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Opening Remarks

Graham Joscelyne, President, ICGFM
Auditor General, World Bank
Joyce Elam, Dean, College of Business Administration, Florida Inter national University

Graham Joscelyne, President, ICGFM
Auditor General, World Bank

Before | spesk | would like my colleegue to make some opening remarks. We have
collaborated for some while with Florida Internationa Universty to bring you this conference.
I’'ve had the pleasure of speaking here before and of attending a least on one other occasion.
Looking at the topics that this conference has covered over the years, | think we have tried as two
organizations to be forward-thinking, forward-looking and proactive as we attempt to see what you
and | will be facing as we do our business.

This year should be no exception, and | think al of you, jus by your presence here,
demonstrate to us that Egovernment is something about which you care. If you don't care enough
about it yet, you've come here to learn something about it. It is something which is affecting every
one of our lives. As you go through the week you are going to discover just the extent to which
you should be diveto it asfinancid managersin your organization.

It is my pleassure to welcome Dr. Joyce Elam. Her background is one which lends itsdf very
well to what we are going to be discussing this week. You've got her resume in your packet, but |
would jugt highlight one particular aspect of her work—that is that her background in Strategic use
of information technology to support individua and group decison making. | think this puts her at
the forefront of the organization that she represents, the sort of organization that we wish to partner
with to ded with issues like E-government.  She has written and lectured extensvely on this topic.
It ismy pleasure to welcome her to open the conference.

Joyce Elam, Dean, College of Business Administration, Florida I nternational University

Good morning everyone. It is my plessure to be with you this morning to welcome you to this
conference. | dso bring greetings to you from Presdent Modesto Maidique who is the president of
Horida Internationd Universty. What | want to do this morning is to tel you just a little bit about
Florida International Univerdty and about the College of Business Adminigration and the School
of Accounting.



Florida Internationa Universty is a young universty. We are only 29 years old. However,
we are one of the fastest growing universities in the United States. We have over 30,000 students,
over 1,000 faculty and over 200 different programs. Over the last couple of years we have
achieved a number of very exciting milesones. Firgt of al, the Universty was just recognized as a
Research | univerdty, and that's very important. There are only about 200 univergties in the entire
nation that have achieved tha didinction. What that means is that our university is one of te top
universities in terms of sponsored research and production of doctord sudents. So Florida
Internationad Universty is seen as a mgor player in the creation of new knowledge in a number of
different disciplines.

Also, we will be dating a college of law in 2002, and a football team about which we are
excited too. And we were just recently given a Phi Beta Kappa chapter. It's interesting to note that
there are many universties that have been around for hundreds of years who have yet to achieve
that digtinction. So our universty is clearly one of the risnhg stars on the nationd higher education

landscape.

But the College of Business has dso had its own sgnificant accomplishments over the last few
years. This last December our reaccredidation with the AACSB, which is the predtigious
accrediting agency for colleges of busness, was reaffirmed. There are only about 400 colleges of
business throughout the world that have achieved this digtinction.

The College of Business has about 5000 students in both our graduate and undergraduate
programs, and we have over 100 faculty. The large mgority of those faculty have Ph.D. degrees
and are distinguished as researchers and scholars in their own field.

The College of Busness Adminidration a Florida Internationd Universty is dso known for
its work in information technology and international busness. We have a wide vaiety of very
innovative, forward-looking programs in each of these two areas. If you were to come to our
campus, what you would find would be a very high-tech learning environment. Our graduae
sudents are required to have laptops and we're totally wirdless in our college of busness. So
you're likdy to see the dudents dtting in the hdls or gtting out on the grass with their laptops
connected to the Internet doing their work. All of our coursework is on the Internet and you will
find e-business topics infused throughout our entire curriculum. Our god is to create, within the
business school, a modd of how the world is going to be for the students once they graduate from
the college. So | was very excited when | found out what the theme was going to be for this
conference—E-government. It is the e—the e-government, the e-education, tha is a very, very
important topic. The Internet is going to change the lives of dl of us, be it in education, be it in
busness, be it in government. | think you're going to have a fabulous program over these next few

days.

| dso wanted to talk about our School of Accounting. It 5 one of our strongest departments
and if you were to go into our community and talk to the business leaders, they would tdl you how
proud they are of al of the graduates that come out of our School of Accounting. The School of
Accounting just recently received redffirmation of its accreditation from the same organization, the
AACSB, that accredits the business school.  This is quite an accomplishment as there are only 140
schools of accounting from among over 3,000 that have been accorded this digtinction. This is the



fird time that we have announced this in public. We just heard about it. There is a mgor annud
meeting of the AACSB in April where it will become officid. But | would like to take this
opportunity to congratulate Dr. Dittenhofer, the Director for the School of Accounting, and the
entire faculty in the school for this great accomplishment.

