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Abstract

The paper presents analysis of different issues regarding the quality of governance,
using the findings of the Executive Opinion Survey, conducted by the World Economic Forum
and published in the Global Competitiveness Report 2007/2008. The main tool for analyzing
the governance quality in the countries under review was the “Institution pillar” (index). Data
for altogether 40 countries were analyzed, 20 from Latin America and 20 from a virtual group
named ,developing Europe®. Country-level data were aggregated on the country-group level
using weighted averages and analyzed using standard statistical indicators.

For both country groups that the “Institutions” kas significantly worse than the overall
competitiveness rank. In developing Europe, weijlateerage position is as low as 102,2,
while in Latin America stood at 97,9. It seems tihatitutions quality is really the issue
significantly hindering competitiveness for bothuatry groups, which is more pronounced in
Europe. Situation in Europe is strikingly bad Ryoperty rights and slightly better in Latin
America, but still not well. Ifethics and corruption the situation is near to a catastrophe in
Latin America and somewhat better regarding coroagh EuropeUndue influence is
virtually the same for both country groups whilgwGovernment inefficiency situation is

very bad, particularly for regulatory burden inibaAmerica and transparency of government
policy in Europe. FoBecurity situation is alarming for Latin America and ratbad in

Europe. However, situation regarding terrorismoisiswhat better in Latin America and
crime in violence is better controlled in develapiBurope Corporate ethicsis very
unpleasant in Europe and significantly better itiLAmerica. WithinAccountability,

efficacy of boards and auditing is relatively wehile protection of minority shareholders is
a very significant problem in developing Europe.

Smaller countries seem to have better institutiomsle the larger are more complicated to
“manage” through institutional framework. On thedkof indicators, significant negative
correlation with property rights, corruption forlgic funds, trust of politicians and efficiency
of legal framework. Structural similarity betwedre two country groups is rather low with
each facing specific problems in most of the isafegovernance quality.



Introduction — methodology and country sample

The World Economic Forum has been analysing cottiyetiess of a large number of
countries for nearly three decades. In the yead 20EF introduced a new index i.e. the
Global Competitiveness Index (GCI), which was digantly modified in 2007. This index
shall serve as a comprehensive measure for benkimgp@ompetitiveness of different
countries.

The index is composed of pdlars of competitiveness
« Institutions

« Infrastructure

« Macroeconomic stability

« Health and primary education
« Higher education and training
« Goods market efficiency

« Labor market efficiency

« Financial market sophistication
« Technological readiness

» Market size

« Business sophistication

* Innovation

This paper is focused on the first pillar i.e. ingions, using the methodological tool in the
composition of this pillar/sub index. It is impanteto note that this index measures perception
of the quality of institutions i.e. on the levelreiults as perceived by the business
community. It is not based on ,hard* number, butlo& survey data.

The institutional framework is very important ftwetbusiness community and, ultimately, on
the overall quality of life. The link between quwglof institutions and economic growth had
been repeatedly studied. The link is most evidemvestment decisions whereby investors
take into account quality of institutions as a vienportant factor for the ease of doing
business and when assessing overall risks of fbwsaess conduct.

Firms are keen to invest in countries with high evehip protection, legal framework that is
efficient and well developed public services withburdensome bureaucracy, regulation and
corruption. It is important that government polgcare transparent, judiciary does not hinder
business and there is strong protection againsiecaind fraud. Apart from that, certain
institutional aspects within the ,private instituts* framework are also very important.
Developed auditing, high business ethics and cbatnmanagement by boards and small
investors have proven to be the cornerstones dfansparency of business sector operation.
Based on the regression to the differences in droates and experience of the WEF, the
Institutions pillar is composed of 75% of the puabiistitutions and 25% of private institution
sub-indexes. Public institutions sub-index is cosgubof 5 factors, each with the same
weight contribution to the main sub-index. These groperty rights, ethics and corruption,
undue influence, government inefficiency and séguBRrivate institution sub-index is
composed of two equally weighted factors i.e. caapoethics and accountability. Each of the
mentioned 7 factors is composed of one or mordddpur) survey indicators. There are
altogether 18 survey indicators within the Instaos pillar, composed as follows:

1st pillar: Institutions

A. PUbIiC INSHULIONS .....coeiiiiiice e 75%

1. Property fghtS......coocueiiiiieiiree s s 20%
1.01 Property rights

1.02 Intellectual property protection

2. Ethics and COrmUPLION........ccouviiiiiiieeceeeeiee e 20%
1.03 Diversion of public funds

1.04 Public trust of politicians

3. Undue influence...........ccoooieiiiiii e 20%
1.05 Judicial independence

1.06 Favoritism in decisions of government offisial

4. Government iNeffiCieNCY .........coocuvvvvicmmmmeeee e ciiee e 20%
1.07 Wastefulness of government spending

1.08 Burden of government regulation

1.09 Efficiency of legal framework



1.10 Transparency of government policymaking

LTS To U] 14/ 20%
1.11 Business costs of terrorism

1.12 Business costs of crime and violence

1.13 Organized crime

1.14 Reliability of police services

B. Private inStitutions .........ccccooevviieeeeee e eeiiiee e 25%

1. Corporate €thiCs ........cooviiiiiiiiiieeeeeec e 50%
1.15 Ethical behavior of firms

2. Accountability...........oooiiiiiiiiii e 50%

1.16 Strength of auditing and reporting standards
1.17 Efficacy of corporate boards
1.18 Protection of minority shareholders’ interests

A sample of countries was created, limited to tentries included in the 2007/2008 GCR.
Following the aim of this paper, all the Latin Anoan and European countries with GDP per
capita below 20.000 USD were included. In orderettuce the number of sample countries to
20, the Latin American countries with populatiosd¢han 1 min were left out (Guyana,
Suriname and Barbados).

The European countries within sample have populaifB317,2 min, total GDP od 2.103

USD billion and average 7.691 GDP per capita. LAtimerican countries within sample have
540,9 min population, 2.923 USD billion GDP andrage 4.596 USD per capita GDP (Table
1).

TABLE 1: Country sample: Basic data

population GDP (min GDP.per population GDP (min (?)[e)f)
USD) capita USD) h
capita
Moldova 4,2 3.242 772 Nicaragua 5,6 5.369 9%9
Ukraine 46,0 106.072 2.306 Bolivia 9,4 10.828 1.1p2
Bosnia and Herz. 3,9 11.396 2.92P Honduras 714 819B 1.214
Albania 3,1 9.133 2.944 Paraguay 6,B 8.713 1.3p3
Macedonia, FYR 2,0 6.248 3.124 El Salvador 70 18134 2.620
Montenegro 0,6 2.258 3.763 Guatemala 12{9 35.3p4 7
Bulgaria 7,7 30.608 3.979 Colombia 46,8 135.075 79
Serbia 7,4 31.589 4.269 Ecuador 13/4 40.447 3.4q18
Romania 21,6 121.901 5.6444 Peru 28l4 93.2b8 3.384
Russian Federation 142,5 979.048 6.891 Dominicangrélic 9,0 31.600 3.511
Latvia 2,3 19.621 8.53] Jamaica 2.7 10.565 3.91L3
Lithuania 3,4 29.784 8.760 Costa Rica 4.4 21.384
Poland 38,5 338.689 8.79fY Panama 3,3 17.113 5.186
Croatia 4,6 42.456 9.23Q0 Argentina 39,1 212.792 50
Slovak Republic 5,4 54.969 10.17p Uruguay 35 1912p 5.492
Hungary 10,1 114.273 11.314 Brazil 188,09 1.067.7D6 5.652
Estonia 1,3 16.410 12.628 Venezuela 21,2 181.608 7B.p
Czech Republic 10,2 141.801 13.902 Mexico 108,3 342 7.756
Malta 0,4 6.085 15.213 Chile 16,5 145.205 8.8p0
Slovenia 2,0 37.34Q 18.67D Trinidad and Tobago 1|3 .995| 15.335
TOTAL 317,2 2.102.923 7.691 TOTAL 540)9 2.923.437 .596

Source: WEF(2007)

On average, European countries were placed™ap6sition are out of 131 countries
according to the Global Competitiveness Index. Ploisition is by 6,6 places worse than if
listed by descending order of the GDP per capite. Gest performing country is Estonia,
with the 27" place, 14 positions better than the place ofcbistry according to GDP per
capita. Worse ranked is Albania, at the "L@ace, underperforming the GDP level by full 30
positions.

Accordingly, Latin American countries were placedhe 81" position on the overall
competitiveness list, which is as much as 10,3gdacorse than if ranked by GDP per capita.
This indicates that in Latin America competitivenesperceived and measured to be
significantly lower than in the rest of the worlthe best performing country is Chile, on the
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26", which is 20 positions better than the place & tountry according to GDP per capita.
Worse ranked is Paraguay, gaining ranked at th& plte. However, the most

underperforming countries are Venezuela, Surinamlelainidad and Tobago, with
competitiveness worse than overall economic deveéspt by more than 45 places.

