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Most financing in the developing world, including MENA, is of a private nature, while most research on financial markets in MENA has focused on public markets. A salient example of the former type, private equity (PE) funds operate with increasing success in MENA and project higher rates of growth. Both common and civil law legal origins are present in MENA.  This paper focuses on identifying whether the investment environment of a country (economic development, enforceability of law, legal origin) affects the structure of PE contracts or whether it is the level of experience of contracting parties that influences contract structure.  We find that while sections of contracts are hard-wired to the investment environment of the market where the contract is drawn, other sections are not, and take the form of bilateral agreements.  In particular, we find that the types of securities used (e.g. ordinary common shares vs. convertible preferred shares) and the sizes of investments (“deals”) are affected more by the level of GNI per capita and the “rule of law” index than by the origin of the local legal system.  Furthermore, many exit rights and other protective covenants that are not indigenous to local legal systems are in use, signaling a timely transfer of knowledge assets through this industry, in a region of the world where stocks of “know-how” are in relative scarcity. 

1. 
Introduction

Hart (2001) defined financial contracting as the theory of the kind of deals which are made between financiers and those who need financing. These deals range from a simple debt instrument in the form of a promissory note to an investment memorandum with tens of contractual clauses, covenants and contingent scenarios. Looking at the vast literature done on contracts and investigating the real world for the range of diversity in the contracts themselves makes us ask two major questions: (1) why do contracting parties write sophisticated contracts in the first place? (2) What factors affect the contracting parties' decision and determine the contract’s structure?

To answer the first question we briefly turn to literature on theories of the firm, contract, control and property right. The combined
 theories directly imply that due to moral hazards and adverse selection, the investor can not verify the returns of an investment and thus has to structure a contract that lines up her own interest with that of the entrepreneur/management. This could also be achieved by choosing the proper type and size of securities to change the capital structure of the firm receiving investments and lead to a change in the incentives for management. Thus sophisticated contracts are drafted to optimize the returns of an investment through creating an incentive scenario for both contracting parties. It also mitigates the issue of expropriation of minority investors by management and majority investors through creating special exit rights and protective covenants.   

This paper will attempt to answer the second question asked by relating exogenous (relating to the country where the investment is taking place) and endogenous (relating to characteristics of the contracting parties) factors that influence the behavior of the contracting parties and affect the structure of the contract written. We go through each covenant or right used and test for the strength of the relationship between its usage and internal and external factors of the firm and country in which the investment is taking place. In doing so we explain that while the use of some contractual clauses, rights and covenants are directly connected to the structure of the legal system, its enforceability and level of economic development of a nation, others are solely dependant on the actions and level of experience of the private equity group. 

In many ways this paper will build on previous success done in the field of law and finance, and will be a continuation of the work done by Lerner and Schoar (2004) on developing markets and Kaplan, Martel and Stromberg (2003) on developed nations of Western Europe. Our findings and methodology help explain the difference in outcome of these papers especially that we control for the experience
 of the private equity groups in a way that was not used by either paper.

Throughout our analysis we relate the use of contractual clauses that build up the financial contract to two sets of factors, exogenous and endogenous. Exogenous or external factors are institutional factors that affect the investment environment of a country. The private equity group, as a contracting party, has three choices when dealing with these factors: (1) do not contract in this country, (2) contract in accordance to these factors, which is referred to as going local (3) contract around these factors by replicating the first optimal contract
. Endogenous or internal factors, however, are those which the private equity can control and to a great extent affect the structure of a contract. As a result of using both internal and external factors we have been able to find that while some areas of a financial contract are indeed dependant on the legal origin and other institutional factors of a country, others are not. This in a way shows that the two previously mentioned papers did not reach contradicting but rather overlapping ones; this will be discussed later on in section 2. 

We have chosen the private equity contracts done in the MENA region for two main reasons:

1. Private equity is new to the region, the oldest contract we have dates to 1996. This means that the choice of structure of a contract will tend not to be affected by the learning effect
 but rather by both the legal and institutional factors of the country on one hand and characteristics of the private equity group on the other. It is safe to assume that if the members of the investment team had an experience working in a U.S. based group, they will tend to replicate certain clauses used in the U.S.

2.  Countries of the region have either a common or a civil legal origin and the Islamic Sharia’ is dominant in the region which gives us an added angle to see how the legal origins affect the choice of contracting. The bimodal legal origin of the countries has proven to be an excellent control mechanism, since it reduced the use of dummy variables in the regression model.  


Overall we have been able to collect 77 private equity contracts from 9 different private equity groups in 8 different countries of the MENA region.
 We note that many private equity groups in the region own investments in international funds
, but since we are focusing on the MENA we only asked for investments done in the region. We also note that though there is an increase in the rate of investments in the region for the past three years due to the increase in liquidity, most of the regions capital is still invested elsewhere. 

The paper will proceed as follows: in section 2 we will review earlier literature, particularly in the past few years. In section 3 we will describe the sample and do a cross regional comparison with similar work done in the field. We analyze the data in section 4 and finally we provide conclusions in section 5.      

2.
Review of Earlier Literature

Financial contracts are affected by the legal rules and the quality of their enforcements. We trace the literature of law and contracts back to Coase and then move to more recent literature which primarily focuses on the legal origin as a deterministic of the ability of a firm to easily and efficiently structure a financial contract. Coase (1960) related law to the economics of contracts and found that market participants can bargain among themselves, without the need of a legal entity, in a way to achieve optimal outcomes when the property rights are well defined and transactions costs are zero. He also implies that when optimality is not attained then the government must engage in corrective actions through taxes, regulations and legal rules. Coase, however, made no distinction between civil-law and common-law and how do they facilitate or hinder structuring contracts.