It is quite a tradition, this conference. This is the fifteenth one in which the College and the
School have been involved. Dr. Dittenhofer tells me that it has grown from 30 attendees at the
vey fird conference, to the one today where you are expecting over 400 individuds from dl
around the world. | would like to congratulate Mr. James Wesherry of Casals & Associates for the
outstanding program that he has assembled for you this week. | dso want to acknowledge the hard
work and dedication of Dr. Mort Dittenhofer who redly is the heart and soul of this conference and
aso Ms. Ana Egevil, the Conference Secretary. She is dso the Office Manager for the School of
Accounting. | know they work very hard on this conference. They pretty much work on this
conference dl year long. Once one is completed, they get started on next year's conference. So |
redly want to thank them for their hard work.

| looked over your program and | want to tell you that I'm redly impressed by your interest in
the improvements that can be achieved in governmenta organizations. The information that you're
going to acquire in the next few days will certainly ke valuable to you as you drive to make those
improvements in your own organization. You are properly assuming your responghility to your
ctizens and condituents by participating in the fine collection of technicd and governmenta
subjects that have leen sdlected for you during this conference. We gpplaud the excellent array of
speakers who have volunteered to bring you the latest knowledge and methodologies and concepts
and research that will alow your governments to operate more efficiently and effectively. Good
government is a privilege to which we are dl entitled, and we agpplaud your interest in being a part
of this assembly with the intent of achieving improvements in the fine governments of which you
are apart.

The College of Busness Adminigration at Horida International University and the School of
Accounting are ddighted to have you dl with us during this conference. If you have the
opportunity we would love to have you come out and vist our campus. It is a lovely campus just
about ten minutes down the expressway, dtting on the edge of the Everglades. Were here to
provide you with any assstance tha you might need. Good luck and thank you very much for
atending and dlowing me to address you this morning.

Graham Joscelyne, President, ICGFM
Auditor General, World Bank

This is the fifteenth conference that we've had of this nature, as you've dso heard from Joyce.
It is my pleasure as President of the Consortium to welcome each one of you here, to ask that you
settle down as quickly as you can, find your colleagues, find new colleagues and new friends, learn
what you can from this conference and then return home and share it with your colleagues there.
I’m very conscious that within the organization where | work, the World Bank, that | have many
colleegues who would love to be here. | have a respongbility to teke what | learn from this
conference back to them and beyond that to their clients and beneficiaries. I'm sure the same goes



for each one of you. Many of you have travded a long distance. Maybe it was the attraction of
Miami that brought you here. Maybe it was the attraction of the United States that brought you
here. Or maybe it was something else.  But we think we ve put together a series of programs over
the next couple of days that should keep you fairly riveted on the topic of egovernment—what it
IS, what it means and what it should mean to you.

| would like to read something that | found in the March 24" The Economist magazine. It's
only a few days old and some of you may have read it. It's titled, “Caught in the Net.” 1I'm going
to just read some of the excerpts from it because | think it provides a flavor of what we can expect
over the next couple of days here and, as we move back to our countries, wiat we might want to
consder. It reads asfollows:

“Mr. Laxman, the presdent of the man paty in Indias ruling codition, made severd
mistakes. One was to accept some money that looked very like a bribe.  Another was to take it
without checking the credentids of those who offered it. But Mr. Laxman dso had bad luck. His
temptation took place in the Internet age. He and India’'s Defense Minister have had to step down
in disgrace. The presdent of the Samata paty which was dso the ruling codition has had to
resgn. Indeed, the entire government may yet fal. The clear victor, however, is the Internet
which is opening up government everywhere to scrutiny on a scale that has never been seen before.
It does this in severd ways. Fird, the Internet vastly lowers the cost of entry into the media
preserve. A Web dite costs much less than a printing press to set up and its running cods are
dramatically lower. An Internet newspaper dispenses with newsprint and physica digtribution, the
two largest costs for any newspaper. With the Internet, anyone can be a magazine or book
publisher, an invettigative reporter or even a televison dation.  Second, the Net's reach is far
greater. In the latest scandal, interested parties not just in India but d over the world had ingtant
access to an impressve mass of materid from the moment of publication. The red advantage of
the Internet will be seen in countries where the existing press is much less freer than Indias. And
no wonder. Internet dtes are intrindcdly harder to control than newspapers.  They have no
vauable and immovable presses to seize, no newsprint to ration, no disributors to lean on,
dthough Internet service providers can be intimidated. And if necessary, a Ste can be moved
abroad. As the amount of the information and the number of providers on the Internet expands, the
medium will become harder and harder to monitor. Much of the information may be rubbish, but
no wonder the world’ s despots are worried.”

Ladies and gentlemen, that to me sums up very nicely some current events in the world. But
these issues, dthough | mentioned the country India, could come from many of our countries
including my own country, South Africa. And so it does impact me. And the means of impact is
esentidly the E part of the conference theme. And what is this about? This conference is about E
and trangparency, E and accountability, E and good governance.

Once again, | would like to welcome you to this conference. Learn what you can, take & home
and understand that the world is fast changing. Thank you.