TABLE 2: Ranking according to GCR and GDP per capia

rank rank
COUNTRY (?32:3 (r;acr;::(e Difference COUNTRY %Zf ggé Difference

capita capita
Estonia 41 27 14 Chile 16 26 30
Moldova 110 97 13 El Salvador 83 67 | 6
Ukraine 86 73 13 Honduras 98 83 L5
Lithuania 48 38 10 Colombia 811 69
Czech Republic 34 3 b Panama 63 59 4
Latvia 49 45 4 Costa Rica G5 63 2
Slovak Republic 44 41 B Mexico 51 52 -1
Poland 47 51 -4 Guatemala B2 B7 -5
Hungary 42 47 -§ Bolivia 99 10p 5 9
Russian Federatior] 5 58 6 Nicaragua 102 111 -9
Slovenia 32 39 -1 Jamaica 69 V8 -9
Bulgaria 68 79 -11  Peru 73 g6 -13
Montenegro 70 87 -12 Brazil 56 12 -16
Croatia 45 57| -12  Uruguay 58 15 -17
Romania 57 74 -1T7 Dominican Republig 71 96 25
Macedonia, FYR 75 9/ -1p  Argentina 59 B5 26
Malta 37 56 -19| Paraguay 94 121 -R7
Serbia 66 91 -2% Ecuador 16 103 pP7
Bosnia and Herz. 8 10 -46 Venezuela 53 98 -45
Albania 79 109 -30 Trinidad and Tobagq 36 84 48
EUROPE 58,3 64,9 -6,4§ LATIN AMERICA 70,8 81,0 -10,3

Source: WEF(2007)

The range between the best ranked countries indvotips is striking i.e. from Z7place
(Estonia) to 109 (Albania) within Europe and from 2gChile) to 121" (Paraguay) in Latin

America. The difference between the pairs of thentes is rather large for the placéd %

11" (20 places or more) and the gap narrows for tel@anked countries. It seems like
there exists a virtual “North” and “South” for batbuntry groups and the border line is at the
60" place in the competitiveness ranking for Europe @r8" for Latin America.

Approximately half of the countries from both cornts seem to belong to each group.

(Figure 1).



FIGURE 1: Overall GCI ranking: Developing Europe and Latin America
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As this paper is focused on the quality of insikmas, it would be very important to show the
rankings for the Institutions pillar, as comparedrte overall ranking. It is common to both
country groups that the “Institutions” rank is sigrantly worse that the overall
competitiveness rank. In Europe, the (simple) ayedifference is striking 15 places, while
in Latin America still high 12 places. However, Vehihe largest countries have worse
institutions ranking, the weighted (by populatiaverage is significantly lower. In
Developing Europe, weighted average position i®asas 102,2, which is lower by overall
average rank by striking 40,6 positions. In Latiméyica weighted average of the institutions
rank is also very low i.e. 97,9, which is 25,5 piosis worse than the overall average rank. It
seems that institutions quality is really the issigmificantly hindering competitiveness for
both country groups, which is more pronounced irogea. Nonetheless, it is worth noting
that the weighted average rank of both country ggas virtually the same!

There are only 5 countries out of total, which rameked better by the Institutions pillar than
by the overall competitiveness ranking. In Eurdyalta is leading with Institutions pillar
ranked 25 places better than the overall. The fumtiier European country with positive
difference is Montenegro, although with only 4 posis difference. In Latin America clear
positive difference is present in Uruguay (29 posg), Costa Rica (11) and in Nicaragua (3
positions, with very low both rankings).

All the other countries lag behind in the institus ranking, compared to the overall ranking.
On the bottom of the list there are Ukraine, Russiaderations, Brazil, Venezuela, Mexico
and Argentina. While these are generally large ti@8) one may propose a hypothesis that
smaller countries seems to have better institutishdle the larger are more complicated to
“manage” through institutional framework. Howeviera number of smaller countries
institutions also seem to be a bottleneck for Werall competitiveness (Table 3).