LaPorta Lopez-de-Silanes, Shleifer and Vishny (Hence forth LLSV) (1997) found that in countries where the legal systems enforce private property rights, support private contractual agreements and protect the legal right of investors savers are more willing to finance firms and financial market flourish. LLSV related the relatively smaller French capital and debt markets in comparison to common-law countries to the fact that the French civil-law has the weakest investor protection. In (1999) LLSV found that the quality of government is affected by both economic and legal origins, where poor countries with French civil-law have a weaker government, which are not capable of enforcing property rights.  

Similar results were later shown by Beck, Demirguc-kunt and Levine (2003) and also by Beck and Levine (2004) that legal origin remains robustly linked to financial development of nations when controlling for other characteristics, mainly sociopolitical. They also find that legal systems which adapt quickly to the contracting needs of the parties will foster more growth. This gives a strong implication that common-law countries are more hospitable to the needs of the contracting parties. Our findings are in line with theory since we found that contracts in common-law countries are more sophisticated than those found in civil-law countries, and that the deal size is significantly larger in common-law countries. 

  Kaplan and Stromberg (2001) studies 213 venture capital contracts from the U.S. found that the venture capital financing can allow the contracting parties to separately allocate their rights (cash flow rights, control rights, voting rights, liquidation rights and others). They also found that that most of these rights are frequently contingent on observable measures. This paper became a baseline comparison to later work of Kaplan, Martel and Stromberg (2003) who gathered contracts from 118 rounds of financing from 23 non-U.S. countries with different origins of law (English-common, French-civil, Scandinavian, German and Communist). Kaplan, Martel and Stromberg came to a conclusion that though the contracts differ in structure across legal regimes, yet experienced venture capitalists are able to replicate the U.S. style contract regardless of regime. Most countries covered in this paper are economically developed, the average GNI per capita is $25420, this might give implications that experience of the firm might not be the only reason why contracting around the legal origin was possible.

Results from Kaplan, Martel and Stromberg, however were contradicted with the findings of Lerner and Schoar (2004) who studied 210 contracts in 26 countries. Lerner and Schoar found that financial contracts, particularly the choice of security used, are dependant on the legal and the economic circumstances of the nation and that of the private equity group. Our finding come in line with a few of the findings of Lerner and Schoar particularly that the size of transactions are larger in common-law countries. However we do not reach the same conclusion as they did that the legal regulations of a country can not be undone by private solution. We dwell on the differences in both the data and findings for the last three papers which we just mentioned in section 3.         

3.
Sample Description 

Through the help of our nonacademic contacts we were able to identify the major players in the private equity market in the MENA region. The number of private equity firms in the region is in the high twenties, excluding Islamic banks
. We were able to get 9 firms to actively participate in this research by providing information on their contractual practices. From preliminary interviews with the firms which we have met and from information provided by our contacts we estimate the total number of transactions in the region done by private equity groups does not exceed 500
. While most of the data on contracts collected were filled out by us, we also relied on a few firms to fill out an extensive questionnaire on the contracts which they have done. 


Table 1 panel A shows that the deals were gathered from nine different firms, one firm provided 25 out of the 77 deals. In our preliminary testing we lowered this fraction by simply discarding 10 contracts, but this made little difference on the outcome of our results. Panel B shows the distribution of the deals over the past ten years. The value of these deals per year is mentioned as well though it is misleading to assume that the total value of the market is proportional to the figures we have, since we know for a fact that the private equity market has been expanding over the past few years. Panel C of the same table shows that data was collected from 8 countries in the region. The number of deals however is distributed unequally across legal regimes, with 20 contracts collected from common-law countries and 57 from civil. Panel D show the distribution of deals per industry and their corresponding values. Information technologies contribute more than 50% of the deals by number, but less than 25% by value. Panel E shows that 15 of the deals are buyouts, 32 are venture capital investments and 30 are expansions.

Table 1: Geographical, Time and Industry Distribution of Data  

	Panel A: Deals per Group
	Panel B: Value and Number of Deals per Year

	Name of Group
	No. of Deals
	Year
	No. of Deals
	Value(millions)

	Group 1
	7
	1996
	2
	1

	Group 2
	2
	1997
	4
	5.7

	Group 3
	1
	1998
	5
	17

	Group 4
	4
	1999
	18
	114.6

	Group 5
	1
	2000
	9
	15.5

	Group 6
	18
	2001
	8
	16.12

	Group 7
	14
	2002
	6
	77.7

	Group 8
	25
	2003
	10
	46.9

	Group 9
	5
	2004
	11
	72.24

	
	
	2005
	4
	20.6

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Panel C: Value and Number of Deals per Country
	Panel D: Value and Number of Deals per Industry

 

	Country
	No. of Deals
	Value (millions
	Industry
	No. of Deals
	Value (Millions)

	Bahrain
	4
	6.34
	Retail
	14
	132.4

	Egypt
	8
	84
	Finance
	6
	20.14

	Jordan
	40
	49.6
	Food Processing
	2
	5.5

	Lebanon
	6
	37.2
	Constructions and Real Estate
	5
	28.5

	Oman
	3
	31
	Information Technologies
	42
	90.5

	Qatar
	1
	1.5
	Logistics
	2
	44.2

	Saudi Arabia
	3
	8
	Others
	6
	33.12

	UAE
	10
	97.72
	
	
	

	Regional
	2
	72
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Panel E: Number of Transaction by Type

	Type of Transaction
	No. of Deals

	Buy-out
	15
	

	Venture Capital
	32
	

	Expansion
	30
	

	
	
	


In table 2 we do a cross-regional comparison for the various covenants and rights. We compare our data collected on the MENA region to that of Lerner and Schoar (2004) who focus on developing nations, Kaplan, Martel and Stromberg (2003) who focus on developed nations other than the US, to Kaplan and Stromberg (2003) who focus on the U.S. market. Many important points drew our attention: 88% of the firms in the MENA region use common stock, this ratio holds in both common and civil-law countries and even when controlling for the use of Islamic Sharia. No firms in the region use contingent equity or redemption rights which are ubiquitous in U.S. and U.K. contracts. We relate this to the recentness of the private equity industry in the region which still needs time and investment cycles to begin appreciating the uses of such rights. The use of the share vesting for management/ founders is also rare and we only encountered this in two contracts
 which were very recent, January 2005. Terms of further financings are also not pre-agreed upon in all but one case.