Keynote: The Opacity Index: Measuring the Effects of Opacity on Cost
and Availability of Capital Worldwide

Jacquedyn L. Williams-Bridgers, Pricewater houseCoopers

Good morning. It isa pleasure to see so many friends again and to have the opportunity over
the course of the week to make new acquaintances. Let me first congratul ate the International
Consortium and Florida International University for what promises to be yet again another
engaging forum where we can discuss, we can educate oursaves, we can debate issues that are
undeniably in demand of our attention.

Over the past few years we have become comfortable with the concept that transparency in
government functions, in business practices, reduces the opportunity for corruption. Transparency
International, the World Bank and others have produced very important indicators of perceptions of
corruption worldwide. To date, however, we have not had readily available to us measures of the
progress of each of our governmentsin reducing levels of corruption. Therefore, today, we at
PricaewaterhouseCoopers offer anew tool that enables measurement of the effects of lack of
trangparency or opacity on governments. We offer a measure of the effects of opacity on the cost
of capital and the availability of capital in countries worldwide.

Globd trading markets, the interconnectivity of governments, have exposed us. Our business
practices and norms, our deviations from the norm, have been reveded to our neighbors, to our
trading comptitors, to our partners around the globe. Over time the globa commercia
marketplace comes to assess how open we are in conducting business or dlowing busness
transactions to progress in country. They also draw comparisons over time. How open isit today
compared to the last time they did business with us?

What the marketplace finds is that in some countries the abuse of officid postion for
individua advantegeisrare. They find that requests for unofficia payments or bribesto
consummate business transactions are infrequent. Thereislow prevaence of demand for specid
payments in obtaining bank loans, when registering a foreign-owned company, when sending
capital abroad, when obtaining licenses for production, imports or exports. The marketplace finds
that in some countries good governance prevails, integrity and accountability are watchwords.
Ethicd gandards are clear. Civil society is educated about ethica standards and their education is
monitored over time as to their compliance with obligations to conduct themsealves in an ethica
manner. Oversght infragtructures in some governments are well grounded. The watchdogs are
ever vigilant.



In some countries we find that the public is often engaged in acrimonious debate about
economic policy. They are often engaged in the course of tax policy in the country. Thereis some
predictability about tax policy changes. A typicd investor can rather easly accessfinancid
information on private firms and has some assurance that the accounting transactions, the
accounting standards and their disclosure of information is going to be relatively sandard across
various businesses. And regulatory authorities in some countries operate in avery transparent
fashion. Some countries apply tax policies consstently from one business firm to ancther.

By way of contrast, in other nations the market does not see transparent practicesin
government. The opacity of governance is caused by any one of anumber of factors. There may
be nascent economies, emerging markets developing in countries. Some countries ddliberately
choose not to engage in international standard setting or adopt transparent practices. In other
nations we find very turbulent times. There is much change occurring—ingtahility in government
leadership. For any number of reasons, the business and capita market environments are not
atractive and they are not conducive to transparent business practices. Asaresult, investor
confidence diminishes. As economic vitdity of the nation grows increasingly dependent on the
globa marketplace, dl participants recognize that the relative transparency or opacity of anation’'s
capital markets makes for more attractive or less atractive investment opportunities. Transparency
makes for a predictable business environment, whereas opacity makes for a path strewn with
obstacles for businesses as well as governments. Quite smply, our behavior costs. The behavior
associated with opacity in the intersection of business, finance and government costs.

What doesit cost? Opacity hinders economic progress and development. The absence of
trangparency in economic activity and policies diminishes the potentia and the redlization for
economic progress. But thisisn't new. Researchers have long told usthat lack of trangparency in
accounting standards has a direct and immediate impact on the financia standing of our countries.
But to date there has been very little research on the impact of opacity on the cost and availability
of capital. That cost needs to be clearly defined. It needs to be understood by al and it needs to be
messured over time so that we have atrue sense of the impact.

But why should anyone care? Who should care? Business executives who are looking to
invest in country or looking to invest across nationd borders should care. Government officials
whose primary responsibility is the sewardship of public funds—they should care. Diplomats
whose misson it is to advance the business interests of local nationa firms and propel them into
the internationd marketplace—they should care. Regulatory authorities looking to ensure that
thereisaleve playing field for a busness should care. Lenders of finance who are responsble for
the due diligence and monitoring of costs that bankers and investors incur to ensure that managers
apply borrowed funds for intended purposes—they should care. Citizens. Every Sngle one of us
in this room should care because we come to expect our governments to invest our monies wisdly.
We come to expect our governments to invest in those indicators of success of economic progress
in the infrastructure, the hedlth, the education and the public welfare systems of our country.

What am | talking about when | talk about opacity? When we coined the term opacity we
meant the lack of trangparent, vaid, reliable, published, easily understood and widely if not
internationaly, accepted rules of engagement in capitd markets. It isthe vast and furious
intersection of commercid and government sectors and the regulatory environment that requires



these practices to be trangparent. Lega and economic policy, regulation and oversight practices
must be developed within countries. They must be homegrown. However, once our nations
venture into the international marketplace, the marketplace demands that we behave in acertain
way or wewill lose. WE I losein terms of investment opportunity. We will lose in terms of
investment capitd.

