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Abstract

This paper critically examines the Greenspan-SursiiddF thesis concerning
the Asian crisis, which suggested that the fundaahe@auses of the Asian crisis
lay in the microeconomic behavior of economic agentthese societies — in
the Asian way of doing business. The paper conats®r on corporate
governance and competition in emerging marketsaatithes the international
significance of these issues in the context of Nlesv International Financial

Architecture and the Doha Development Round at\iREO. It reviews new

analyses and fresh evidence on corporate governeogmrate finance and on
competition in emerging and mature markets, to esgthat the basic thesis
above is not valid and the consequent policy prailsoare therefore deeply
flawed.
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Corporate Gover nance, Competition and Finance: Re-thinking lessons
from the Asian Crisis

|. Introduction

This paper examines micro-economic behaviour ofnegoc agents —

corporations, financial institutions and governnseint emerging economies. It
focuses specifically on issues of corporate govereafinancing of corporate
growth as well as those relating to the naturedegtee of competition in these
countries. Such questions have not previously vedeimuch attention in

emerging economies. The emphasis in these counasesvell as in the

development literature has generally been on maormmic issues of

aggregate savings and investment, economic grdveilance of payments etc.
Micro-economic issues are certainly discussed &gely this is in relation to

cost benefit analysis of government and privateoseprojects. There has,

however, been scarce recognition of the fact tltainemic development is
actually carried out by organisations and by campons, large and small. The
role of domestic, private corporations in econodegelopment is a particularly
under-researched afea

However, the Asian crisis of 1997-2000 has radyceltlanged the research and
policy agenda for emerging markets. As a consequehthis crisis, as well as
those in Russia, Brazil, Argentina etc., issuescafporate governance and
behaviour, the relationship between corporation$ famancial institutions as
well as questions relating to the intensity of cefitjmon now command
international attention. A main reason for thesangjed priorities has arguably
been the important thesis, concerning the Asiagis;tirst advanced by leading
U.S. policymakers notably Alan Greenspan (1998) laawdly Summers (1998),
and developed further by the IMF (see referencésa)eAlan Greenspan, the
chairman of the US Federal Reserve, in his 1998rensy to a Congressional
Committee suggested that, in the last decade atheoyorld has observed “a
consensus towards, for want of a better term, tlestév/n form of free-market
capitalism as the model which should govern howheadividual country
should run its economy...We saw the breakdown oBidin wall in 1989 and
the massive shift away from central plannitagvards free market capitalist
types of structuresConcurrent to that was the really quite dramascy strong
growth in what appeared to be a competing capiBise system in Asia. And
as a consequence of that, you kbagelopments of types of structures which |
believe at the end of the day were fauiiyt you could not demonstrate that so
long as growth was going at 10 percent a yeéitalics added]. Similarly,
Summers (1998) stated: “(this crisis) is profoundifferent because it has its
roots not in improvidence but mconomic structures The problems that must



be fixed are much more microeconomic than macra@oa) and involve the
private sector more and the public sector lestalifs added]. Greenspan and
Summers’ structuralist view of the crisis was retfibel in the IMF's (1998a,
1998b) analysis and particularly in its reform peoyg for the crisis-affected
countries’

Essentially, the Greenspan-Summers-IMF (GSI) ¢hasserted that although
certain macroeconomic disequilibria may have predid trigger for the crisis,
its fundamental causes lay in the day-to-day mmwoemic behaviour of
economic agents in these societies. In short itavgsed that what was at fault
was nothing less than the Asian way of doing bwsnend the institutional
structures which supported that kind of busines$tsi@i This raised specifically
iIssues of corporate governance, corporate finacoepetition and more
generally the relationship between the banks, tbeparations and the
government. How these variables and institutionsracted with each other to
generate the crisis in terms of the GSI analyssuitined in the next section,
which also explains the implications of these iatdons for the New
International Financial Architecture (NIFA) and tWerO’s Doha Development
Round. G7 countries have been attempting to ciedtd in the aftermath of
the Asian crisis in order to forestall future csisDoha Round refers to current
discusssions at the WTO in Geneva, following theistarial meeting in Doha in
2001:

The main purpose of this paper is to critically mk@e important aspects of the
above Greenspan-Summers-IMF’s structuralist thesigerning the crisis. It
considers empirically what is the state of corpgvernance and competition
in the crisis-affected countries and more genetaklyemerging markets, and to
what extent, if any, these accord with the requaets of the structuralist thesis.
For this purpose the paper reports and builds eratithors’ recent empirical
work in this are and reviews new evidence on the state of corporate
governance, how corporations finance their groatid the state of competition
in emerging markets. This research takes an irtiema perspective and,
wherever possible, it provides explicit comparisdyetween emerging and
mature markets.

The findings of this paper are not only of intellead interest because of their
direct bearing on the structuralist thesis concgyrihe Asian crisis but equally
importantly these also help us to assess the @dgiaof IMF's reform
program in these countries. As IMF (1998a) notedhe TIMF-supported
programs and policy advice to the Asian crisis ¢oes have placed particular
emphasis on wide-ranging structural reforms of financial and corporate
sectors, competition and governance policies attktregimes.”



The paper contributes firstly by identifying thengortant domestic and
international policy issues which arise from thelgsis of corporate sector
behaviour in emerging countries. Secondly, it dbotes by assessing the
validity of some of the main elements of the infiial Greenspan-Summers-
IMF thesis. Thirdly, it also contributes by docurieg important empirical
anomalies which are revealed when the financingooporate growth and the
state of competition in emerging and mature markats systematically
compared. Specifically the paper finds that comgtrar what one may have
expecteda priori big developing country corporations rely to a sisipgly
large extent on external rather than internal fogaand within external finance
on equity rather than debt. Similarly, the papegasts that contrary againdo
priori expectations competition is no less intense in gmgrmarkets than in
advanced countries. The paper puts forward exptarsato account for these
anomalies, but in the process new ones arise.

The rest of the paper is organised as follows. rAgteamining analytically the
role of corporate governance, corporate finance @rdpetition in the Asian
crisis, in Section Il, Section Ill reviews new infieation which has recently
become available on corporate governance and cotaroarguestions of crony
capitalism and its relationship to economic crisAsalysis and evidence on the
financing of corporate growth and an examinationarporate capital structures
in emerging and mature economies are presented¢tio§ IV. Section V
considers the state of competition in emerging eigrkand reports on its nature
and intensity. The results for emerging countries systematically compared
with those obtained by other investigators for ambeml economies, using
exactly the same methodology. Section VI providdsiaf comparison of the
structuralist hypothesis concerning the crisis wath alternative that it was
mainly caused by precipitate financial liberalisatand Section VIl concludes.

I[I. The Asian Crisis, Corporate Governance, Corporate Finance and
Competition: Analytical I ssues

The Asian crisis, which began with the floatingtieé Thai bhat in July 1997,
quickly spread to other leading Asian developingneenies of Indonesia,
Malaysia and Korea. Both the severity of the cr{@is many respects it was
virtually a financial meltdown), as well as the tfélgat it engulfed some of the
fastest growing and what were generally regardededsmanaged economies
in the world, caused consternation among policyerain the G7 countries and
in the international financial institutions. Howevsoon afterwards, once it
became clear that the crisis was unlikely to spikr into industrial countries,
the Greenspan-Summers-IMF thesis emétgdthe argument of their structural
theory of the crisis is complex and has severahsis.



First, it is suggested that poor corporate govereand lack of competition led
to over-investment by Asian corporations. IMF (18Pp&oted, in Korea,
government policies, such as access to easy diaomigh directed lending,
played an important role in allowing the chaebde (large conglomerates) to
pursue growth and market share, with inadequagatain to profitability. This
excessive investment resulted in reduced profialige of excess capacity
which existed in the world markets. However desthtg, easy access to credit
induced the chaebols to continue to invest and rsifye away from core
businesses into other industries, often also ckeniaed by too large capacity.
Secondly, over-investment in turn reduced rateeetafrn which led to falls in
share prices and ultimately brought about a fudlalml currency and banking
crisis in part because of the weakening of thetgdpases of the banks. Thus in
this view the crisis was not caused by market failout rather by institutional
failure in Asian economies which were unable tobcexcessive corporate
investment due to deficiencies in internal goveogamechanisms.

The suddenness of the crisis and its severity \aéréouted to the cronyistic
relationships between corporations, financial tnsbns and governments. The
corporate sector was highly vulnerable becausdsofarge debt/equity ratios,
itself a product of crony capitalism. The finandiastitutions, it is suggested,
were weakened by ‘relationship banking’ and wermrdfore also vulnerable.
An external economic shock involving a rise in et rates or a fall in the
exchange rates would therefore greatly damagedimorate sector. Similarly,
as the Camdessus quotation in note 4 indicatedadhkeof transparency in the
Asian style of business - because of cross holdangshundreds of subsidiaries
owned by the large conglomerates — made it diffituget a true picture of the
financial state of a corporate group as a wholes kuggested that once the
investors became aware of these informational flivey reassessed the risks
and withdrew their capital from the crisis strickesconomies, thereby
exacerbating the crisiS.