We also calculated the GNI per capita for the four samples and found that while Kaplan and Stromberg (2003) and Kaplan, Martel and Stromberg (2003) mainly focus on countries with high GNI per capita, Lerner and Schoar (2004) and our sample focus on countries with low GNI per capita.    

4.
Data Analysis


We look at the contract from five different angles, each constituting a section of the contract: type of securities used, control provisions, further purchase rights for the private equity, exit rights and other features. We analyze these sections of the contract on two different levels. First we use a simple fraction test to see if the contract structure differs under different legal origins as well as when the contracts are done under the Islamic Sharia’ or not in the MENA region. Then we precede with a multivariate multiple regression to relate the use of the contractual clauses, covenants or rights to either exogenous factors which the private equity groups cannot change or to endogenous factors which are under their control. 

4.1 Cross Legal Regime Results 


We brake down the contract into five different sections, each having a few clauses. Then we calculate the fraction of whether a clause being used or not under the common-law and civil-law legal origins, then we do the same when the contract is done under the Islamic Sharia or not. Table 3 indicate that there is a significant differences in contract structure across legal regimes, with the exception of the use of common shares which is surprisingly high in civil and common law countries as compared to the findings of Lerner and Schoar (2004). When disregarding the origin of the law and testing if structural changes do occur under the Islamic Sharia as compared to contracts done not under the Sharia, we find that it does but with a lesser amount.

 Table 3: Legal Regimes and the Applicability of Sharia

	
	Law of Land
	Applicability of Sharia
	

	Type of Security
	Common
	Civil
	Sharia
	Non-Sharia
	Total Sample

	Common Shares
	85%
	89%***
	82%
	89%**
	88%

	Preferred Shares
	15%
	2%
	0%
	6%
	5%

	Convertible Preferred Shares
	50%
	0%
	0%
	15%
	12%

	Debt
	55%
	8%
	9%
	3%***
	20%

	Mudaraba
	0%
	3%
	18%
	0%
	3%

	
	
	
	
	
	

	Control Rights
	
	
	
	
	

	Veto Right Regardless of Size
	90%
	21%
	10%
	28%
	39%

	Right to Replace Management
	70%
	50%
	9%
	63%
	55%

	Non-Competition Clause
	40%
	24%
	72%
	21%
	28%

	
	
	
	
	
	

	Purchase Rights
	
	
	
	
	

	Right to Buy Additional Shares
	25%
	10%
	18%
	13%***
	14%

	Right of First Refusal
	40%
	79%
	81%
	66%
	68%

	Preemptive Right
	40%
	82%
	63%
	72%***
	71%

	Pro Rata Right
	20%
	77%
	0%
	72%
	62%

	
	
	
	
	
	

	Exit Rights
	
	
	
	
	

	Tag Along Right
	40%
	17%
	54%
	18%
	23%

	Drag Along Right
	40%
	15%*
	63%
	13%
	19%

	Co-sale
	35%
	12%*
	63%
	12%
	21%

	IPO Conversion Right
	40%
	87%
	63%
	77%*
	75%

	
	
	
	
	
	

	Other Rights
	
	
	
	
	

	Fees Paid to PEG
	20%
	8%
	54%
	4%
	11%

	Financial Ratios Covenants
	25%
	17%*
	72%
	10%
	19%

	Restriction on Sale of Founders 
	35%
	24%*
	81%
	18%
	27%

	Anti-Dilution Provision
	20%
	10%
	63%
	4%
	13%

	
	
	
	
	
	

	Size of Investment 


	6.8M

(5.7)
	3.1M

(4.1)
	4.13M

(3.76)
	4.32M**

(6.21)
	4.3M



	Number of observations
	20
	56
	11
	65
	77


Contractual clauses and characteristics from 77 contracts done in the MENA region. The percentages are the fraction in which a clause is used to the total number of contracts. All fractions are significantly unequal when testing cross legal regime or Sharia applicability except when indicated. (Significance levels: 1%***, 5%**, 10%*)   

From comparing the size of the investments done in civil and common law countries and find that investments are significantly larger in common law countries with a mean of $6.8 million as compared to $3.1 in civil law countries. However, when disregarding the origin of law and controlling for Sharia we find that the two means are equal at the 5% significant level. So while the financial contract’s structure and size changes when shifting from common to civil law, Islamic Sharia appears to bridge the gap between the two origins and lessens the amount of this change.

4.2 Regression Analysis

We take the dependent variables to be the contractual clauses we are testing for, which take the value of one if the clause is being used or zero if it isn’t. The same approach has been used by Kaplan, Martel and Stromberg (2003) and Lerner and Schoar (2004), but while the first used a log based regression the latter used ordinary least squared regression. After testing for both approaches we have chosen to follow the same approach followed by Lerner and Schoar because it produced better results (higher R2).