What feeds opacity? We identified five principa areas that will likely have the greatest effect
on the capita market. First and foremost—corruption. We know it well; we ve talked about it for
years. Second—our lega systems, judicid systems. If thereis not transparency in those systems,
certainly corruption will flourish and it will cost us, eventudly. Economic policy isthird,
including fisca, monetary and tax-related policy. Fourth, the accounting standards—not only in
government, but also in corporate governance. Laslly, the regulatory regime in country—
government policies that regulate business and business transactionsin countries.

Acronyms dways come in rather handy, especidly when our memory tendsto fal us.
Therefore | will not disgppoint. CLEAR is the acronym that we have coined for the five
dimensions of opacity. | apologize to my neighbors, my Spanish speaking neighbors. CLARA
perhaps is a better acronym. But for purposes of consstency in dl of these presentations
worldwide, we will use the term CLEAR. CLEAR denotes the many dimensions, the many aspects
of governancein need of attention as we look to identify those strategies which we need to improve
in order to enhance trangparency in the capitd market.

Why? Why these five? Opeacity is difficult to messure regardless of what kind of inputs you
identify asbeing critica. Typicaly in the area of corruption, the lack of trangparency has been
discussed in terms of ethical concerns, traditiond mores, cultura norms. All of thisis very
important, yes, but we believe that there are five more objective measures that we need to focus on
if we are going to get serious about what we need to do to address corruption.

Fird, in the corruption area, there may be an environment in a country which enables
corruption in the form of bribery and favoritiam. It will affect the cogt of capitd if firmsare
crowded out of the marketplace because palitically connected lending replaces lending that is
based on economic factors. Itisquite smple.

Second, in the lega ream, there may be laws for procurement or contracting where red or
intellectua property rights are opaque, confusing and inadequate. Predictability of the judicia
system and enforcement of laws may be uncertain in country. Thisleads to corruption.

Economic palicies, including interest rates, foreign exchange rates, tax policies may change
unpredictably—there is no certainty. Tax policies may be applied retroactively. Thisleadsto
corruption.

Accounting standards may be inconsgstent in country. There may be limited adherence to
some accounting norms by government, by the centra and private banks, by private firms, by sate-
owned enterprises. Potentid investors accessto financid information on publicly traded
corporations may be extremdy difficult to obtain. And bankers infrequently provide regulaory



authoritieswith dear information. We believe that firms that have good access to information have
a better basi's on which to make their risk assessment decisions regarding investment in a country.

Lastly, business regulation may be unclear or inconsstent. If government regulation of
business policy is poor, if corporate tax policy is applied incongstently across countries, thiswill
raise the cost of doing business and domestic capitd markets may suffer.

Opacity inany one or dl five of the dimensions certainly will increase the cost and the
availability of capitdl. Are there some countries that have gotten this quite right and diminated
opacity? Are there some countries that have moved to address the very five areas that drive capita
markets? Are there countries that have diminated some of these obstacles to economic progress?
Y es, there are some countries that have done a better job than others, but no oneisgoing to get a
perfect score in thisgame. We dl have work to do.

PricewaterhouseCoopers established an Endowment for the Study of Transparency and
Sudainability in which we assembled a team of renowned experts including economists, andysts,
academicians and business leaders to develop the Opacity Index. The Index offers some
reasonable estimates of cost and availability of capitd, but there are no absolutes. The report that
we issued in January of thisyear isthefirst in aseries. We expect to increase the number of
countries beyond the 35 that wereinitidly in our study in the coming months. The Index offers
what we cdl an O-Factor, an Opacity Factor, for each of the 35 countries that we included in our
initia study.

The O-Factor is a composite score representing data inputs on the five dimensons that |
aticulated earlier. The O-Factor was then used dong with other data on foreign direct investment
and portfolio flowsin country to derive the impact of corruption and opacity on capitd markets.
As much as people would like to define the Opacity Index as aranking, itisnot aranking. The
Index presents ascore. Perhaps a more productive use of the O-Factor isto look behind the
scoring of the individua dimensions of the Opacity Index because it is on those dimensons where
we need to focus our attention to improve the strategies that underlie our economic policy, our
legal systems, our accounting standards and the like.

The Opacity Index relates very well to other measures that have been devel oped by the World
Bank and Transparency Internationd. In fact you will find some corrdaions. The difference,
however, isthat thisis anew measure in that it enables more focused attention on selected aspects
of opacity. We can aso estimate the hidden differential effects of opacity on the cost and
availability of capita, usng not only survey information which isrelied on in other measures, but
adso publicly avallable data, satisticd financial dataas well as other primary and secondary
research.

How will the Opacity Index hdp? It will help in anumber of different ways. It can be hdpful
for private and public sector decison making. It can be used by businesses to make more informed
choices about the relative risk associated with investment in one country versus another country. It
can be used by governments to focus on their strengths and their weaknesses as they look to
improve their infrastructure to make it more inviting to investment. Governments can use the



Index to track their progress over time as they ingtitute legd and regulatory reformsin their
systems of governance.