In the structural theory of the Asian Crisis thierof competition is at first sight
somewhat ambiguous. On the one hand, it is sughdabia there was a
competition deficiency within these countries asresult of directed and
subsidised lending to favoured large firms, as &slbther special concessions
to these firms. On the other hand, it is argued thexre was excess capacity in
international markets and increased competitioncivihéd to a fall in profits.
This ambiguity about the role of competition is lewer more apparent than
real. This is because what is being suggestedistihd domestic markets been
allowed to function normally (ie without distortishlarge Korean companies
would not have been able to continue to target troand market share
regardless of profitability.



Indeed, product market competition by itself camedy flaws in corporate
governance (Glen, Lee and Singh(2000), World B&a0K2). Such competition
was impeded in many countries by government barterentry and exit, the
latter creating a moral hazard [through ‘too biga’ syndrome, see however
(Chang 2000). The net result was over investmemwt @her indicators of
inefficiency such as a decline in profits and praitlity.

Although the above structural theory of the Asiasis is plausible, it is not the
only account of the crisis, nor the one which istrgersuasive. There are many
alternate theories concerning this deep down-tareconomic activity. These
include theories of self-fulfilling prophecies, th@ecipitate and unhelpful
behaviour of the banks and some weaknesses in tis&s acountries
fundamentalS. Singh and Weisse (1999) and Singh, Singh and $&€R2003),
suggest that the Greenspan-Summer-IMF’s strucstirtiesis is deficient on
several counts. First it is not compatible with théstanding success of Asian
countries for more than three decades before tlsgs af their institutional
structures were as deficient as is being suggeSecbndly it does not explain
why countries such as China and India did not reacesis even when India’s
fundamentals were worse than those of the countmeish had the crisis.
Thirdly, the debt-equity ratios of Indian non-firgal corporations were higher
than those of corporations in Thailand or Indonegth the latter had the crisis
and India did not (Singh, 1999a). Fourthly, thdicsi suggest that at a macro-
economic level over-investment and mis-allocatidrresources arose not so
much from flaws in corporate governance and thie sthcompetition but from
financial liberalisation which a number of thesaimies implemented in the
years immediately prior to the crisis. Corporatevegoance and intensity of
competition were much the same in the mid-90s ay tiere in the previous
three decades of outstanding success of these m@sd/Nhat had changed in
the period preceding the crisis was the role of goeernment following
financial liberalisation. The government in couedrisuch as Korea and
Thailand, was no longer co-ordinating private seatgestment activity in the
way that it did in the era of fast growth, nor wérens guided or monitored on
investment allocation>. The crisis therefore arose not because of tochmuc
government intervention but too little, particulanh its crucial, former role of
co-ordination, monitoring and guidance of privageter investment decisions.
The IMF does not necessarily disagree with the et a main cause of the
crisis was premature financial liberalisation asaléo emphasizes that the
affected countries did not have adequate prudestiérvision of the financial
sector. However, as Singh (1998, 1999a) has poiatgd that despite such
shortcomings in prudential supervision, financilaétalisation was encouraged,
and certainly not discouraged by the IMF before ¢hsis. In the alternative
analysis the main reason why despite contagion&Chmd India were able to



escape the crisis was precisely because they didave as full capital account
liberalisation as the affected countries. SingmgBiand Weisse (2003) argue
that their alternative analysis is better able t@l&n the relevant facts

concerning both affected and non-affected counttlean the Greenspan-
Summers-IMF structural theory.

Despite the lack of academic consensus on themedso the Asian crisis and
in particular on the structuralist thesis, thedathevertheless determined the
IMF’s policy response. The IMF programmes sougiréaching institutional
reforms in the crisis economies. These reforms ltoad level, involved the
abandonment of previous practices and the estaidish of arms-length
relationships between government, banks and bisgeeas well as big changes
in the corporate governance mechanisms, in laksowms Bnd competition laws
in those economies (See footnote seven for dethilse reforms in the various
sectors in different Asian countries). The reforragsamme was subsequently
universalised and specifically the reform of cogiergovernance became a
significant part of the New International Financiatchitecture which, as
mentioned above, G7 countries have sought to esfainl the world economy
in the wake of the crisis. The responsibility fhist part of the reform was
assigned to the OECD and to the Work Bank. Bothamiggations have been
collaborating on creating a ‘best-practice’ code tmrporate governance.
Despite official denials to the contrary, a carefeading of the text of the
World Bank document [Iskander and Chamlu, 2000§gssts that the Bank’s
preferred system of corporate governance is tlatfdund in the US, i.e. in its
ideal form, it consists of corporations with wideheld shares where the
managers are obliged to maximise share-holder value

Several international organisations are involvedhi@ reform of competition
and competition policies in emerging countries. Seh@rganisations include
OECD, UNCTAD and most notably the WTO. In orderémove internal and
external barriers to trade advanced countries ee&irsg to establish a multi-
lateral agreement on competition policy which is e a part of WTO
disciplines. These proposals are however opposedévgloping countries.
Nevertheless, the international significance of #tate of competition and
competition law and rules in emerging economiewasas in mature countries
cannot be exaggerated.

Although the above discussion has concentrateti@mternational dimensions
of corporate governance and competition issues, itnportant to emphasise
that there are also very good domestic reasongiforg priority today to these
guestions in many emerging countries. These ariem fderegulation and
widespread privatisation (including that of natunalonopolies) and the



increasing role of the private sector in the ecaesmStudies of corporate
governance and competition become salient for asgp®nd improving the
efficiency of such economies, regardless of whetinanot they had the crisis.
Hence the analysis of corporate governance, finamok competition are of
more general interest than simply as putative dalassors for the crisis in
emerging markets.

[11. Ownership, Control and Corporate Governance in Emerging and
Mature Countries

The endorsement essentially of the structuralsbm of the Asian crisis by the
International Financial Institutions™ (IFIs) in thepolicy programs in the

affected countries, did lead to a large researfdrtdy these organizations, as
well as by independent economists, to gather inftion on corporate

governance issues in emerging countries. Althoughavailable data is still

patchy and far from being adequate to provide @ $x@sis for policy analysis,

it is a huge improvement compared with the situnabiefore. The main points of
this new comparative information on ownership andtwl| in emerging and

mature market corporations and their implications ¢orporate governance
may be summarised as follows:

The first important point revealed by this reseascthat the Berle and Means
‘widely held’ corporation, characterised by separatoetween ownership and
control, is a rarity rather than the norm outside US and the UK, even for
large firms. As Table 1 suggests, in the UK adl #0 largest publicly traded
firms in 1996 were widely held (i.e., there was family or other locus of

control). In Mexico, on the other hand, the cormesping 20 largest firms in

that country, were all family controlled. The inertte of family control in

many European countries is also quite significAhbre comprehensive and
detailed information provided by Claessestsal (2000) for Asian countries
indicates that for both large and small firms famgontrol is the norm in

emerging markets.

Secondly, research shows (see Table 1) that thereonsiderable state
ownership and control of large corporations in m&auwopean and as well as
emerging markets.

Thirdly, in large developing country corporations the big conglomerate
groups which are ubiquitous in emerging markets {ee example Singh, 1995;
Khanna and Yafeh 2000), there is often considerdblergence between the
extent of corporate equity owned by families orentbontrolling share-holders
and the extent of actual control over the corporeti Claessenst al (2000)



make a useful distinction between cashflow rigims eontrol rights. It is often
found that even with a small proportion of equitgmnilies are able to lever
themselves to control a majority of the sharessTikidone by a variety of
devices, such as pyramiding, introduction of ddéfdr classes of shares,
complex cross-holdings of shares between parensapsidiaries companies.

Thus, Table 2 indicates that among the top 44 misied companies in 1999,
the founding families together with the directorained on average 23.5
(22.4+1.1) percent of the shares. The governmeaougi nationalised banks
and other financial institutions owned a greatepprtion (27.5 percent). Taken
together, the state share holdings were so largeost big Indian corporations
that the government could in principle greatly uefhce, if not determine,
management changes in these companies. Howeveawautice, the Indian
government allows founding families and their hdwsrun and control the
corporations. The government is content to supgbg existing family

managements with its share holdings unless the fparformance is

exceptionally poor.