Explanatory (independent) variables have been divided into two groups: three exogenous factors which we are testing for and will report their values, and three endogenous factors which we use as control and we will not report their values. Exogenous factors are the fixed characteristics of the country in which the investment is taking place, in a way they could be considered as the rules which allow or prohibit the use of some clauses and inevitably determine the structure of a contract. Endogenous factors, however, are controlled by the private equity group, these factors might or might not allow for contracting around the external factors. For example, if a private equity group cannot protect itself from expropriation by using covenants which the law does not allow for, it might compensate by increasing the size of investment into a firm to gain control rights through size.


In panel A of table 4 we show the ranges of the independent variables used. Panel B is the correlation matrix of these variables. We notice that there is a high level of correlation between the English common-law and both the GNI per capita and the rule of law, this as predicted by LLSV (1997, 1998). We also find lower correlation between the choice of contracting under Sharia and the percentage ownership with all other variables which indicates that these are decisions which the private equity group can take regardless of exogenous factors. The independent variables are:         

1. The Level of Economic Development of a Country. We have taken the average GNI per capita for the countries of the firms receiving the investments for the period stretching from 1992 to 2002. The average
 GNI is $9043 with a standard deviation of $7000. The lowest GDP was that of Egypt, $1087, while the highest was that of Qatar, $20703. The large difference in GNI levels across the region caused the large swings in the regression model, thus we have taken the natural log of the GNI as per Lerner and Schoar. We divided the resultant by ten to keep the variables between 0 and 1 this enables us to compare both sign and magnitude of outcome of the multivariate regression model.

2. Rule of law. The use of rule of law in finance has been introduced by La-Porta et al, whom have used the rule of law index developed by the ICR which is on a scale from 0 to 6 (six being the highest). We use a similar index under the same name developed for the World Bank by Kaufmann, Kraay and Mastruzzi (2003). While both indexes indicate similar results we have chosen to use the second due to the fact that it is reported in the form of a percentile. Since investors are rational, we consider that they rank countries according to the rule of law and structure their contracts in accordance. The use of the World Bank’s rule of law index also helped us eliminate the use of judicial efficiency index, since the World Bank’s method regarding the “rule of law” takes into account judicial impartiality and the effectiveness of courts. We have taken the average of the period 1996-2002 and divided it by 100, to keep the variables between 0 and 1.

3. Legal Origins. The MENA region has what is called a mixed legal system
, where the body of law is a combination of several legal systems blended into one. The four major sources of law in the region are: the Islamic Sharia, Ottoman law, Napoleonic codes and the English common law. With the help of several lawyers and counsels in the region, we were able to divide
 the commercial laws of the countries into two major sources English common-law and French civil-law. We use a dummy for the origin of law which is equal to one when the English common law is used and zero when the French civil code is followed. In our model we only test for the affect of the English legal origin since there are only two systems in use.

4.  Private Equity Group’s Experience. We calculated the fraction of people in the investment team with either work experience or training in a U.K. or U.S. based private equity group. In some cases where this ratio is equal to one it will have the same effect as if the private equity group is based in the U.S. or the U.K.  (Lerner and Schoar).

5. Sharia Applicability. It is up to the contracting parties to contract under the Islamic Sharia or not. We use a dummy variable which takes the value of one when the contracts are written under the Islamic Sharia or zero when they are not.

6. Percentage Ownership. The percentage of ownership of the PEG in a target firm is also left to the contracting parties. If the PEG owns a majority share many contractual clauses become useless since they apply for protection of minority interests. 

In all cases, except when testing for the size of the investment, we first report the multivariate results for the exogenous factors while controlling for the endogenous ones. Then we remove the endogenous factors and compare the results. This method, we believe, will allow us find out what parts of the contract are hard-wired to the country’s investment environment and in a way that the private equity group cannot possibly contract around and which parts are not. We look for the sign, size of the coefficients and quality of figures to interpret our results. Though we have tried to reduce the value of the dependant variable to a range between 0 and 1 to lower the variation in size between the variables, but this does not work in all the case. To resolve this issue we also report the beta coefficient
 or the standardized value of the coefficient to compare variables among each other.

 A. Type of Securities Used

 Panel A of table 5 show that common stock is inversely related to the GNI per capita and Rule of law, and it is positively related to the English common-law countries. These results hold even when we remove the control variables which means the country’s characteristics do affect the use of the common stock in away that the private equity group can contract around. Looking at the figures more closely, especially the weights given to the variables we notice that little weight is given to the legal origin which leads us to conclude that it is the rule of law and the GNI per capita which really govern the use of the common stock. In this case, common stock is used in countries where the GNI per capita and the Rule of Law are low.   

Panel B of the same table show similar results as A but when we look at the weights given to each of the independent variables we find that more weight is given to the origin of law, hence we deduce that countries with English common-law tend to use preferred shares. Panel C shows similar results of B but with more reliability and thus we reach the same conclusion.

Table 5: Type of Securities Used

	
	Panel A:

Common Stock


	Panel B:

Preferred Shares


	Panel C:

Convertible Preferred Shares 

	GNI per Capita
	-1.19
	-1.34
	-0.14
	-0.07
	-0.19
	-0.49

	
	(0.91)
	(0.9)
	(0.65)
	(0.64)
	(0.63)
	(0.76)

	
	-0.38
	-0.43
	-0.07
	-0.03
	-0.06
	-0.15

	Rule of Law
	-2.05*
	-2.00**
	-0.12
	-0.14
	-0.44
	-0.18

	
	(1.06)
	(0.97)
	(0.76)
	(0.69)
	(0.73)
	(0.82)

	
	-0.57
	-0.56
	-0.05
	-0.05
	-0.18
	-0.05

	English Legal origin
	0.54**
	0.61***
	0.17
	0.17
	0.35**
	0.64***

	
	(0.22)
	(0.21)
	(0.16)
	(0.15)
	(0.15)
	(0.18)

	
	0.74
	0.84
	0.34
	0.34
	0.46
	0.83

	PEG Experience
	Y
	
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	
	Y
	

	
	
	
	
	
	
	

	Observations
	77
	77
	77
	77
	77
	77

	Adjusted R2
	8.64%
	9.86%
	2.04%
	3.14%
	60%
	40.76%


Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are the type of securities used. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

Panel D of table 5 show that when the rule of law is high and country is economically developed but the French civil-law is the law of land, private equity groups tend to use debt instruments. Removing the internal factors does not change the results but lowers the explanatory power of the model significantly, thus we can deduce that the use of debt is dependant on both the endogenous and exogenous factors.