TABLE 3: Ranking according to GCR and Institutions pillar

COUNTRY GClrank | Institutions | Difference | COUNTRY GClrank | Institutions | Difference
Malta 56 31 25 | Uruguay 75 46 29
Montenegro 82 78 4 | CostaRica 63 52 11
Albania 109 114 -5 | Nicaragua 111 108 3
Slovenia 39 44 -5 | Chile 26 29 -3
Bosnia and Herz. 106 113 -7 | Guatemala 87 91 -4
Hungary 47 54 -7 | Honduras 83 89 -6
Estonia 27 34 -7 | Panama 59 66 -7
Moldova 97 105 -8 | Paraguay 121 129 -8
Macedonia, FYR 94 102 -8 | Trinidad and Tobago 84 92 -8
Serbia 91 99 -8 | Jamaica 78 87 -9




Croatia 57 65 -8 | Colombia 69 79 -10
Latvia 45 59 -14 | Dominican Republic 96 107 -11
Slovak Republic 41 60 -19 [ El Salvador 67 84 -17
Romania 74 94 -20 | Bolivia 105 124 -19
Lithuania 38 58 -20 | Peru 86 106 -20
Bulgaria 79 109 -30 | Ecuador 103 125 -22
Poland 51 82 -31 | Brazil 72 104 -32
Czech Republic 33 69 -36 | Venezuela 98 131 -33
Ukraine 73 115 -42 | Mexico 52 85 -33
Russian Federation 58 116 -58 | Argentina 85 123 -38
EUROPE (avg) 64,9 80,1 -15,2 | LATIN AMERICA (avg) 81,0 92,9 -11,9
- weighted average 61,6 102,2 -40,6 | - weighted average 72,4 97,9 -25,5

Source: WEF(2007)

The mentioned hypothesis was tested using simmadiregression on the (logarithm of)
population to the Institutions rank. Indeed, the@ems to be a rather strong negative

correlation between the two variables, explainirggerthan 50% of variance. (Figure 2)

FIGURE 2:
Institutions rank
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3. Detailed analysis

A. Public institutions

Property rights are assessed using survey questions on the pootettproperty rights (1)
and protection of intellectual property (2). Sitaatin Europe is strikingly bad and slightly
better in Latin America, but still not well.

1.01 Property rights

The perception of the protection of property rightsleveloping Europe is very unsatisfactory
with average rank as low as 108,9, full 47 positiarse than the overall average rank. The
average rank for Latin America is slightly bettean in Europe, which means also very low
position. The negative correlation with countryesig rather significant.

FIGURE 3:

Property rights
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1.02 Intellectual property protection

The perception of the protection of intellectuagerty in developing Europe is somewhat
better than the former indicator, however stillyiw 99,7. In Latin America situation is
perceived to be significantly better with averagekr(81,1) only 8,7 position worse than the
overall GCI rank. There is no clear correlationhagbuntry size.




FIGURE 4:

Intelectual property protection
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Ethics and corruption is measured by influence on corruption on diversibpublic funds
(1) and public trust of politicians (2). The sitieatis near to a catastrophy in Latin America
and somewhat better regarding corruption in Eurbpejever still very much below the
overall competitiveness ranking.

1.03 Diversion of public funds

Corruption in order to diverse public funds is afdetter factors of public institutions in
Europe, if one can say so for the average rank &8J7atin America it is one of the most
evident problems, with the average rank of low I negative correlation with country
size is rather strong and significant indicatingttim larger countries under review it seems to
be more difficult to combat corruption.




FIGURE 5:

Diversion of public funds
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1.04 Public trust of politicians

For both country groups the politicians are naostied, which is more evident in Latin

America (112) while also very low in Europe (10Bhe correlation with country size is

negative and rather significant which is ratheeiiesting indication that in the smaller
countries business community is somewhat less yarmdpout politicians.
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FIGURE 6:
Public trust of politicians
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Undueinfluence is assessed by the judicial independence (1)aratifism of government
officials (2). Both indicators are virtually thersa for both country groups, slightly better in

Latin America, still very unsatisfactory.

1.05 Judicial independence

This seems also to be very evident problem withiayeerank 100 for Europe and 95 for Latin

America. The negative correlation with country seeaot very significant.

10

0,0



FIGURE 7:

Judicial independence
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1.06 Favoritism in decisions of government official

Average ranks are almost identical as in the forimdicator i.e. very low: 101 for Europe and
96 for Latin America, which may indicate that tetindicators are thoroughly connected.
Again, the negative correlation with country sigeot significant.

FIGURE 8:
Favoritism in decisions of government officials
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Government inefficiency, measured by perceived ,waste” in

public spendingburden of

regulations (2), legal framework efficiency (3) agalernment policy transparency (4).