Similarly, on Korea, Joh (2003) reports that in thiel 1990s in the 70 largest
chaebol controlling shareholders owned on averdgmital7percent of the

shares. The ownership of controlling shareholdeas megatively related to the
size of the corporations so that the weighted aeemavnership concentration in
these same group of 70 larger chaebols was onpeBcént. However, though
a variety of devices of the kind mentioned abofkiejrtcontrol rights amounted
to nearly 25percent of the shares. The controlshgreholders were able to
maintain control with the help of financial institns, many of which were

directly under government control or greatly inflged by it. These institutions
normally supported the controlling shareholdersually the founding families

and their heirs, or certainly did not intervene tawmusly to ensure that there
was good corporate governance.

[11.1 Concentration of Family Control, Crony Capitalism and Economic
Crises

In order to examine the phenomenom of crony cagitaind its relationship to
the economic crisis Claessen al (2000) provide data (see Table 3) on the
concentration of the total value of corporate tiséssets controlled by the top
families in 9 Asian countries. In addition to ‘naahsation’ by total stock
market capitalisation, the variable, the total eabi listed assets controlled by
families, is also normalised by GDP of the countoncerned (the last two
columns of Table 3). If concentration is measurederms of total value of
listed corporate assets the four crisis affecteshrAscountries, (Indonesia,



Malaysia, Korea and Thailand), had greater conag&atr than the non-crisis
countries (Hong Kong, Japan, Philippines, Singa@oré Taiwan). However,
there is no relationship between concentration amsls if the normalising
variable is GDP rather than total listed corporatassets. It is arguable that
GDP, being more comprehensive, would provide a mappropriate
normalisation variable than total listed assetserkoountry differences in
concentration measured in terms of total stock etavielue may reflect more
the extent of stock market development in varioosntries than the relative
influence of top families on government policy. atlg, what one would like is
data on total wealth ownership including land hoddi. For many developing
countries the main locus of political power lieslamd holdings and GDP is
likely to be a better proxy for a country’s totalkealth than stock market
valuation. There is thus, even in its own termsyoloust association between
crony capitalism and financial crisis let alone ausal link between the two
variables. Such a casual link is in any case hightplematic as the theoretical
objections to it and the illustrative example ofe&slen, both outlined below,
indicate.

In democratic Sweden, where protestant ethic rlgsany hint of cronyism or
other kind of corruption, a single family, the Walbergs, are believed to
control 60 percent of the country’s industrial ass@his has not resulted in
reduced efficiency or less democratic accountgbdit the industrial system.
The analytical reasons for this phenomenon have beamined by Berglof and
von Thadden (1999) and Singh, Singh and Weisse 3j200he essential
argument of these authors can be summarised asvfll Crony capitalism is
not a corporate governance problem as such, itatiser a product of the
complex of relations between the business andigallielites and could in
principle arise in systems with widely dispersedewship.

Further, as also noted earlier, the system ofaratp governance in many
Asian countries was not at all that different frdhat observed in several
European countries, with family-owned and contoblfiems being the norm in

both sets of countries. This system worked extrgraetcessfully in the Asian
economies for the past 30 years leading to higlg-tenm growth rates and
reduction of poverty. In continental European ddes such a family

dominated system has worked well over a much lopgaeod and has not led to
Asian type crises.



[11.2 Family Ownership and Cor por ate Perfor mance

Apart from the issue of concentration of family @&ship and economic crisis
it is also relevant to ask how does family owngrsdifect corporate governance
and performance at a microeconomic level. Thereoahg a small number of
empirical studies on this subject for emerging ¢oas and they provide a
mixed picture. Suehiro’s (2001) comprehensive ywtatl ownership, control
and performance in Thailand in the period 1996 802€ame to the conclusion
“...it is safe to say that the difference in ownepsipattern as well as the
presence of a family-run business have hardly tdtecorporate performance in
terms of financial indicators, such as the D/EoalROA and ROE. It is
difficult to see any distinct interrelationship Wween family ownership of
business and poor performance in terms of leveaageprofitability. Further,
contrary to the traditional argument in favour bé tmodel of good corporate
governancethe group of corporations with no ultimate ownel&/\{) has
always shown the worst business record among sedvigted companies in
Thailand.” [(Suehiro, p.12) emphasis in the original].

Khanna and Palepu (2000) studied a sample of ladjan firms in 1993 and
concluded that firms affiliated with big diversifidbusiness groups performed
better than independent firms. Lemmon and Lins0@0study of Korean firms
suggested that there is no statistically significarlationship between
ownership and Tobin'®. However, Joh (2003) examined a very large sample
of Korean firms in the period immediately preceditige crisis, 1993-97.
Controlling for firm and industry characteristidgh found a cubic relationship
between ownership and firm profitability; profitity generally increases as
ownership of the controlling families increasesoffability is reduced when
ownership is extremely high or extremely low. Jatnitautes this result to poor
corporate governance and suggests that the reagpnshese findings differ
from those of Lemmon and Lins and of Khanna aneéfals because he is
considering the period of the mid-1990s, whichael than that of Lemmon
and Lins’ study when the Korean economy was les®ldped. His essential
argument is that the business group structure foudgian countries is helpful
at lower level of economic development as it all@msinternal capital market
to allocate resources more efficiently than an wu#eeloped external capital
market. However, at a higher level of developmehg advantages of an
internal capital market are out-weighed by thosaroéxternal market.

Joh also suggests that Korean firms suffered fromrgc low profitability in
years before the crisis and that firm profitabiMys deteriorating in the pre-
crisis period™® This proposition is examined more generally fdasisfstricken
as well as non-crisis Asian countries in Tablesafhl 11. The Tables provide

1C



information on rates of return for the same grotip\sian countries for which

the question of crony capitalism was considerethlite 3'° Table 10 indicates

that the inflation adjusted rates of return were lar negative in the period
preceding the crisis (1994-96) in Korea and Ind@dsut so was the case in
non-crisis countries such as India and Hong Korfge Tast two rows of the

table suggest that the period preceding the ctisesse was a very little

difference between the group medians of crisisradcrisis countries. Further,
Table 11 indicates that during 1994-96 the inflatawjusted returns on equity
were robust and highly positive in both crisis amh-crisis economies and
again there was relatively little difference betwélge group medians.

V. Financing of Corporate Growth and Corporate Governance

We turn now to an analysis of the relationship leetv corporate finance and
corporate governanc@. priori one would expect the two variables to be closely
related with causation running both ways. A centsslue here is how do
providers of finance to the corporation ensure thair money will be returned
and not simply appropriated by the managers or wde controlling the
enterprise (Shleifer and Vishny, 1997). This questiwill be discussed
analytically and empirically below in two stagessHy, we will enquire, how
do emerging firms finance their growth, i.e., toawvkextent firms use retained
profits or long-term debt or new equity to pay fbe expansion of their net
assets? At the second stage the implications obliserved financing patterns
for corporate governance will be examined.

IMF (1998a) and the World Bank (1998) suggest thahain reason for the
shortcomings in corporate governance in emergingkets was their low level

of development of the stock market. Corporationsewitberefore obliged to go
to the banks for financing their investment neeW#th the government

favouring such finance for large firms it led t@hidebt equity ratios; however
the banks because of this cronyistic or closeicglahips with the government
and with the corporations, did not perform the nammg and disciplinary role

which the stock market could perform. Hence in tinancial sector reform

program for the Asian countries, the IMF and WdBlank, proposed that the
Asian government should adopt the following pokd8uhero, 2001):

» Develop their stock markets in order to promotesdircorporate
finance;

* Appoint independent directors to company Boards est@blish
independent audit committees;
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* Introduce new audit and accounting systems in lwvith the
International Accounting Standards Committee (IASQ@) the
American Financial Accounting Standards Board (FASB

* Introduce new legal frameworks governing bankruptcyprder to
quickly resolve corporate debt conflicts betweereifgn creditors
and local debtors and

 Promote an information disclosure system to imprdeeal
corporations’ transparency for the sake of investmd minority
shareholders.

However empirical evidence on the role of the stotkket and the financing
of corporation growth do not accord with the inronal financial institutions
presuppositions as is indicated below. Singh andhilia(1992) and Singh
(1995), were among the first large scale studidgahcing corporate growth in
emerging markets. These studies (referred hereafie and H) arrived at
theoretically quite unexpected conclusions. S aridufd from their analysis of
normally the 100 largest quoted firms in manufaomin 10 leading emerging
markets, that these corporations rely overwhelmiogl external finance rather
than internal finance (retained profits) to pay flee growth of their net assets
(see Table 4). The average quoted firm in Sin@B%5 study financed only 40
percent of its growth from internal sources angéftent from outside finance,
with long-term debt constituting 40 percent and neguity comprising 20
percent of the total growth of net assets. As ttasethe average figures, the
use of external finance was even higher in sonteeindividual countries such
as Korea. In that country external finance complrigknost 85 percent of the
total growth of corporate net asséts.