In panel E we test for Islamic securities. Though results indicate that Islamic securities are used in countries with high rule of law and are more frequent in French civil-law countries, but when we remove the control variables we notice that the model loses its interpretive power. This clearly indicates that the use of the Islamic Sharia is dependant on the private equity characteristics.

Table 5: Type of Securities Used

	
	Panel D: Debt
	
	Panel E:

Mudaraba

	GNI per Capita
	1.21
	1.01
	-0.05
	-0.02

	
	(0.84)
	(1)
	(0.44)
	(0.46)

	
	0.31
	0.25
	-0.03
	-0.01

	Rule of Law
	1.45
	2.17**
	0.69
	0.76

	
	(0.97)
	(1.08)
	(0.51)
	(0.5)

	
	0.32
	0.48
	0.36
	0.43

	English Legal origin
	-0.50**
	-0.15
	-0.08
	-0.17

	
	(0.21)
	(0.24)
	(0.1)
	(0.11)

	
	-0.55
	-0.17
	-0.23
	-0.47

	PEG Experience
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	

	
	
	
	
	

	Observations
	77
	77
	77
	77

	Adjusted R2
	52.14%
	29.75%
	14.08%
	0.5%


 Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are the type of securities used. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

 B. Control Provisions

We consider two control provisions in which the private equity group can use to gain leverage over the management of the companies receiving the investment. These are veto right regardless of size and right to replace management. Panel A of table 6 indicate that the use of a veto right regardless of the size is used in countries with lower GNI per capita and English common-law. According to our best knowledge this right is not used anywhere else but in our region, and is mostly used when contracts are written under the laws of the Islamic Sharia. Panel B for the right to replace management indicate similar results but with a strong evidence that this clause is mostly related to the private equity characteristics.

Table 6: Control Rights 

	
	Panel A:

Veto Right
	Panel B:

Right to Replace Management

	GNI per Capita
	-0.42
	-0.13
	-2.19**
	-3.4**

	
	(0.84)
	(1.12)
	(1.01)
	(1.41)

	
	-0.09
	-0.03
	-0.45
	-0.71

	Rule of Law
	-0.59
	2.08*
	2.89**
	0.78

	
	(0.97)
	(1.21)
	(1.18)
	(1.52)

	
	-0.11
	0.38
	0.52
	0.14

	Legal origin
	0.37*
	0.33
	0.25
	0.78**

	
	(0.21)
	(0.27)
	(0.25)
	(0.34)

	
	0.33
	0.3
	0.22
	0.69

	PEG Experience
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	

	
	
	
	
	

	Observations
	77
	77
	77
	77

	Adjusted R2
	66.9%
	38.74%
	53%
	6.7%


Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are control rights. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

While all previous work tests for the representation on the board and the board size, we do not follow their steps for the following reasons:

1. No contingencies or management share vesting is used in the region, which means that the structure of the capital and its distribution is stable over time. So we need not look for control through representation on the board. 

2. The veto right is clearly more valuable and powerful than any combination of clusters on the board of the company.   

C. Purchase Rights

Results from panels A, B, C, and D of table 7 lead us to similar conclusions that purchase rights for the private equity group are dependant on exogenous factors, mainly the country’s legal origin (mainly used in French legal origin countries) and where the rule of law is high. It is important to note that the Egyptian commercial law for example mentions the right of first refusal and the pro rata rights specifically and allow companies to benefit from these rights even if they have not contracted for them in the first place. This means that though these provisions might not be mentioned in the financial contract or any bilateral agreement, they are upheld by law. It also means that the level of experience or decisions taken by the firm becomes irrelevant, as our results show stability in the coefficients and the power of the model.

Table 7: Purchase Rights for Investors

	
	Panel A:

Right to Buy Additional Shares
	Panel B:

Right of First Refusal
	Panel C: Preemptive Right



	GNI per Capita
	0.79
	0.97
	-3.17***
	-3.29***
	-4.15***
	-3.9***

	
	(0.95)
	(0.94)
	(1.2)
	(1.18)
	(1.1)
	(1.12)

	
	0.23
	0.28
	0.49
	-0.73
	-0.95
	-0.89

	Rule of Law
	2.83**
	3.09***
	4.82***
	4.54***
	4.2***
	3.9***

	
	(1.1)
	(1.01)
	(1.4)
	(1.27)
	(1.29)
	(1.21)

	
	0.73
	0.79
	0.78
	0.88
	0.85
	0.78

	English legal origin
	-0.63*
	-0.63**
	-0.45
	-0.52*
	-0.18
	-0.3

	
	(0.23)
	(0.22)
	(0.29)
	(0.28)
	(0.27)
	(0.27)

	
	-0.79
	-0.79
	-0.13
	-0.49
	-0.17
	-0.29

	PEG Experience
	Y
	
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	
	Y
	

	Observations
	77
	77
	77
	77
	77
	77

	Adjusted R2
	17.12%
	17.28%
	24.41%
	25.03%
	32.13%
	28.98%

	
	
	
	
	
	
	

	
	  Panel D: 

Pro rata right
	
	
	

