Credit Co-operatives in China, by Eric Girardin and Xie Ping, August 1997.
Technical Paper No. 126, Fiscal Alternatives of Moving from Unfunded to Funded Pensions, by Robert Holzmann, August 1997.
Technical Paper No. 127, Trade Strategies for the Southern Mediterranean, by Peter A. Petri, December 1997.
Technical Paper No. 128, The Case of Missing Foreign Investment in the Southern Mediterranean, by Peter A. Petri, December 1997.
Technical Paper No. 129, Economic Reform in Egypt in a Changing Global Economy, by Joseph Licari, December 1997.
Technical Paper No. 130, Do Funded Pensions Contribute to Higher Aggregate Savings? A Cross-Country Analysis, by Jeanine
Bailliu and Helmut Reisen, December 1997.
Technical Paper No. 131, Long-run Growth Trends and Convergence Across Indian States, by Rayaprolu Nagaraj, Aristomène
Varoudakis and Marie-Ange Véganzonès, January 1998.
Technical Paper No. 132, Sustainable and Excessive Current Account Deficits, by Helmut Reisen, February 1998.
Technical Paper No. 133, Intellectual Property Rights and Technology Transfer in Developing Country Agriculture: Rhetoric and
Reality, by Carliene Brenner, March 1998.
Technical Paper No. 134, Exchange-rate Management and Manufactured Exports in Sub-Saharan Africa, by Khalid Sekkat and
Aristomène Varoudakis, March 1998.
Technical Paper No. 135, Trade Integration with Europe, Export Diversification and Economic Growth in Egypt, by Sébastien Dessus
and Akiko Suwa-Eisenmann, June 1998.
Technical Paper No. 136, Domestic Causes of Currency Crises: Policy Lessons for Crisis Avoidance, by Helmut Reisen, June 1998.
Technical Paper No. 137, A Simulation Model of Global Pension Investment, by Landis MacKellar and Helmut Reisen, August 1998.
Technical Paper No. 138, Determinants of Customs Fraud and Corruption: Evidence from Two African  Countries, by David
Stasavage and Cécile Daubrée, August 1998.
Technical Paper No. 139, State Infrastructure and Productive Performance in Indian Manufacturing, by Arup Mitra, Aristomène
Varoudakis and Marie-Ange Véganzonès, August 1998.
Technical Paper No. 140, Rural Industrial Development in Viet Nam and China: A Study of Contrasts, by David O’Connor, August
1998.
Technical Paper No. 141,Labour Market Aspects of State Enterprise Reform in China, by Fan Gang,Maria Rosa Lunati and David
O’Connor, October 1998.
Technical Paper No. 142, Fighting Extreme Poverty in Brazil: The Influence of Citizens’ Action on Government Policies, by Fernanda
Lopes de Carvalho, November 1998.
Technical Paper No. 143, How Bad Governance Impedes Poverty Alleviation in Bangladesh, by Rehman Sobhan, November 1998.
Document technique No. 144, La libéralisation de l'agriculture tunisienne et l’Union européenne : une vue prospective, par Mohamed
Abdelbasset Chemingui et Sébastien Dessus, février 1999.
Technical Paper No. 145, Economic Policy Reform and Growth Prospects in Emerging African Economies, by Patrick Guillaumont,
Sylviane Guillaumont Jeanneney and Aristomène Varoudakis, March 1999.
Technical Paper No. 146, Structural Policies for International Competitiveness in Manufacturing: The Case of Cameroon, by Ludvig
Söderling, March 1999.
Technical Paper No. 147, China’s Unfinished Open-Economy Reforms: Liberalisation of Services, by Kiichiro Fukasaku, Yu Ma and
Qiumei Yang, April 1999.
Technical Paper No. 148, Boom and Bust and Sovereign Ratings, by Helmut Reisen and Julia von Maltzan, June 1999.