The reasons why these figures are so surprisiegngeyed in part by data in
Table 5 for advanced countries (ACs). This Tableggests that AC
corporations unlike those from developing count(ie€s) in Table 4 seem to
rely overwhelmingly on internal finance i.e., rekdl profits for their financing
needs. The contribution of equity finance from sha@ck market is very small in
all countries and indeed negative in the case 8f @nd U.K. Negative figures
for equity indicate that the total value of newuiss of stock are less than the
equity redeemed either by firms purchasing thein @tock or shares which are
bought up during takeovers.

It is not surprising in itself that there shoulddiferences between AC and DC
corporations in relation to how they would meetirtimancing requirements.
However, what is observed is totally opposite t@ivconomic analysis would
predict to be the nature of the differences betwtbentwo groups. In view of
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the fact that DC capital markets are regarded asghbender-developed and
imperfect one would have expected DC companies dvbel obliged to rely

mostly on internal sources rather than on an ingoerand therefore more
expensive market for outside finance. Similarly, AGrporations may be

expected to use more finance from the stock maakdtthe banks compared
with those from DCs, as the former have more higldyeloped and efficient
capital markets.

Another important reason for expecting the oppasseilt to what is observed
lies in the volatility of share prices in DC stoglarkets. As stock markets in
emerging countries are relatively new and firms mwt have established
reputations one would expect arbitrary and fluehgatprices - a prediction

which is confirmed by the data (Tirole (1991), 3in¢l999a). In these

circumstances risk averse firms may not wish teer&inds on the stock market,
may indeed shun the stock market altogether andewk a listing at all. This

point leads to another anomalous fact: an emergfimgk market such as that of
India has 8000 companies listed on it, more thamtmber listed on the New
York stock market.

The pattern of finance reported in Table 5 for AGrporations is fully
compatible with the so called ‘pecking order’ theof finance. This theory is
based on the concept of asymmetric informatiora thassic paper, Majluf and
Meyers (1984) showed that in the presence of asynameformation about the
firms’ prospects between the managers and the tingepublic, it would pay
rational managers to follow a hierarchy of finavegh retained profits first,
debt next if a firm’s investment requirements am@enthan the funds provided
by retained earnings, and only as a last resomldhbe firm go to the stock
market® However, Guggler, Mueller and Yortoglu (2003) &Bidgh (2003a)
have noted that in view of the regulatory defiofsemerging stock markets
these countries may be even more subject to asymemeformation than
advanced countries. Further, Singh’'s (2003a) theate analysis of the
financing of corporate growth in developing cousdrisuggests that there are
emerging market specificities, which would providierther incentive to
developing country firms to use mostly internalafice rather than debt or
equity. These special features of DC firms ardlyithat they are family owned
and therefore are much less subject to agency garablas compared to AC
firms. Secondly, DC firms would like to retain fdynicontrol and therefore
wish to avoid the stock market to raise funds, leat twwould dilute their
ownership and control. Taking all these consideratiinto account, Singh
(2003a) sums up the theoretical position on thaniomg of corporate growth in
the following terms: that if there are good reastinexpect the pecking order
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pattern of finance for AC firms, there are eventdreteasons for doing so for
DC firms.

How does one explain these theoretically anomatesslts in Tables 4 and 5?
The first point here is that the two tables aregslifferent sources of data and
answering different questions. Table 5 is basedl@mm-of-funds data and is

concerned with the question how does non-finaraogborate sector as a whole
finance its growth. Table 4, based on accountin,ds concerned with a
different question how does an individual firm fmc& its growth of net assets.
From the perspective of the theory of the firm Hezond question is more
appropriate since the theory relating for exampleasymmetric information

outlined above, is concerned with the individuamfs behaviour rather than
that of the corporate sector as a whole.

Other methodological differences underlying Taldlesd 5 are empirical rather
than theoretical. In Table 4, data for corporatewgh nets out depreciation
from both the beginning and the end of the perissets figures, whereas in
Table 5 depreciation is not netted out. Howevermthe same methodology is
used to measure the contribution of different sesirof finance to corporate
growth in emerging and mature markets, the reoltthe two groups are much
closer but nevertheless, there still remain thézally anomalous differences.

Singh’s 1995 study was based on the data for tB@sL9-or the 1990s there is
now more comprehensive data available which raisedssues. First, do these
anomalous results for the 1980s continue into 8804, and secondly, whether
the more comprehensive data available now leadsyaevisions of the results
produced by S and H with more limited data for 1#®80s. Taking the second
guestion first, this has been investigated in Si&flD3a) and in Whittingtoat
al., (1997). The results indicate that in the abseriatirectly available data on
equity financing in the 1980s exercise, estimatbrthe contribution of that
variable by indirect methods is unlikely to havd te a persistent upward bias
in the figures reported for this variable for mostintries.

We turn now to the first question of how do theultssof the 1990s differ from
those of 1980s. Table 6 provides information ors subject for firms in 22
developing and 22 advanced countries — a much bigged more
comprehensive dataset than that which was avaitab& and H in the 1980s.
This new dataset is described in Glen and Singd3R0rable 6 indicates that
between 1995 and 2000 on average the DC firms dehi27 percent of their
growth of total assets from retained profits, 35cpat from increased debt (i.e.,
liabilities) and the remaining 39 percent by ex#trequity issues. In AC
corporations it would appear that, much the largd pf growth of corporate
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total assets has been financed by long-term débpé€bcent); the contribution
of external equity at 17 percent is much smallantfor DC firms while the
contribution of internal finance at 30 percent isrginally higher than the
average for emerging markets. These data indibatetlie pecking order theory
is comprehensively rejected for many developing vesll as developed
countries. Further, the anomalous pattern of fimghdoehaviour for DC
corporations in 1980s continues to prevail in tB80ks although in a somewhat
weaker form than beforg.

We turn now to the implications of these observedtgons of financing
corporate growth for corporate governance. The eoapiresults shovwprima
facie that new issues on the stock market are relativabye important for
corporations in emerging countries than for thesadvanced countries. There
are in principle three channels through which coafe governance may be
affected by the stock market: a) the regulatorynBevork of the stock market
itself concerning standards for corporate accoumgs)sparency, etc., b) the
pricing process on the stock market and c) theowedeprocess. However, all
three channels are not equally powerful and cotpogavernance is affected
more by the stock market in countries such as tt& @nd the U.K. than in
other countries, including DCs. The main reasaritis is not that firms in the
U.S and the U.K. have greater recourse to stoclkehdimance or go more
often to the stock market to raise finance thaevehere. If anything, there is
evidence that many large Anglo-Saxon firms seldanmaythe stock market to
raise any capital at all. Nevertheless, becauskeoéxistence of a highly active
market for corporate control in the U.S. and thK.l&ven firms which shun the
stock market become subject to takeover discipline.

Such markets for corporate control have not yetwedbin emerging countries.
These exist, if at all, in an embryonic form in ewfdeveloping economies.
Significantly markets for corporate control do retist even in most ACs,
including notably West Germany and Japan. Thisotsam evolutionary deficit
in these countries but rather a matter of delileedasign (Singh, 2001; Odagiri,
1992). Significantly, the lack of a market for corate control has not imposed
any great hardship on these economies as theirisupeng-term economic
record say over the last 50 or a 100 years compaitbdthat of Anglo-Saxon
countries indicates. Although the main influencetlod stock market on large
corporations is through the takeover mechanisny #te also affected by the
stock market pricing process (which affects thestoof capital) and the stock
market’s regulatory framework (which affects theiformation disclosure and
treatment of minority shareholders). However, iferth is no takeover
mechanism and firms do not go to the stock markeabse there are alternative
channels available for financing corporate growtint sources other than the
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stock market (say, for example, the banks), thekstoarket would have very
little influence on corporations.

An important question in the present context is twbea greater influence of
the stock market would lead to an improvement irpaate governance and in
corporate performance. This essentially boils doawviihe question whether DCs
should encourage and promote a quicker developafenmarket for corporate
control. This is a highly controversial issue. $iN@997, 1999b, 2003a) has
argued in previous contributions that the stockke@pricing process and the
takeover mechanism are not in general very helpfumproving economic
performance in advanced countries and there ard geasons to suggest that
they are even less likely to do so in developingntoes.