We are looking to create a new language in our discussions of corruption. This Index gives us
asensefor the very firgt time of what our behaviors have cost us in terms of foregone foreign direct
investment opportunities. It therefore hopefully reinforces the argument for transparency that has
been made so oquently by othersin the padt.

There were some operating principles in the conduct of this evauation and in the publication
of future results of the Opeacity Index. We a PricewaterhouseCoopers intended for the Opeacity
Index to be a public good. Coming from many yearsin government into the private sector just Sx
weeks ago, you don’t know how important those words were to me—that the private sector
intended for something to be a public good. Our operating principles were that the Index, the
evauation methodology, the data that we used, the formulas that were designed to provide the
results, would dl be available to the public. And they are. They are on our Web site for your
consumption and use. We want dialogue about the Index. We want dialogue about strategies that
work. We want exchange about best practices. Or Web site dlows for comment, for criticism, for
sharing of ideas and information, and we invite your input.

Let metak alittle bit about the methodology that we used before sharing with you the results
that were outlined in our firgt report. Firgt, we assembled a survey team that went around the world
and conducted interviews of chief executive officers and chief financid offers of medium and
large-sized businesses. We talked to bank loan officers, we talked to equity andysts and we talked
to our own PricewaterhouseCoopers staff in the 35 countries that we had selected. The questions
were amilar, but they were customized to be responsive to the expertise of the individua
interviewees. The countries we selected represented all mgor emerging markets and afew mature
indudtridized nations. The countries therefore can be grouped by geographic location and they can
a0 be grouped by the nationd income levels.

We asked our survey population to indicate the importance of the five key dimensions of
opacity in determining the cost of capitd. We had ateam of renowned expert economists from
around the world to use those survey results across the five dimensons and create an overdl
opacity score—the O-Factor score. This composite score represents the leve of opacity in each of
the 35 countries.

The economists then used that opacity score in conjunction with data on foreign direct
investment, on portfalio flows, to determine the economic cost of opacity, i.e., ameasure of the
risk premium paid by governments for borrowing. Nationa governments obtain funding from the
international marketplace in order to meet their spending needs and pursue education, nationa
defense, infrastructure and investment. Sovereign bonds, by their nature, backed by the full faith
and credit of the government, are then issued and traded in countries representing an important
aspect of that country’s participation in the internationd capitd market. We looked to determineif
countries with more opagque practices generadly paid investors more by way of arisk premium, a
spread if you will, over what any benchmark country might pay. An example benchmark might be
the United States, because our default rate on bondsis relatively low. We looked to understand



what portion of the price of an asset results from opacity. We recognize that the price of an asset
dready reflects some market assessment of the risk of that particular investment.

So we devel oped three related data streams. firdt is the O-Factor, second isthe risk premium
that countries pay for borrowing, and the third stream was a tax-equivaent view of opacity. Thisis
the additiona tax, the hidden surtax, that businesses pay when they invest in country due to the
opacity—the corruption—in particular countries. At the end of April we will produce yet afourth
measure, and this is foregone foreign direct investment or lost opportunity for foreign direct
investment in country due to corruption and opacity.

Looking at the results of our analysis across the firgt three data streams, for those of you who
have a mathematic appetite, again | will not disgppoint. Our survey results generated a score for
each question from each respondent. We converted the survey results to a uniform four-point scae
and we equdly weighted each of the dimensions for input into the formula. We did not make an
attempt to determine whether or not lega opacity outweighed regulatory opacity, or whether
accounting standards were more important. We will leave that for you to do should you choose to
use the formula. Y ou can apply certain weights according to the value structures that you place on
each of those various dimensions of opacity in your country.

Let'slook at the results. What you'll see are the 35 countries arrayed and across the top, the
five dimensions of opacity. Firg notice that dl the countries are in aphabetica order, not a
ranking system for countries. The best possble score would be a zero, meaning that dl of the
respondents felt that al of the five dimensions of corruption or opacity were perfectly clear,
perfectly trangparent. There are none there. The worst possible score would be 150, indicating that
al the respondents et al of the five key dimensions of opacity were perfectly opague—happily
none there aso.

We use Singgpore as our benchmark because they have the lowest score based on the survey
results. Again, the O-Factor, the Opacity Factor, aggregates survey results across the five
dimengons rather than from any one zone of inquiry. Therefore, some of the O-Factor scores may
seem a bit inconsistent with some measures that you' ve seen in the pagt, again, because we ve
included dimensions that have not been surveyed in the past by any of the other organizations.

Let’smoveto aregiona comparison, our South American neighbors. Again, we have
Singapore as the benchmark. Chile scored ardatively low O-Factor among the 35 countries. Our
survey indicates relatively low levels of opacity in Chile. By comparison to its regiond neighbors,
Chile appears to have more transparency across the five dimensions than Argentina or Perul.
However, using the Index in a different way, if you look under the economic policy column, it
appears that there is opportunity for each of the three countries to focus their attention on how they
might undertake some improvements to make them even more atractive to foreign investors.