Situation is very bad, particularly regarding regaty burden i
transparency o government policy in Europe.
1.07 Wastefulness of government spending

n Latin America and

There are 3-digit averages for both country grawgsl06 for Europe and 102 for Latin
America, indicating that public spending are noedied towards improving competitiveness
but for social purposes and subsidies. The negatimelation with country size is not

significant.
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FIGURE 9:

Wastefulness in government spending
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1.08 Burden of government requlation

This is almost the worst ranked indicator bothEarope (107) and Latin America (114).
Ever changing, without clear information preserttedusiness community and with little

help of local administration, regulation is pereshas overwhelming burden. The negative

correlation with country size is not significant.
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FIGURE 10:
Burden of government regulation
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1.09 Efficiency of legal framework

Legal framework efficiency is very low both in Epen(104) and in Latin America (105). The

negative correlation with country size is rathgngicant.

FIGURE 11:

Efficiency of legal framework
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1.10 Transparency of government policymaking

This seems to be the single worst problem for developing Europe with average rank
unbeleivably low (115), full 53 positions worse than overall competitiveness ranking.
In Latin America situation is perceived to be much less bad (96). European countries
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under review are not using modern communication skills to present government
policies to the business community, and even more — the problem is that regulations
are changing and implmented so fast that there is no time to adapt. The negative
correlation with country size is not very significant.

FIGURE 12:

Transparency of government policymaking
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Security is measured by business costs imposed by terrdtisorime and violence (2),
organized crime (3) and reliability of police. Sition is alarming for Latin America and
rather bad in Europe. However, situation regardengprism is somewhat better in Latin
America and crime in violence is better controlledeveloping Europe.

1.11 Business costs of terrorism

Among the analyzed factor, this one is standing the best with a good average rank of
50 in Latin America and 85 in Europe, indicating that terrorism is not perceived as a
very significant threat for business. There is no correlation with country size.

FIGURE 13:

Business costs of terrorism
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1.12 Business costs of crime and violence

For Latin America situation is very worrisome iewerage rank is 118 while in Europe much

less so with average rank 79. The negative coielatith country size is not very

significant.
FIGURE 14.

Business costs of crime and violence
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1.13 Organized crime

Almost the same stands as for the previous indieaith virtually identical indicator for
Latin America (117) but rather worse in the cas&ufope (98). The negative correlation

with country size is not very significant.
FIGURE 15:

Organized crime
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1.14 Reliability of police services

Nothing is very different from the previous two icators, with average ranks of 100 for
Europe and 115 for Latin America. The negativeaation with country size is not very

significant.
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FIGURE 16:

Reliability of police services
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B. Private institutions

Corporate ethics, measured by single survey indicator i.e. etheddavior of firms.

1.15 Ethical behavior of firms

Situation is very unpleasant in Europe (109) agdificantly better in Latin America (82). It
is worrying to find out that corporate ethics i€lslow in developing Europe, meaning that
fraud of any kind and rootless profit seeking dile\ery present. There is no correlation with
country size.

FIGURE 17:
Ethical behavior of firms
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Accountability, measured by auditing standards (1), efficacyogbarate boards (2) and
shareholders protection (3). Efficacy of boardsrset® be rather well. Other two indicators
for Latin America are equal to overall competitieea while very problematic in Europe,
especially protection of minority shareholders.

1.16 Strength of auditing and reporting standards

Situation is bad in Europe (93) while in Latin Angarsimilar to overall competitiveness
position (77). The negative correlation with coyrdize is not very significant.
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FIGURE 18:

Strength of auditing and reporting standards
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1.17 Efficacy of corporate boards

This is the best indicator within the Institutigmiar, with ranks 67,4 for Europe and 69 for

Latin America. There is no correlation with coungrye.
FIGURE 19:

Efficacy of corporate boards
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1.18 Protection of minority shareholders’ interests

Unlike previous, this issue is on the top of tis¢ ¢if the problematic factors of private

institutions quality in Europe (115) while not serpeived as problem in Latin America (72).

There is no clear correlation with country size.
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FIGURE 20:

Protection of minority shareholders’ interests
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3. Summary and conclusions

For both country groups that the “Institutions” kas significantly worse than the overall
competitiveness rank. In developing Europe, weijlateerage position is as low as 102,2,
while in Latin America stood at 97,9. What follovgsthat the weighted average rank of both
country groups is virtually the same! It seems thstitutions quality is really the issue
significantly hindering competitiveness for bothuatry groups, which is more pronounced in
Europe.