A complex analytical and empirical argument on ¢hessues may briefly be
stated in the following terms: in relation to thecmg process in the real world
stock markets, Tobin’s (1984) distinction betweenformation arbitrage’
efficiency and ‘fundamental valuation’ efficiencys iimportant. Evidence
suggests, while markets may be efficient in thenfar sense (even that is
debatable), they are not efficient in the more i@usense of not always
reflecting a corporation’s “fundamentals” (Shill@Q00; JEP, 1990). This point
does not need to be belaboured today in the lighthe bursting of the
technology bubble in the western stock marketstandyears of stock market
decline in Japan. Equally, it will be difficult fwreach a gospel of the Efficient
Markets Hypothesis (EMH) to citizens in Thailandlimdonesia who suffered a
virtual meltdown of their stock markets during thesis.

Further, with respect to the takeover mechanismeetidecades of analysis and
empirical research suggests that selection in thekeh for corporate control
does not take place on the basis of performanaeediat on the basis of both
size and performané®.Thus a large relatively unprofitable company has a
better chance of surviving takeovers than a smeddkively profitable company.
However, not only size provides relative immunitprh takeover; a large
company may become bigger still through the takepvecess itself. Further,
there are good theoretical reasons as well as m@pavidence that takeovers
may lead to “short-termism” and more broadly to remuoic rewards being
given for financial engineering rather than for repteneurial efforts in
improving products and cutting costs. The takealsciplining process is thus
observed to be arbitrary and a haphazard one (Reradhand Scherer, 1987).
The deficiencies of the pricing and the takeovercpsses are compounded in
the case of developing countries because of thdatyy deficits and relative
immaturity of their markets. Singh (1998) theref@eggested restrictions on
the evolution of a market for corporate controkierging countrie%.
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The above analysis indicates that at the very lgéastarguable that the World
Bank and IMF preference for the US model of corpoigovernance based on
widely held firms and a stock market takeover madrm may have serious
drawbacks for developing countries. The internai@ommunity would be ill-
advised to establish such an international besttipeastandard for DC firms to
follow without a great deal of further analysis augbporting evidence.

V. The State of Competition in Emerging Markets®

We turn now to the second part of the Greenspans@rs:IMF structuralist

thesis which, as indicated earlier, asserts thatAfian crisis in a fundamental
sense was caused by the Asian way of doing busindgszart from weak

corporate governance the latter, in this view, amsmuded poor competition
environment. The question of intensity of compatiin emerging markets will

be considered here empirically in a comparativeridtional perspective.

There is surprisingly little empirical evidence tme state of competition in
emerging markets despite the fact that many ofetleeonomies have been
following market-oriented policies of deregulatiand privatisation now for

nearly 20 years. In the absence of hard evideheeetare different views
among economists as to how intense competitiomi€merging markets.

Laffont (1999) holds for instance that as many ttgyeg countries are small
with segmented markets, high transportation costsl anfrastructure

bottlenecks, they are unlikely to have strong cditipe. Similarly, de Soto’s

(2001) work would seem to suggest that there areemponent imposed

bureaucratic hurdles for starting new businessegchwhestrict entry and

therefore are not compatible with a vibrant conipeti economy. Porter

(1990), on the other hand, on the basis of cagi#estusuggests that in Korea
corporations are subject to intense competitionth bdomestically and

externally, and indeed only those industries ind&are successful in which
firms are fixed with stiff competition. Amsden a&ingh (1994) also suggest
that the Korean chaebol are highly rivalrous.

The small amount of data available on an internatioccomparative basis
suggests that many leading developing countrie® Imagh three or four-firm
concentration ratios compared with advanced castfiWorld Bank, 1993).
On the other hand, it is also the case that dewedopountries tend to have a
very large proportion of small firms employing lessn ten workers. These
constitute normally more than 50 per cent of tatalustrial labour force in
leading emerging countries compared with less tfeanpercent in the U.S.
economy. Thus these static measures of competji@vide conflicting
evidence about the state of competition in emergiagkets.
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In order to overcome the well known difficulties tvistatic measures of
concentration, Glen, Lee and Singh (2001, 2002¢ hesed time-series analysis
of corporate profitability in seven emerging maskéd discover the dynamic
and the intensity of competition in these econométative to what has been
observed for advanced countries. Glen, Lee anghSiave employed the same
methodology of the persistence of profitability JP8&tudies (pioneered by
Dennis Mueller and his colleagues) which has bedtelw used to study

competition intensity in developed countries. Itl we recalled that the PP

methodology involves fitting the following autoregsive equation applied to
the time series of profitability of individual firgn

= o+ Am 1t piy (1)

it IS the profitability of firmi at timet, i =1,....m t=1,.....,T. . is the usual
error term andy; and’; are the model parameters; indicates the speed of
adjustment; ifA; < 1, the long-run (permanent) profitability levefl faom i is
given by:

Tip = Q4 / 1-}ni (2)

As is usual in PP studies, to control for businesgles and other
macroeconomic shocks, the regression analysis ndumbed in terms of the
variable Y, = mj; - m , wheremn is the average of the; across firms. The
measure Y represents the deviation of firfis profitability at time t from the
profitability of all other firms in the country #tat time. The analysis is based on
models of the form:

Yie =0 + Agi Yien) + A2i Yieo) + Eit (3)

whereaq;, A;; andAy; are coefficients and thg are random errors. The empirical
analysis shows that this model is sufficient toteagpthe dynamics iall cases in
the seven emerging countries studied by Glen, hdesamgh.

From (3), the statisti¥ = o; / (1-A4 - X)) can be derived to indicate firm i's long-
term profitability relative to the country averagé.A,=0, then the estimate af;
provides a direct measure of the speed of adjustofgorofitability following a
shock. Assuming;;[1(0,1), adjustment to equilibrium is monotonic. Wé#e,; is
not zero oty (-1, 0), adjustment is non-monotonic and themgoisinique way
of characterising its speed based on the estimptgdmeters. [See further
Goddard and Wilson (1999)].
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The estimated values af and the proportion of firms for whic¥j r are either
significantly positive or significantly negative #ie 5% level are reported in
Table 7. The exactly corresponding values of them@ables for advanced
countries, estimated by other researchers, aretegbim Tables 8 and 9.

Surprisingly, as mentioned in the Introduction, thesults indicate that
developing countries have, on the whole, loweriptnscy coefficients) than
those observed for advanced countries, even whHewaalce is made for the
shorter time series of corporate profitability dable for developing than for
advanced countries (see Tables 7 and 8). Furihermproportion of firms for
which long-term profitability is significantly difrent from the norm, either in
the positive or negative directions, is also mumhdr for developing than for
advanced countries, as a comparison of Tables 7 Sanddicates. The
conventional interpretation of these results wosaleggest that developing
countries are subject to no less, if not greatempetition than advanced
countries. The possible sources of statisticad mathese empirical results for
emerging economies have been examined in detaGley, Lee and Singh
(2002) and they find that these do not affect th&imn conclusions.

Complementary evidence to that of Glen, Lee andgjtBis provided by other
research which also bears on the dynamics of thgettion process but uses a
different methodology. This work, which systemalticanalyses turnover and
the mobility of firms, provides interesting result$Studies in this genre have
recently been summarized by Tybout (2000) and C#v898). The results
indicate that there is greater mobility as welleasry and exit of firms in the
small number of emerging markets for which sucllisgihave been carried out
than for advanced countries.

Apart from these two kinds of studies on the dymasnof the competition
process, there are also other types of evidendaip@g to the efficiency of
emerging market industries and to scale economi@gshwdo not accord with
the conventional anecdotal account of the lack ahmetition in emerging
countries. This empirical research has recentinbreviewed by Tybout (2000)
who sums up the situation as follows:

Indeed, although the issue remains open, the egistimpirical literature does
not support the notion that LDC manufacturers aatively stagnant and
inefficient. Turnover rates in plants and jobs ardeast as high as those found
in the OECD, and the amount of cross-plant disparsi measured productivity
rates is not generally greater. Also, although kswle production is relatively
common in LDCs, there do not appear to be majoend@l gains from better
exploitation of scale economies. (p.38)
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Singh (2002a) suggests that these results on thepamtive intensity of
competition in emerging and mature countries aredaanomic terms totally
plausible. This is because although there are nsnyctural features of
developing countries and the policies of their goweents, which are anti-
competition, there are also equally strong, if stbnger, structural factors
which favour competition. The anti-competition tfars would include
transportation and infrastructural deficiencies wasll as the maize of
bureaucratic procedures often required to startuainkss in developing
countries. However, these may be more than batabgepro-competition
forces which include lower sunk costs for startendousiness in developing
countries, a large demand for simple products, a&niimes a pro-competition
government policy stance (for example, some dewappountries have made
firms compete for government favours by setting cdgel performance
requirements, the so-called “contest-based” cortipesi (World Bank, 1993

V1. The Structural Thesis, Financial Liberalisation and Economic Crises

The previous sections have examined in detail itaporaspects of the
Greenspan-Summer-IMF structuralist thesis. The gogpifindings on the role
of corporate governance, the nature of corporatanfie and the state of
competition in emerging markets may be summarisddlbows:

(1) There is no robust evidence to suggest evaassociation between crony
capitalism (proxied by concentration of control oeerporate assets by a few
top families, measured in different ways) and eoaiecrisis, let alone a causal
relationship between the two variabfés.