	GNI per Capita
	-4.12***
	-4.3***
	
	
	
	

	
	(0.84)
	(1.13)
	
	
	
	

	
	-0.88
	-0.92
	
	
	
	

	
	
	
	
	
	
	

	Rule of Law
	5.4***
	3.4***
	
	
	
	

	
	(0.98)
	(1.2)
	
	
	
	

	
	1.01
	0.64
	
	
	
	

	
	
	
	
	
	
	

	English legal origin
	-0.4**
	-0.27
	
	
	
	

	
	(0.21)
	(0.27)
	
	
	
	

	
	-0.34
	-0.25
	
	
	
	

	PEG Experience
	Y
	
	
	
	
	

	Sharia Applicability
	Y
	
	
	
	
	

	Percentage ownership
	Y
	
	
	
	
	

	
	
	
	
	
	
	

	Observations
	77
	77
	
	
	
	

	Adjusted R2
	66.02%
	37.74%
	
	
	
	


Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are control rights. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

D. Exit Rights

 
After checking the commercial laws for the countries in our sample we where not able to relate any of the exit rights to set laws in the region or to earlier court rulings. This means that these particular rights, which are widely used by U.S. and U.K. private equity groups are new to the MENA region. Panels A, B and C of table 8 indicate that the exit rights are not governed by the exogenous factors of the country. We notice that with the removal of the control variables most weights and signs of the external factors change and the predictability power of the model falls drastically which also points out that the exit rights are related the private equity group’s characteristic in particularly the level of experience of the investment team. 

Table 8: Exit Rights 
	
	Panel A: 

Tag Along Right
	Panel B: 

Drag along right
	Panel C: 

Co-sale right

	 GNI per capita 
	-0.71
	0.08
	-0.51
	0.18
	0.48
	1.18

	
	(1.1)
	(1.23)
	(1.02)
	(1.19)
	(0.93)
	(1.12)

	
	-0.17
	0.01
	-0.13
	0.04
	0.12
	0.31

	Rule of Law
	-1.08
	0.82
	-1.25
	1.05
	-2.48**
	-1.14

	
	(1.27)
	(1.33)
	(1.18)
	(1.28)
	(1.08)
	(1.21)

	
	-0.23
	0.02
	-0.27
	0.23
	-0.56
	-0.03

	Legal origin
	0.29
	0.05
	0.17
	-0.04
	0.26
	0.04

	
	(0.27)
	(0.29)
	(0.25)
	(0.28)
	(0.23)
	(0.27)

	
	0.3
	0.01
	0.18
	-0.04
	0.29
	0.05

	PEG Characteristics
	Y
	
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	
	Y
	

	
	
	
	
	
	
	

	Observations
	77
	77
	77
	77
	77
	77

	Adjusted R2
	24.42%
	2.2%
	29.22%
	1.69%
	38.05%
	7.25%


Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are control rights. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   


Panel D of the same tables examines the IPO conversion right. Due to the excess use of the common shares we control for conversion in other securities, our sample size becomes 20. As with the other exit rights we notice that this right is mainly dependant on the characteristics of the private equity group and not the over investment environment of the country.   


Table 8: Exit Rights

	
	Panel D:

IPO conversion right

	(Ln GNI)/10
	0.06
	3.54

	
	(1.6)
	(2.24)

	
	0.01
	0.8

	Rule of Law
	-0.28
	-0.06

	
	(1.82)
	(2.8)

	
	-0.05
	-0.018

	Legal origin
	-0.16
	-0.7**

	
	(0.24)
	(0.28)

	
	-0.87
	-0.83

	PEG Characteristics
	Y
	

	Sharia Applicability
	Y
	

	Percentage ownership
	Y
	

	
	
	

	Observations
	20
	20

	Adjusted R2
	65.98%
	18.24%


Contractual clauses and characteristics from 20 contracts done in the MENA region. The dependent variables are control rights. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

E. Other Features

In Table 9 we report other features: fees payable for private equity group, covenants based on financial ratios, restriction of sale of equity by founders, provisions against lowering the price of the second offering and non competition clause for management. We find that these features are not hard wired to the country’s legal origin but rather have to do with the private equity group itself. We notice that the signs and weights of the endogenous factors change when we remove the control variables having to do with the private equity group. This is a strong indication that these features could be implemented in all countries of the region. On a side note, though there is a provision for lowering the value of consequent offerings in some contracts, there is no precise mechanism which compensate for doing so (such as weighted or full ratchets), this indicates the incompleteness of contracts which allow for renegotiation at a later date, but given the investment environment in the region and the combination of other rights we do not feel that this will give the private equity group an upper hand.

Table 9: Other features 

	
	Panel A: 

Fees payable to PEG
	Panel B: 

Financial ratio covenants
	Panel C: Restriction of sale for founders

	(Ln GNI)/10
	-0.73
	-0.3
	-0.52
	0.15
	0.25
	1.02

	
	(0.8)
	(0.95)
	(0.95)
	(1.18)
	(1.09)
	(1.29)

	
	-0.23
	-0.09
	-0.13
	0.04
	0.05
	0.23

	
	
	
	
	
	
	

	Rule of Law
	-0.92
	0.4
	-1.06
	1.34
	0.14
	2.3*

	
	(0.93)
	(1.03)
	(1.1)
	(1.27)
	(1.26)
	(1.38)

	
	-0.25
	0.13
	-0.22
	0.3
	0.02
	0.46

	
	
	
	
	
	
	

	Legal origin
	0.32
	0.08
	0.05
	-0.20
	-0.22
	-0.54*

	
	(0.2)
	(0.23)
	(0.23)
	(0.28)
	(0.27)
	(0.31)