Another regional comparison here—Indonesia, Thailand and Pakistan. If you look at
Indonesia, their levels of opacity are rdatively higher across the five dimensions when you
compare them to Thailand and Pakistan. Again, there are targets of opportunity clearly in the legd
and economic policy area.
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The second measure of opacity is the tax-equivalent view. Here the measure we devel oped
relaes to opacity having the effect of a surtax on foreign direct investment, which is equivdent to
an increase in the corporate tax rate for a country. Foreign direct investment is recognized as being
very important to economic growth, particularly in developing nations and emerging economies. It
provides needed technology and the know-how to develop managerid and marketing skillsin
country. Therefore, every unit of lost foreign direct investment is alost opportunity for faster
economic growth.

Let’slook at the survey results for the tax-equivaent view. Again, looking across the same 35
countries, Singapore is our benchmark. An increase in opacity from the level of Singapore, to
which we ll atach a zero, to the level of Brazil, has the same negative effect on both domestic and
internationd investment as a 25 percent increase in the corporate tax rate. Looking again a a
regiona comparison, here you'll see tax rates ranging from 17 percent to 34 percent over that of
our benchmark country. Again, thisisahidden surtax on foreign direct investment—the cost of

opacity.

Of course the estimated increases in tax to firms does not generate tax revenue for the
government. Thereis no benefit there. And many countries look to reduce their tax rates to
provide incentives to investors, or countries that may oftentimes offer very generous concessons to
atract foreign investment. Importantly, our studies suggest that a high level of opacity can eesly
offset the benefit of atax cut. In other words, if agovernment were to choose to focusiits efforts to
reduce opacity in countries, such reform efforts may be more effective at increasing domestic
invesment and aitracting foreign direct invesment without reducing the tax revenues to
government. Opacity costs us.

Let'slook at the third view of opacity in government. The third data stream is a calculation of
cost defined in terms of anation’s risk premium on the cost of borrowing funds. How much more
does a nation have to pay to investors to buy sovereign bonds because of the opecity leve in
country, because of levels of corruption in country? National governments use various methods to
raise capitd including bank loans and equity bonds. When we asked chief financid officers,
bankers and equity anaysts, and PricewaterhouseCoopers staff in country to quantify that premium
for each type of cost of capitd in which they were familiar, we were able to develop arisk-
premium view thet caculates the premium cost on borrowing that countries pay.

Let me give you three caveats to this cadculation. One, our caculation alows for countries
that had very lucrative foreign currency reservesin country. In effect this means that the risk
premium that they pay islower. Second, countriesissuing bondsin hard currency typicaly pay
lower risk premiums than others. And third, some countries were able to borrow at very low
interest rates, lower than our estimated risk premium, as aresult of Stuations which economists
term extreme financia represson. That means that governments crowd out any private investment
through macroeconomic means such as the impaosition of subgtantialy low, below equilibrium,
interest rates. Thisfinancid repression generaly indicates alack of investment opportunities that
can compete with government issued debt. Individuasin country don't have any other options.
They don’'t have the opportunity to invest in savings or investment insruments outside of country
because the in-country savings instruments are the only mechanisms available to them. Therefore,
they bear the end-cost of these financid repression policies and unbeknownst to them these savers
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provide an involuntary subsidy to their government. Keep that in mind as you look at the risk
premium.

The opacity risk premium is presented here in terms of basis points. So, for example, the 639
basis points for Argentina trandatesinto an additiona 6 percent that Argentina must pay to
investors because of the opacity levelsin country or the risk associated with investing in the
sovereign bonds of that particular country. Y ou'll notice throughout the chart a high correlaion
between the O-Factors and the opacity risk premiums. Interestingly enough, we found thet a one
point incresse in the O-Factor leads to a 25.5 basis point increase in the interest rate that investors
demand in order to purchase new issue bonds from a country. The codt is high—extremely high.

Let’slook a Poland with 724 basi's points associated with opacity in country. Were Poland to
issue 4 hillion zloty in government bonds, that' s equivaent to about $US 1 billion, the opacity risk
premium implies an interest expense of gpproximately 180 million zloty. That's about $US 70
million per year which could be avoided by smply reducing the opacity or at least targeting those
drategies that had the most Sgnificant effect on the opacity leve in country.

I’l try to draw some conclusions about what we' ve learned with the Opacity Index. We ve
learned that our behaviors cost us. The levels of corruption in country, the unpredictability of laws,
incongstency and unpredictable nature of economic palicy in country, unevennessin the
gpplication of accounting standards and release of information across firms and the uneven
regulatory environment in our governments of business practices al cost. The costisred and
affects sustained perceptions over time by potential investors. The perceptions are that business
opportunity is not trangparent, it is not even-handed and ultimatdly investment is not worthwhilein
one country versus another.

Asapreview of coming attractions, as| mentioned earlier, a the end of this month we will be
issuing a second iteration of the Opacity Index which will include andyses of cost to countries
defined in terms of foregone foreign direct investment.