(2) Available evidence does not support the vieat tthere is a negative
relationship between family ownership and contrblAsian firms and their
economic performance. Further, falling profitalilin the years prior to the
crisis in countries such as Korea was not due ralyacontrol of corporations
but other factors. Moreover there is little evidento suggest that falling
profitability ‘caused’ the crisis since such debeation in profits was observed
in both crisis and non-crisis countries.

(3) Contrary to much economic analysis and WorlaliBBMF conjectures,
stock markets in emerging countries provided arsingly large proportion of
resources for the growth of corporate net assetagithe 1980s, and this trend,
broadly speaking, continued into the 1990s, uh&l Asian crisis. However it
was noted that the main influence of the stock eiaok corporate governance
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comes through the market for corporate control.hSacmarket has not yet
evolved in most emerging countries, although isexin an embryonic form in
a few of them. Economic analysis as well as theee®&pce of advanced
countries suggests that the fuller development wthsa market will not
necessarily be helpful to most developing counfries

(4) Contrary to the structuralist thesis, corpanagi in leading emerging
markets are subject to intense competition and layispighly rivalorous
behaviour. Empirical studies, using different neetblogies indicate that
competition in emerging countries is at least &snge as in mature countries.

Thus micro-economic behaviour and structures inrgimg markets do not
provide robust evidence in favour of the structstdhesis. In sharp contrast, it
Is important to note that there is strong and rolsupport for the alternative
analysis, which attributes the Asian crisis maindy precipitate financial
liberalisation. Apart from the analysis and broadsh evidence in favour of
this hypothesis outlined earlier, systematic stidhmeluding those by Kaminski
and Reinhart (1999) and by Dominique and Detragig@d®98) indicate that
there is a close relationship between financiarhtization and economic crisis
in developing countries, which may take the formadfanking crisis, currency
crises or both. The evidence on this subject haa beviewed recently in Singh
(2003b). The empirical findings of this literaturentradict neoclassical theory
which suggests that financial liberalisation andvngnancial instruments
should lead to consumption smoothing rather thasriges. The reasons for this
disjuncture between the traditional theory and enat have also been explored
in this large literature which attributes it to tiedowing main factors:

* Inherent volatility in capital flows due to irratal exuberance or
unwarranted pessimism of investdrs

« Increased competition among banks following libeediorf”’

» The changes in the global financial system andstiet-termism of the
leading playerd

* In theoretical terms, liberalization of trade inogs (i.e. free trade),
which is presumed to lead to Pareto-optimal aliocabf resources under
well-known conditions, is quite different from finaial liberalization.
This is because such liberalization is dominated ibfprmational
asymmetries, problems of morals hazard and adwekeetion among
other difficulties®®
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After having promoted capital account liberalisatim emerging markets for
many years (see for example Fischer 1997), IMF 3200Qdicates a definite
change in directiofl. The IMF paper sums up the empirical evidencehim t
Issue in the following terms,

‘There is little evidence that financial integratichas helped developing
countries to better stabilize fluctuations in canption growth,
notwithstanding the theoretically large benefitattbould accrue to developing
countries in this respect. In fact, new evidenassented in this paper suggests
that low to moderate levels of financial integratiomay have made some
countries subject to even greater volatility of @amption relative to that of
output. Thus, while there is no proof in the ddat financial globalisation has
benefited growth; there is evidence that some cmstmay have experienced
greater consumption volatility as a result.

Singh, Singh and Weisse (2003) suggest that aevkplanation of the Asian
crisis that encompasses all the observed factbdthr the crisis and non-crisis
economies is that the afflicted “economies disneahtheir controls over the
borrowing of the private sector and embraced fir@nkberalization. As a
consequence, the private sector built up short-temeign currency debt that
often found its way into the non-tradable sectat arto speculative real estate
ventures. Accompanying financial liberalization wasg irrational exuberance
and contagion that are always latent in privatermdtional financial flows.”
Thus it can be argued that the crisis occurredoroause the Asian model was
followed but precisely because it was not follow&thgh, Singh and Weisse
(2003) go on to add that “while Edmund Phelps idiest the crisis with the
failure of Asian corporatism (Phelps, 1999), inlitgahis system underpinned
the most successful industrialization drive in drigtand dramatically reduced
poverty. The system, however, was vulnerable to firees unleashed by
financial liberalization.”

VIl. Conclusion

It has been argued in this paper that insteadeotdnporate governance system
and the state of competition in emerging marketsigodlawed, it was the
Greenspan- Summers-IMF thesis which attributeduhdamental causes of the
Asian crisis to these factors that was deeply ftawEhe IMF's structural
reform programme, based on this flawed thesispmsequently not very helpful
for developing countries. The analyses and evielgmesented and reviewed in
this paper suggest that the replacement of thetimxisystem of family
ownership and control in these countries by the I&&paxon system of
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corporate governance (based on well-developed stomikets, widely held
firms and shareholder wealth maximization by margges unlikely either to
benefit economic development or to make the lilezdl global economy more
stable.

Space does not permit a full discussion of thecgolmplications of the
alternative thesis, which attributes the Asian ewoic crisis primarily to
precipitate financial liberalization. Suffice it e say that the reform program
based on this alternative theory of the crisis dedsecessarily involve full re-
imposition of the former planning regimes. In tliteaion following the crisis,
it rather calls for deepening of the co-operaticgtween government and
business by including labour in the process. Dutimg course of economic
development, purposeful co-operation between tleeggies is much to be
preferred to conflictual and adversarial relatidmetween them. To take a
specific example, in the case of the Korean chaab@ way of implementing
this alternative reform programme would be to dshlba German type two-
tiered board system for these large corporatioriseray the employers and
employees are represented on the higher level wapgy board (which takes
strategic decisions), while day to day governancellgv rest with corporate
management. There may need to be some variatitim®model in the Korean
situation which may well also require representatibthe civil society and the
government on the supervisory boards. Such refofrasrporate governance in
leading emerging markets are arguably more likady fbster economic
development than the proposals put forward by matéonal financial
inst:gutions emphasising labour market flexibilityidely held corporations,
etc:

In view of the domestic as well as internationdigyosignificance of corporate
governance and competition outlined earlier (inatieh to the New

International Financial Architecture and the cutrddoha Developmental

Round at the WTO), it is important that policy arse in this area should be
based on solid, unbiased empirical research. Tlapemp has hopefully
contributed to this endeavour in some small way.
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Tables

Table 1:Control of publicly traded firms around the worltB96 @er cent) of th
20 largest firms under each categdry

Economy Widely Family State  Widely Widely
held owned owned held held
financial corporation

OECD countries
(non-Bank borrower)

Australia 65 5 5 25
Austria 5 15 70

Belgium 5 50 5 30

Canada 60 25 15
Denmark 40 35 15

Finland 35 10 35 5 5
France 60 20 15 5

Germany 50 10 25 15

Greece 10 50 30 10

Ireland 65 10 10
Italy 20 15 40 5 10
Japan 90 5 5

Netherlands 30 20 5 10
New Zealand 30 25 25 20
Norway 25 25 35 5

Portugal 10 45 25 15 0
Spain 35 15 30 10 10
Sweden 25 45 10 15

Switzerland 60 3 5

UK 100

USA 80 20

Bank borrowers and others

Argentina 65 15 5 15
Hong Kong 10 70 5 5

Israel 5 50 40 5
Mexico 100

Singapore 15 30 45 5 5
Korea, Rep. of 55 20 15 5

Source:lskander and Chamlou (2001) original source Claesaad others (1998b)
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Table 2: Ownership structure of Indian companies. Topstddi companies in manufacturing

(percentage of equity owned by various companies)

Quartile Foreign Government |Corporate Directors Public Total

Quartile 1 16.1 28.9 231 1.1 30.8 100
Quartile 2 24.3 25.6 25.6 1.2 23.3 100
Quartile 3 20.7 23.9 17.9 0.7 36.8 100
Quartie 4 22.9 33 19.2 1 3.8 100
Total 19 279 224 11 29.6 100
Note:

1.Foreign refers to foreign collaborators, fordigtitutional investors, foreign OCBs, foreign athand
NRIs.

2.Government refers to all public financial ingitims, including central and state banks.

3.Corporate refers to promoters, subsidary compainid holding companies.

4.Directors refers to directors and relatives.

5.Public refers to general public companies.

Source: Singh, Singh and Weisse (2003)
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Table 3. How concentrated is family control?