CD/DOC(2001)12

47

Technical Paper No. 149, Economic Opening and the Demand for Skills in Developing Countries: A Review of Theory and Evidence,
by David O’Connor and Maria Rosa Lunati, June 1999.
Technical Paper No. 150, The Role of Capital Accumulation, Adjustment and Structural Change for Economic Take-off: Empirical
Evidence from African Growth Episodes, by Jean-Claude Berthélemy and Ludvig Söderling, July 1999.
Technical Paper No. 151, Gender, Human Capital and Growth: Evidence from Six Latin American Countries, by Donald J. Robbins,
September 1999.
Technical Paper No. 152, The Politics and Economics of Transition to an Open Market Economy in Viet Nam, by James Riedel and
William S. Turley, September 1999.
Technical Paper No. 153, The Economics and Politics of Transition to an Open Market Economy: China, by Wing Thye Woo, October
1999.
Technical Paper No. 154, Infrastructure Development and Regulatory Reform in Sub-Saharan Africa: The Case of Air Transport, by
Andrea E. Goldstein, October 1999.
Technical Paper No. 155, The Economics and Politics of Transition to an Open Market Economy: India, by Ashok V. Desai, October
1999.
Technical Paper No. 156, Climate Policy Without Tears: CGE-Based Ancillary Benefits Estimates for Chile, by Sébastien Dessus and
David O’Connor, November 1999.
Document technique No. 157,  Dépenses d’éducation, qualité de l’éducation et pauvreté : l’exemple de cinq pays d’Afrique
francophone, par Katharina Michaelowa, avril 2000.
Document technique No. 158, Une estimation de la pauvreté en Afrique subsaharienne d'après les données anthropométriques, par
Christian Morrisson, Hélène Guilmeau et Charles Linskens, mai 2000.
Technical Paper No. 159, Converging European Transitions, by Jorge Braga de Macedo, July 2000.
Technical Paper No. 160, Capital Flows and Growth in Developing Countries: Recent Empirical Evidence, by Marcelo Soto, July
2000.
Technical Paper No. 161, Global Capital Flows and the Environment in the 21st Century, by David O’Connor, July 2000.
Technical Paper No. 162, Financial Crises and International Architecture: A "Eurocentric" Perspective, by Jorge Braga de Macedo,
August 2000.
Document technique No. 163, Résoudre le problème de la dette : de l'initiative PPTE à Cologne, par Anne Joseph, août 2000.
Technical Paper No. 164, E-Commerce for Development: Prospects and Policy Issues, by Andrea Goldstein and David O'Connor,
September 2000.
Technical Paper No. 165, Negative Alchemy? Corruption and Composition of Capital Flows, by Shang-Jin Wei, October 2000.
Technical Paper No. 166, The HIPC Initiative: True And False Promises, by Daniel Cohen, October 2000.
Document technique No. 167, Les facteurs explicatifs de la malnutrition en Afrique subsahienne, par Christian Morrisson et Charles
Linskens, October 2000.
Technical Paper No. 168, Human Capital and Growth: A Synthesis Report, by Christopher A. Pissarides, November 2000.
Technical Paper No. 169, Obstacles to Expanding Intra-African Trade, by Roberto Longo and Khalid Sekkat, March 2001.
Technical Paper No. 170, Regional Integration In West Africa, by Ernest Aryeetey, March 2001.
Technical Paper No. 171, Regional Integration Experience in the Eastern African Region, by Andrea Goldstein and Njuguna S.
Ndung’u , March 2001.
Technical Paper No. 172, Integration and Co-operation in Southern Africa, by Carolyn Jenkins, March 2001.
Technical Paper No. 173, FDI in Sub-Saharan Africa, by Nudger Odenthal, March 2001
Document technique No. 174, La réforme des télécommunications en Afrique subsaharienne, par Patrick Plane, mars 2001.
Technical Paper No. 175, Fighting Corruption in Customs Administration: What Can We Learn from Recent Experiences?, by Irène
Hors; April 2001.
Technical Paper No. 176, Globalisation and Transformation: Illusions and Reality, by Grzegorz W. Kolodko, May 2001.
Technical Paper No. 177, External Solvency, Dollarisation and Investment Grade: Towards a Virtuous Circle, by Martin Grandes,
June 2001.
Document technique No. 178, Congo 1965-1999: Les espoirs déçus du « Brésil africain », par Joseph Maton avec Henri-Bernard
Sollignac Lecomte, septembre 2001.
Technical Paper No. 179, Growth and Human Capital: Good Data, Good Results, by Daniel Cohen and Marcelo Soto, September
2001.