	
	0.44
	0.12
	0.06
	-0.22
	-0.21
	-0.53

	PEG Experience 
	Y
	
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	
	Y
	

	
	
	
	
	
	
	

	Observations
	77
	77
	77
	77
	77
	72

	Adjusted R2
	29.8%
	0%
	35.02%
	0%
	33%
	4.16%

	
	Panel D:
	Panel C:

	
	Provisions against lowering the price of the second round
	Non-Competition Clause



	 (Ln GNI)/10
	0.2
	0.89
	0.67
	1.39

	
	-0.7
	-1
	-1.11
	-1.27

	
	0.617
	0.27
	0.15
	0.31

	
	
	
	
	

	Rule of Law
	-2.65***
	-0.42
	0.16
	2.72*

	
	-0.81
	-1.07
	-1.29
	-1.37

	
	-0.71
	-0.11
	0.03
	0.54

	
	
	
	
	

	English legal origin
	0.27
	-0.02
	-0.49*
	-0.64**

	
	-0.17
	-0.24
	-0.27
	-0.3

	
	0.35
	-0.02
	-0.47
	-0.62

	PEG Experience
	Y
	
	Y
	

	Sharia Applicability
	Y
	
	Y
	

	Percentage ownership
	Y
	
	Y
	

	
	
	
	
	

	Observations
	77
	77
	77
	77

	Adjusted R2
	51.27%
	0%
	32%
	8.75%


Contractual clauses and characteristics from 77 contracts done in the MENA region. The dependent variables are control rights. The independent variables are the natural log of GNI per capita, the rule of law and the origin of the rule of land. We use control for private equity group’s characteristics, it use of Sharia and the size of relative financing to total project size. Controls are removed to validate whether of not the countries environment and institutional factors affect the contract’s structure. We first report the coefficients of the ordinary least square errors, blow that the standard errors and below it the standardized coefficients.  (Significance levels: 1%***, 5%**, 10%*)   

F. Size of Investment

In table 10 we report results of both univariate regressions in the first three columns and a multivariate regression in column 4. We also do not use any endogenous factors, since we consider the size of investment is independent from the private equity group’s ability to provide funds and dependent on the country’s investment environment. We find robust figures that investments are larger in countries which have a larger GNI per capita, a higher rule of law and have the English common-law as the rule of land. All our results come in line with those predicted by theory. 

The multivariate regression however, yields different results since we find that the size of investment is more dependant on the GNI per capita than it is on the rule of law or the legal origin.

Table 10: Size of Contracts     

	Value of Contract 

	 
	(1)
	(2)
	(3)
	(4)

	 GNI Per Capita
	22.7***
	
	
	35.591**

	
	(6.02)
	
	
	(16.29)

	
	
	
	
	0.62

	
	
	
	
	

	Rule of Law
	
	20.31***
	
	-8.97

	
	
	(7.02)
	
	(16.94)

	
	
	
	
	-0.15

	
	
	
	
	

	English Legal origin
	
	
	4.5***
	-1.5

	
	
	
	(1.46)
	(3.87)

	
	
	
	
	-0.09

	Observations
	76
	76
	76
	76

	Adjusted R2
	14.80%
	8.84%
	10.54%
	13.4%


We report 76 observations done in the MENA region, one observation was excluded due to its size and the fact that it was performed in several countries at the same time. columns one to three are univariate results, column four is a multivariate multiple region, the are standard deviation are reported between brackets. Significance levels: 1%= ***, 5% = **, 10% = *)
5.
Conclusions


This paper focuses on identifying whether the investment environment of a country (level of economic development, enforceability of law, legal origin) affect the structure of financial contracts or whether it is the level of experience of contracting parties that influences contractual structures.

 
We have collected to date 77 contracts from 8 countries in the MENA region drawn over the past ten years. We divide each contract into various sections and run various tests on the use of rights and covenants prevalent in standard U.S./U.K. contracts, which the international private equity sector tends to adopt as the industry benchmark. We control for experience by taking the fraction of the people of the investment team with previous experience in a U.K. or U.S. private equity group. On one end of the scale, where the entire team has worked in the U.S. or U.K., this measure set equal to 1 (starting with 0). We expect that the closer this measure is to 1 the more the private equity group will try to contract around any legal stringency to replicate the contracting style of the U.S. or U.K. 

We find that while sections of the contract we examine are hard wired to the investment environment of the local market, other sections are not: 

1. While most contracts in the US employ convertible preferred shares (95% of the times) only 12% of the investments in the region use it (mostly in countries with high GNI and higher rule of law measures) and in most cases in combination with other securities. In 88% of the cases ordinary common shares were used in comparison to less than 1% in the U.S. Common shares are ubiquitous to both regimes but more abundant when the GNI per capita is low.

2. The size of the investment is larger in countries where the GNI per capita is high, the rule of law is well established and common law is in use. However, as with the type of securities used, the size of investment seems to be affected more by the level of GNI per capita and the rule of law index than it is affected by the origin of the legal system.

3. Many exit rights and other protective covenants which cannot be traced back to the region are in use (especially by more experienced firms and in various parts of the region regardless of legal regime), which leads us to deduce that more experienced firms are able to replicate U.S. contracts in various parts of the region.

4. The right for an investor to buy into a company which she already holds a stake in, seems to be unaffected by the level of experience of a private equity group. This is due to the fact that such rights are already protected by the commercial code of many countries in the region.  

This paper is the first piece of work on contracting in the MENA region. We answer questions on the effect of country investment environments on the structure of financial contracts, that will be further developed with a larger data set, and will investigate, in particular, the role of Islamic securities in PE contracts.  This research also inspires new questions about the relative impact of local legal environments on contracting structures across the developing world, and on the impact of the increased levels of liquidity MENA is currently experiencing on the optimality of contracting in the financial sector.  
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Appendix 1

Table 2

Cross Regional Comparisons

Summary of results for: Kaplan and Stromberg (2003), Kaplan, Martel and Stromberg (2003), Lerner and Schoar (2004) and this sample.  