Country Average number % of total value of listedporate assets % of GDP
of firms per famiy that families cont(d996) 1996
Topl Top5 Top1lQ Top 15 Top 15
famly | famiies famiies — families families
Hong Kong 2.36 6.5 26,2 32.2 34.4 84.2
Indonesia 4.09 16 6 40.7 57.7 61.7 215
Japan 1.04 0.5 1.8 2.4 2.8 21
Korea 2.07 11.4 29,7 36.8 38.4 12.9
Malaysia 1.97 7.4 17,3 24.8 28.3 75.2
Phiippines 2.68 17.1 42.8 52.5 55.1 46.7
Singapore 1.26 64 19.5 26.6 29.9 48.3
Taiwan 1.17 4.0 14.5 18.4 20.1 17.0
Thailand 1.68 9.4 32,2 46.2 3.2 39.3

Note: Newly asembled data for 2,980 publicly traded oaafions (including both financial and non-finahcia
institutions). The data was collected from Worttfse and supplemented with information from cousprgcific
sources. In all cases, we collect the ownershigtste as of the end of fiscal year 1996 or theedt possible

date. The "average number of firms per famiy&rgbnly to firms in the sample. To avoid discrejEs in the cross-
country comparison due to different sample covenagehave scaled down the control holdings of dily group

in the last four columns by assuming that the finmissing from our sample are not controlled by@irthe largest

15 famiies. The percent of total GDP is calcdlateing market capiotalization and GDP data fraemttorld Bank.

Source:Claessenst al. (2000), p.108.
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Table 4:The financing of corporate growth in ten emergimarkets during the
1980s

Country Internal finance |External finance |External finance

(equity) LTD
Brazil 56.4 36.0 7.7
India 40.5 19.6 39.9
Jordan 66.3 22.1 11.6
Malaysia 35.6 46.6 17.8
Mexico 24.4 66.6 9.0
Pakistan 74.0 1.7 24.3
Republic of Koregl9.5 49.6 30.9
Thailand 27.7 NA NA
Turkey 15.3 65.1 19.6
Zimbabwe 58.0 38.8 3.2
All 38.8 39.3 20.8
F 20.0* 31.4* 21.2*
F 16.69* 18.93* 6.38*

Note:

1. F-statistic for comparison of means across cast*" implies rejection of the null
hypothesis of the equality of means

2. Bartlett-Box F-statistic for variance across moies. *’ implies rejection of the null
hypothesis of equality of variance.

3. External finance LTD refers to long-term debiteTaccounting identity, which is the basis
of the figures in this table, ensures that theltgtawth of net assets equals the sum of
internal and external sources of financing growthe external sources are subdivided into:
(a) new equity issues, and (b) long-term debt.

Source:Singh (1995)

Table 5 Net sources of finance for Germany, Japan, Uakd U.S., 1970-1989
(percentages)

Germany | Japan UK. U.S.
Internal 80.6 69.3 97.3 91.3
Bank finance 11.0 30.5 19.5 16.6
Bonds -0.6 4.7 3.5 17.1
New equity 0.9 3.7 -10.4 -8.8
Trade Credit -1.9 -8.1 -1.4 -3.7
Capital transfer§ 8.5 - 2.5 -
Other 1.5 -0.1 -2.9 -3.8
Statistical ad;. 0.0 0.0 -8.0 -8.7

Source Corbett and Jenkinson (1994)
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Table 6:Financing of corporate growth in 1995-2000*

Developed Markets Liabilities Ext F. Int F. EmergingMarkets Liabilities ExtF. Int F.

AUSTRALIA 58% 32% 11% ARGENTINA 46% 16% 38%
AUSTRIA 52% 3% 45% BRAZIL 74% 11% 15%
BELGIUM 56% 6% 38% CHILE 44% 33% 23%
BERMUDA 41% 23% 36% COLOMBIA 73% 16% 11%
CANADA 56% 32% 12% CZECH 33% 21% 46%
CAYMAN 90% 8% 2% HONG KONG 44% 20% 35%
ISLANDS

DENMARK 72% 6% 23% HUNGARY 28% 1% 71%
FINLAND 53% 26% 22% INDIA 53% 5% 43%
FRANCE 61% 7% 31% INDONESIA 110% 12% -23%
GERMANY 62% 5% 33% ISRAEL 54% 6% 40%
GREECE 52% 34% 14% KOREA 27% 48% 25%
IRELAND 76% 5% 18% MALAYSIA 40% 18% 42%
ITALY 68% 5% 27% MEXICO 61% 30% 10%
JAPAN 62% 6% 32% PHILIPPINES 34% 17% 49%
NETHERLANDS 65% 9% 26% SOUTH AFRICA 49% 10% 41%
NORWAY 50% 23% 27% TAIWAN 59% 40% 1%
SINGAPORE 66% 15% 19% THAILAND 74% 11% 15%
1 SPAIN 68% -9% 40% TURKEY 61% 18% 21%
SWEDEN 57% 4% 39% VENEZUELA 27% 54% 19%
SWITZERLAND 54% 7% 39%

UNITED 52% 21% 27%

KINGDOM

UNITED STATES 47% 21% 32%

Group Average 53% 17% 30% 35% 39% 27%
Global Average 49% 22% 29%

Filter: Companies are excluded if any of theiraatare outside [-200,+200]
Sample Size: 3360

* The basis of figures in this table is the saraé¢hat for Table 4. The only difference is thettéad
of net assets, this table considers corporate grawterms of percentage change in total assets. Th
latter is decomposed into growth of liabilities,azfuity finance and that of internal finance.

1 Spain has 18 companies, one of which experiencemhal decline in total assets over 1995-00.
That company also saw external equity increasechvhésulted in a large negative value for the
external equity ratio. Excluding that one compémy sample mean of the ratio is 3%; the internal
equity ratio would decline accordingly.

Source Glen and Singh (2003)
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Table 7: Developing countries: mean values\oénd proportion
of significantly positive and significantly negadiw; r

Mean; Positive ¥ r Negative Y.r

Brazil 0.013 1/56 3/56

India 0.229 2140 4/40

Jordan 0.348 1/17 0/17
Korea 0.323 7182 2/82
Malaysia 0.349 4/62 7162
Mexico 0.222 0/39 0/39
Zimbabwe 0.421 0/40 4/40

Source:Glen, Lee and Singh (2002)
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Table 8: Persistence of Profitability Studies for Indust@auntries

Sample Observations Number Sample
Author(s) Country Period  per firm of firms mean k)

Geroski and Jacquemin

(1988) UK 1947-77 29 51 0.488
France 1965-82 18 55 0.412
Germany 1961-81 21 28 0.410
Schwalbach et al. (1989) Germany 1961-82 22 299 0.485
Mueller (1990) us 1950-72 23 551 0.183
Cubbin and Geroski (1990) UK 1948-77 30 243 0.482
Khemani and Shapiro
(1990) Canada 1964-82 19 129 0.425
Odagiri and Yamawaki
(1990) Japan 1964-82 19 376 0.465
Schohl (1990) Germany 1961-81 21 283 0.509
Waring (1996) us 1970-89 20 12,986  0.540

Source Goddard and Wilson (1999)
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Table 9 Statistics on Long-Run Profitability: Advancedu@dry

Corporations
(1) 2
Positive Negative
YiLRr YiLRr
United Kingdom 1951-77 37 (15.2) 37 (15.2)
(243 firms)
United States 1950-72 125 (22.7) 149 (27.0)
(551 firms)
United States 1964-80 66 (16.0) 137 (33.2)
(413 firms)
Sweden 1967-85 7 (16.2) 8 (18.6)
(43 firms)
Canada 1968-82 33 (20.5) 23 (14.3)
(161 firms)
Fed. Rep. of Germany 1961-82 53 (18.3) 50 (17.2)
(290 firms)
France 1965-82 NA NA
(450 firms)
Japan 1964-82 62 (16.5) 56 (14.9)

(376 firms)

Note: Figures in brackets are percentages.
Source:Odagiri and Yamawaki (1990)
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Table 10: Median Return on Assets (%) by Country and Yedigfion adjusted)