A. Public institutions: Situation in Europe is strikingly bad fBroperty rights and slightly
better in Latin America, but still not well. Ethics and corruption the situation is near to a
catastrophe in Latin America and somewhat bettarcBng corruption in Europe, however
still very much below the overall competitiveneasking.Undue influence is virtually the
same for both country groups, slightly better itii@&merica, still very unsatisfactory. With
Government inefficiency situation is very bad, particularly for regulatdmyrden in Latin
America and transparency o government policy iroper For Security situation is alarming
for Latin America and rather bad in Europe. Howesgduation regarding terrorism is
somewhat better in Latin America and crime in uigke is better controlled in developing
Europe.

B. Private institutions Corporate ethicsis very unpleasant in Europe (109) and signifigantl
better in Latin America (82). WithiAccountability, Efficacy of boards seems to be rather
well while auditing is virtually equal to overalbmpetitiveness while protection of minority
shareholders is a very significant problem in dep®lg Europe.

There is a significant negative correlation betwgsstitutions” pillar and country size,
meaning that smaller countries seem to have hetgtutions, while the larger are more
complicated to “manage” through institutional framoek. On the level of indicators,
significant negative correlation with property righcorruption for public funds, trust of
politicians and efficiency of legal framework. Calation is less significant for judicial
independence, transparency, crime and violencanaed crime and quality o police as well
as auditing. These issues seem to require morg gffl@rger countries. Main findings are
summarized in Table 4.

TABLE 4: Summary of main findings

Regression to

Average rank Difference to GCI rank ;
Latin Latin countrzy size
Europe America Europe America R
GCI 61,6 72,4 0,0 0,0
INSTITUTIONS 102,2 97,9 -40,6 -25,5 0,525
A. Public institutions
1. Property rights
Property rights 108,9 86,0 -47,3 -13,6 0,364
Intellectual property protection 99,7 81,1 -38,1 -8,7 <0,1
2. Ethics and corruption
Diversion of public funds 88,7 107,0 -27,2 -34,6 0,346
Public trust of politicians 102,9 112,2 -41,3 -39,8 0,307
3. Undue influence
Judicial independence 100,5 94,7 -39,0 -22,3 0,217
Favoritism in decisions of government officials 101,0 95,7 -39,5 -23,3 0,106
4. Government inefficiency
Wastefulness in government spending 105,7 102,0 -44.2 -29,6 0,118
Burden of government regulation 107,4 114,0 -45,9 -41,6 0,126
Efficiency of legal framework 103,6 104,7 -42,1 -32,3 0,324
Transparency of government policy-making 1151 95,9 -53,5 -23,5 0,229
5. Security
Business costs of terrorism 85,1 49,9 -23,6 22,5 <01
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Business costs of crime and violence 79,3 118,2 -17,8 -45,8 0,279
Organized crime 98,1 117,2 -36,5 -44.8 0,267
Reliability of police services 100,1 115,4 -38,5 -43,0 0,248

B. Private institutions
1. Corporate ethics

Ethical behavior of firms 108,7 82,4 -47,2 -10,0 <0,1
2. Accountability

Strength of auditing and accounting standards 93,5 76,9 -31,9 -4,5 0,213
Efficacy of corporate boards 67,4 69,2 -5,8 3,2 <0,1
Protection of minority shareholders’ interests 115,5 71,8 -54,0 0,6 <0,1

Structural similarity is rather low with only thelfowing 7 survey (out of total 18) question
rankings have a difference less than 10. Genefadlse are regarding government
inefficiency. Other factors are very different. itaAmerica seems to be worse in diversion of
public funds due to corruption, organized crime hadiness costs of crime and violence,
whereas business community in developing Europgisficantly less satisfied by business
ethics, protection of property rights and the wagghe situation with the protection of
minority shareholders’ interests.

TABLE 5: Similarities between Developing Europe and_atin America

Indicators Difference
Efficiency of legal framework -1,1
Efficacy of corporate boards -1,9
Government spending 3,7
SIMILAR Favoritism in decisions of government officials 5,4
Judicial independence 5,8
Burden of government regulation -6,6
Public trust of politicians -9,3
Reliability of police services -15,3
Strength of auditing and accounting standards 16,4
Diversion of public funds -18,3
Intellectual property protection 18,6
Organized crime -19,1
DIFFERENT Transparency of government policy-making 19,1
Property rights 22,9
Ethical behavior of firms 26,3
Business costs of terrorism 35,2
Business costs of crime and violence -38]9
Protection of minority shareholders’ interests 43,7
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FIGURE 20: Similarities between Developing Europe iad Latin America
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