We look forward to the opportunity to hear from you. We invite your input and your
discussion, and the opportunity to invigorate the debate about the cost of opacity in government.
Please see our Web site for the details of the study and the methodology developed for your use.
Thank you.



The Integration Between E-Business and E-Gover nment
Mike Dufault, Deloitte Research

Thank you Graham, Mort Dittenhofer, as well as the rest of the Consortium. Please bear with
me. In Rttsburgh, even though it is April and spring, it is ill unfortunately very cold and | believe
| have caught a cold. | dso apologize for the fact that one haf of the dides did not make it in time
to be trandated into Spanish, but | understand that by the time the presentation gets put up on the
Web gteit will befully trandated.

When Mort contacted me and told me the topic of the presentation today would be “The
Integration Between E-Budness and E-Government,” | initidly sad, “Boy, that's grest. It's a
fascinating topic and everyone on the globe should be concerned with it.” And then my second
thought was, “Hmm, if | look at the financid pages in papers around the world and find that stock
markets are down, dot-coms are failing and venture capita has al but disgppeared, maybe | should
tak about something a little more happy like golf or music or the beach or butterflies or something
elsethat’ s not quite as depressing.”

But this concept was very wel chosen by the members of the Consortium. If it is not wdl
understood now, then I'm afrad in the future, e-business and its integration into e-government
could only wind up making cusomers, citizens, busnesses and whole communities worse off than
when they darted. So despite the current wariness around e-business and dl the negative things
that you might have heard going on in the world, this redly is a great opportunity to learn not only
from what's going on currently but aso from wha we see when we look a little bit into the future.
More importantly for governments, the old disparaging comment that the public sector is so much
dower than the private sector redly shouldn't be taken as disparaging right now. On the contrary,
this is an opportunity for governments to learn where businesses have faled and to succeed where
they have not done such a good job.

| know that in the five days that you have a the conference you'll be hearing about al the
specific technologies and drategies and management philosophies.  So | thought that in the brief
time that | have here today the best way for me to give al of you vaue is to redly tak about the
big picture—what's going on with e-busness and e-government, talk about some of the mgor
trends, talk about some of the future things of e-government. And most importantly, I’ll conclude
with what this relly meansfor folksin financid management.

To dart with, let's get an idea of just how big this e phenomenon is throughout the globe. The

numbers I'll be presenting here were culled from some of my friends in research firms such as
Gatner and Forrester and IDC, very reputable firms.  The fird number you see is from the year
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2000, which was lagt year, and the second number I'll be putting up is for the year 2004, which is
five years out.

To dat with, in the year 2000, Net users numbered 400 million throughout the world.
Anybody have any idea what they're predicting for 2004? They are saying there will be about 700
million people connected to the Internet. What does that mean for commerce? Wadll, for business
to consumer commerce, or typica business done over the Net, they estimate that in the year 2000,
$100 hillion of commerce took place. For 2004, they are estimating it will be $700 billion.

We are hearing a lot now about business-to-business commerce, estimated to be $1 trillion. In
five years the esimae is $7 trillion. After that we're not redly sure.  With dl the current
downturns in markets you might think that these numbers look a little bit high. But | redly don't
think so. It also doesn’'t mean that ebusiness is going to fal or by extenson that egovernment is
going to fal given what is going on today. Quite the contrary. | think what will happen is what
usudly happens and that is that the strongest ideas will live and will thrive.  This is where
governments redlly need to learn.

So you have a basic idea about how big E is. So the obvious question now is How do we
succeed? Today is your lucky day. Actudly the answer is much smpler than you think, and that is
to dat off with the premise that e-government redly is e-busness. It redly is the busness of
govenment. What tha means is that in the future dl you'll need to do is to transform your
enterprises to increase the vaue to your stakeholders and worry about different vaue chains of
savice ddivery that will ultimately lead to improved cusomer sarvice And while you're a it,
make sure that you have your Internet, your customer relationship management and your enterprise
resource planning tools dl integrated behind the scenes with data Make sure aso that you manage
channels of sarvice ddivery correctly and practice very sound financid management and transfer
your knowledge to dl your employees and then aso manage your revenue streams and make sure
you have cost accounting and human resources dl figured out. You'll probably want to integate
al those into your technology because what you redly want to do is have 24—7 dl-day, any-day
access to your services because you want to provide one-stop services. But if you have to market
al your sarvices to your customers, make sure they're going to be usng them. And a the end of
the day, wha you'll do is eventudly lower the cost of doing business and improve the vaue of
savice. S0, there you go. It's dl very smple. I'm sure there are no questions.  Graham, thanks
for your time. If you have any questions please let me know later on. I'll see you next year and
have a great time at the conference.

Wow. That's pretty impressve and that's adso pretty scary. Right now a lot of you are
thinking, “Okay, smart man, if it's this easy, why don’'t you just come to my government and do it
for me? And I'll go play golf or I'll go to the beach” Wadl, obvioudy there are so many
interrdlated technologies and concepts that it's often difficult to even figure out where to begin
looking & e-government or even where you see yoursglves as governments on a continuum.  So
let's do this. Let's just forget about this for a minute. Let's bresk down the big picture into pieces
that are alittle bit easer to understand.