2000 | 1999 | 1998| 1997 1996 1995 199
JAPAN 5.5 3.7 1.7 2.0 4.5 4.3 2.8
SINGAPORE 5.8 6.8 5.1 3.9 5.6 5.2 5.1
HONG KONG 10.0 | 9.5 0.6 0.4 2.1 -1.5 0.3
INDIA 5.0 2.8 -7.8 -0.6 -0.1 -0.1 -1.2
INDONESIA -11.1 | -13.3| -55.7| -5.1 0.2 2.1 -0.3
KOREA 4.0 5.3 -4.5 -0.9 -0.1 0.5 -1.4
MALAYSIA 5.2 2.4 -2.3 4.4 5.3 5.5 4.7
PHILIPPINES 2.5 -3.1 -5.8 -0.9 1.2 1.5 -0.2
TAIWAN 5.1 6.4 3.3 6.1 5.8 4.0 5.1
THAILAND 5.5 5.6 0.5 -11.41 15 2.3 3.3
Group Median (Crisis 4.6 3.9 -3.4 -3.0 0.9 1.4 15
countries)
Group Median 5.0 3.8 -1.4 -0.1 1.7 1.5 0.9
(Non-crisis countries)

Source Extracted from Glen and Singh (2003)
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Table 11:Median Return on Equity (%) by Country and Yeafl@ion Adjusted)

2000 | 1999 | 1998| 1997 1996 1995 199
JAPAN 7.4 5.4 2.9 4.1 7.1 6.6 4.6
SINGAPORE 9.3 10.7 | 8.4 7.9 9.3 9.0 8.7
HONG KONG 140 | 140 | 5.0 6.6 9.0 3.2 7.9
INDIA 11.1 | 9.2 -2.8 5.0 7.0 10.3| 7.2
INDONESIA -39.0 | 11.9 | -54.2| -5.2 8.5 6.7 7.1
KOREA 8.0 10.8 | -0.5 2.2 4.5 6.4 4.4
MALAYSIA 8.9 7.1 -0.2 9.5 11.7 | 125| 11.6
PHILIPPINES 5.9 -2.9 -1.7 1.3 3.6 11.1 1.1
TAIWAN 7.5 10.2 | 5.5 108 | 10.1| 7.2 7.5
THAILAND 129 |104 | 159 | -19.2| 6.5 10.1| 9.7
Group Median (Crisis 8.5 10.6 | -04 -1.6 7.5 8.4 8.4
countries)
Group Median 8.4 9.7 4.0 5.8 8.1 8.1 7.4
(Non-crisis countries)

Source Extracted from Glen and Singh (2003)
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Notes

! There are also microeconomic studies based oreholgssurveys on poverty
and related issues. For an insightful review dof tiierature, see the excellent
textbook by Bardhan and Urdy (1999). However, desfs title “Development
Microeconomics”, the book does not discuss devabppbuntry corporations.

> However, as explained in Section Il and Ill beliwere has been a great deal
more research on these subjects since the Asisis.cri

% Quoted in thénternational Herald TribungFebruary 13, 1998.

* The then managing director of the IMF, Mr Camdss$MF, 1998b),
observed in relation to South Korea, ‘In Korea,dgample, opacity had
become systemic. The lack of transparency abowtrgovent, corporate and
financial sector operations concealed the exteRtooéa’'s problems — so much
so that corrective action came too late and uligatould not prevent the
collapse of market confidence, with the IMF finabging authorised to
intervene just days before potential bankruptcge &lso not 7 below.

> Developing countries would regard the title Depetent Round to be a
misnomer in the light of the progress made in thgatiations so far.

® See Domowitz, Glen and Madhava, (2001); Glen, dre# Singh (2001,2002);
Singh (2002c, 2003a); Glen and Singh (2003).

” In broad terms the suggested reforms included:
Financial and Corporate Sector Reforms

» Liberalization of foreign investment in domestimka (Korea, Indonesia
and Thailand).

* The introduction of more stringent conditions fdfimal liquidity support
(Indonesia, Malaysia and Thailand).

» Restructuring of domestic and external corporab# (ladonesia, Korea
and Thailand? And closure of nonviable firms (KQrea

Competition and Governance Policies

» Establishment of competitive procedures for preation of government
assets and for procurement (Indonesia; plannedailaydia and
Thailand).

* Announcement of bans on or limits to the publicdsito bail out private
corporations (Indonesia, Korea, Malaysia and Thdila

* Introduction or strengthening of bankruptcy laws amit policies
(Indonesia, Korea and Thailand).
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» Strengthening of corporate disclosure standardsg@o

 Liberalization of foreign investment in ownershipdamanagement in
sectors other than the financial sector (Koreaphegia, Malaysia and
Thailand).

® The role of the World Bank has been ambiguoub@®ank’s then Chief
Economist, Professor Joseph Stiglitz formed a rathlierent view of the crisis
than that of the IMF. However, as Wade and Vene(868) suggest,
Professor Stiglitz's dissent was not shared byWoeeld Bank’s operational

staff who carried out much the same reform progtaahthe IMF did. Thus the
World Bank (1998): “The main lesson from the Easiah crisis is that it is
important to take an integrated approach to thees®f corporate governance
and financing. The poor system of corporate goveradnas contributed to the
present financial crisis by shielding the banksaficial companies, and
corporations from market discipline. Rather thasueimg internal oversight and
allowing external monitoring, corporate governahas been characterized by
ineffective boards of directors, weak internal cohtunreliable financial
reporting, lack of adequate disclosure, lax enfoet to ensure compliance,
and poor audits. These problems are evidenced teparied losses and
understated liabilities.” This is not much diffetérom the Greenspan-Summers
IMF analysis.

® Other contributors to the structural thesis inel®uimmers (2000), Phelps
(1999), IMF (1997) and US Council for Economic Askis (1998,1999). For
an implicit or explicit critique of the structurstithesis see Chang (2000),
Sakakibara (2001), Stiglitz (1999), Wade and Vesed998) Sachs and
Radelet (1998), Singh and Weisse (1999) and JoG@l{2

1 The Johnson et al (2000) study suggesting thadekéne in stock market
valuation of firms as well as currency depreciagionAsian crisis countries
were directly related to poor corporate governaboeadly supports the
conclusions of the structuralist theory.

! For differing perspectives on the causes, consemseand remedies of the
financial crisis in East Asian countries, see threment collections of articles
published by National Bureau of Economic Resedfeldstein (2002), Dooley
and Frankel (2002), Edwards and Frankel (2002).

'2|n Korea this was due to its membership of OEGDL991 the government
dissolved its planning office. In Thailand finaridiberalisation was instituted
in order to bolster Thailand’s claim to be the fin@l centre of the East. Chang
(2000), Singh (1999a).
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'3 On the competition policy controversy between eimgy and advanced
countries at the WTO, see Singh (2002c), HoekmarKanstecki (2001).

4 The main references in relation to this new infation include, Claessens et
al (2000), Iskander and Chamlou (2000), La Padrt €.999) and Singh,
Singh and Weisse (2003)

1> See also Johnsat al.(2000) on this point.

'® The tables have been extracted from Glen and Sigf03) large study of
corporate finance in emerging and mature markétsresl to earlier.

7 All the data pertain to public companies listectlom stock markets in each
country, equity finance therefore, refers to treotgces obtained from the stock
market through new issues, including rights issGe® also Domowitz, Glen
and Madhaven (2001)

'8 Donaldson’s (1961) classic contribution providied émpirical bases for the
‘pecking order’ theory for large US corporation® &kcribed the phenomenon
essentially to the relative transactions costdftérént sources of finance and
to managerial control of the corporations.

¥ There is no necessary contradiction between Asigporations generally
being family controlled while raising a large portiof their resources for
growth from the stock market. Family control in ttesse of large corporations,
as indicated in the previous section, arises ftoefact that although family
ownership is often much less than 50%, the findmesgtitutions (which have
considerable ownership and often are governmenedwan influenced)
generally back the founding families to allow themrmaintain control over the
corporations. Moreover families use various pyrangdlevices to maintain
and expand their control over very large corporetio

%0 For recent reviews see Hughes (1991); Mueller {}9Bichy (2001); Singh
(2000).

*L For a full analysis of the issues raised in tlaisagraph, see Singh (1997,
1998, 2000) and Singh and Weisse (1998).

*2 This section is based on Singh (2002a) and Glea,dnd Singh (2002)

2% For a fuller discussion of these issues, seenSi2g02a); Glen, Lee and
Singh (2002).

24 As noted in Section IIl.1, the change of the ndisiag variable alters the
nature of the association between crony capitadisthcrisis, this association
cannot be regarded as being robust.
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%> For the fuller discussion of these issues, seeefleeences provided in
Section IV

%% See further Kindleberger (1984) and Greenspan8199
?" See further Furman and Stiglitz (1999) and S#d[1t999)
?8 See further Kaufman (2000) and Williamson (2002)

29 See further Stiglitz (1999); Singh and Zammit @0&ee, however,
Summers (2000)

% The last contribution suggests that rather thamgoen abrupt change in
direction it has been a gradual process.

I This subject is discussed in detail in Singh (2002

% The data are based on cross-sectional analy#ie @wnership structure of
the 20 largest firms by capitalisation in 27 coiagtiusing a 20% threshold for
control.
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