Let's sart from the top with some basic principles of ebusness. It's bascdly just the use of
the Internet and related technologies to facilitate communication, collaboration and commerce with
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customers and suppliers.  We can think of al busnesses and e-businesses in particular, as having
an indde where they have this sdl sSde which essentidly deds with cusomers. The man god in
dedling with cusomers is to ensure that they are very loyd to your organization. It is a very
mutual and dependent relaionship and the closer the customers get to the company, the more
you'll be the provider of choice. Ebusinesses dso have a buy side where they are concerned with
having suppliers who provide them with al sorts of materials and information to make the products
that they need. Here the man concern certainly is tightening up the supply chain and making sure
that the goods flow as fredy as possble in a mos efficient manne—agan, a very mutudly
dependent reationship. The tools that you use to make dl this happen of course are e
procurement, ERP, Internet, customer reationship management (CRM). These aen't redly
foreign concepts. They’ve been going on for awhile. So thisisasmple look at e-business.

Now lets take a look at what e-government is essentidly, and I'm sure you'll note a lot of
differences.  Let's gart off with a definition. It is the use of the Internet and related technologies
to fadlitale communication, collaboration and commerce with customers and  suppliers.
Hmm...that's the same definition as e-business and | didn't just write it that way to make mysdf
look smarter. Structurdly, e-business and e-government are very much the same.  You can think
of them as both having an indde. They've got a sdl Sde where they ded with customers and the
customers can be citizens, businesses, organizetions or other governments. But instead of worrying
about loydty, which is something that businesses are very jedous about, governments essentialy
have 100 percent customer loydty. So rather than have to worry about people not using your
sarvices quite as much, the main focus is on sisfying customers and meeting their needs—again,

mutualy dependent relationship.

They dso have suppliers—the same thing about providing raw materids and goods to make
the products and sarvices that they use. They are dso very concerned with making the supply
chain as eficient as possble to facilitate the easy flow. The tools they use smply are the same—
the Internet, customer relationship management, eectronic procurement and ERP. One of the big
differences though goes back to what e-busness is al about; the main motivations are to increase
profits or to increase stockholdings. But as we' ve seen with the dot-coms, the two of those aren't
dways rdated. Government is a different sory and even though I'm sure we can dl say that there
ae many different reasons for government, the god of government is to be as responsble as
possible with government funds.

The bottom line is tha e-government and e-businesses redly have the same basic structures.
They seem to use the same technologies and use the same tools, and essentidly have the same
gods a heart, metaphorically spesking, the metaphor being that those governments that are most
responsible or demonstrate the most respongbility would have the highest vauations.

So a this levd the fundamenta concepts and practices are the same.  To redly understand the
integration between the two, let's look a some of the mgjor trends going on right now. We can see
some great Smilarities and differences

You could say that there are a million things going on right now in ebusiness and by and large

e-government throughout the world, and that trying to pin any of these down wouldn't make any
sense. But | don't think that's quite true. | think we can learn a lot by looking a what the hottest
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topics are. Let's start here.  For ebusiness, certainly one of the biggest things that businesses are
looking for are the correct busness models. Dot-com companies redly need to move away from
advertisng only and find different sources of revenue that are based on fee for sarvicess Many of
them will collgpsg many of them will die And | think a lot of this is basc economic principle
How many customers are out there to support auction Stes? There are probably not enough to
support 500 worldwide. Some of them are just destined to die. This is a case where the more
established businesses, or what we cal bricks and mortar companies, have an advantage over dot-
coms smply because they have an established customer base.

On the egovernment sde, we don’'t need to be concerned quite as much with getting business
models right now because we're not going to collapse and die if we don't plan correctly for e-
government. That's the big advantage. The bigger disadvantage is that the concepts and practices
aen't wdl understood and inefficiencies early on in the process will be caried out over a much
longer period of time.

Back on the e-busness side, e-busnesses ae using dectronic portas tha redly build
communities of cusomers to hdp in such things as product development, marketing and
digtribution—essentidly trying to get closer to customers.

On the government sSde—many governments have portads that are up in operation throughout
the world. And what they're doing right now is trying to move beyond just offering information on
the portds to offering two-way interactive transactions. Some of these are dready in place right
now, generdly the easest things such as tax filing, permits and licenses, and regidration. And they
are certainly looking to go further on in the future. Many governments have dready sad, “We
plan on having dl of our information and our government services online by the year 2004, 2005.”
| happen to think that's pretty aggressive and it is probably going to lead to a lot of disappointment,
but | certainly admire governments for trying to dedicate the resources to make that happen.

Certainly one of the largest things happening in busness nowadays is in customer relationship
management.  Again, what they are trying to do is to develop loydty networks of customers to
make sure that they are seen as a provider of choice. In governments that have tried customer
r