	
	KS
	KMS
	LS
	This sample

	Contract Characteristics
	
	
	
	

	Common Stock
	0.50%
	27.60%
	55.00%
	88.00%

	Preferred Shares
	1.00%
	14.50%
	9.00%
	5.00%

	Convertible Preferred Shares
	95.20%
	53.80%
	21.00%
	12.00%

	Convertible Debt
	1.90%
	2.00%
	13.00%
	0.00%

	Straight Debt
	0.00%
	-
	11.00%
	20.00%

	
	
	
	
	

	Contingent Equity
	-
	-
	34.00%
	0.00%

	Founder Share Vesting
	43.60%
	37.20%
	5.00%
	0.00%

	Founder milestones
	53.00%
	38.90%
	-
	0.00%

	Anti-Dilution
	94.60%
	56.40%
	27.00%
	20.00%

	Redemption Rights
	71.80%
	34.50%
	31.00%
	0.00%

	Exit Mechanisms (other than IPO)
	0.00%
	50.00%
	-
	13.00%

	
	
	
	
	

	Investment Environment Factors
	
	
	
	

	GNI Per Capita
	$34210
	$25420
	$2142
	$4545

	English Common-Law Origin
	100.00%
	27.00%
	27.00%
	26.00%


Table 4

Independent Variables

We use two kinds of variables: explanatory and control. Explanatory variables are institutional and environmental factors which are not controlled by the firm.     

	Panel A: Summary of Independent Variables 

Explanatory (External) Variables
	

	
	Description
	Range

	(Logarithm of the GNI per capita)/10


	We take the average GNI per capita of the countries receiving the investments, which we consider as a proxy for the economic development of a nation. Then we divide by ten. (World Bank figures between 1992 and 2002)
	0.699-0.98



	Rule of Law


	Based on the average index developed by the World Bank for the years 1996-2002.  
	0.51-0.89



	Origin of the Law of Land


	We code for the origin of law by giving the value 1 for the English common-law and 0 for the French civil-law countries.
	0-1



	Control  (Internal) Variables
	
	

	Private Equity Experience


	We control for experience by dividing the number of people with experience in a US or UK group by the total number of people working for the company.   
	0-1*



	Applicability of Sharia


	We code for the use of Islamic Sharia by 1 when it is used and 0 when the contract is not done under the rules of the Sharia.
	0-1



	Percentage Ownership


	We divide the amount invested in equity by the total value of the firm. 
	0-1*




* These are continuous data ranging from 0 to 1, not to be mistaken with the bimodal dummy variables used elsewhere.  

	
	
	
	
	
	
	

	Panel B: Independent Variables Correlation Matrix



	
	Private Equity Experience
	GNI per Capita
	rule of law
	Rule of Law
	Applicability of Sharia
	Percentage Ownership

	Private Equity Experience 
	1
	
	
	
	
	

	GNI per Capita
	0.73
	1
	
	
	
	

	Rule of Law
	0.77
	0.89
	1
	
	
	

	English Legal Origin
	0.71
	0.91
	0.89
	1
	
	

	Applicability of Sharia
	0.28
	0.14
	0.18
	0.09
	1
	

	Percentage Ownership
	0.32
	0.44
	0.47
	0.52
	-0.18
	1

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Appendix 2

A Note on Contracting under the Islamic Sharia: 

The two basic pillars of Islamic finance, which apply to all businesses allowed by Sharia
, are that there is no time value of money and that risk should be shared between the investor and the party seeking finance. In this study we have included a few Islamic contracts which use Musharaka and Mudaraba. Musharaka is the same as a partnership, where a company is formed and partners contribute in cash or kind in return for a percentage ownership in a firm. Mudaraba is a limited partnership in which one partner or partners contribute in capital while the other or others contribute in managing this capital. The most interesting feature of contracting under the Islamic Sharia is that it allows the contracting parties to draft any kind of a contract as long as it dose not violate the Sharia:

“All conditions agreed upon by the Muslims are upheld, except a condition which allows what is prohibited or prohibits what is lawful.”

 This gives an implication that, in the MENA region, Islamic contracts might be enabling firms to contract around legal origins, regardless of the level of economic development or the sophistication and efficiency of the judicial system.  










( We thank all those who contributed to this paper especially Josh Lerner (HBS) and Antoinette Schoar (MIT Sloan) for sharing their version of the questionnaire used.  Dr. Jaroudi (Islamic Finance House) and Dr. Bahaa El Din (Investment Authority of Egypt) for consultations on Islamic finance, Dr. Omran (Ministry of Investment, Egypt) for his efforts in helping access the Egyptian market. We also thank all the firms who provided support and information on contracts: Abraj Capital (UAE), IT-Ventures (Egypt), EFG-Hermes (Egypt), Injazat Capital (UAE), Audi Saradar Group (Lebanon), Jordan Islamic Bank (Jordan), Stratum W.L.L. (Bahrein), Foursan Capital (Jordan), and Capital Trust Middle East (Lebanon).  The database for this paper is being expanded as this first draft is being submitted. More names of supporters and sponsors will be added to this list soon. This work would not have been possible without the valuable trust of the private equity actors in the Middle East North Africa (MENA) region.    





� Review Holmstrom (1979) Mayers & Majluf (1984), Grossman & Hart (1986), Hart & Moore (1990), Aghion & Bolton (1992), Zingales (1994, 1995 & 2000), Kaplan and Stromberg (2001) etc….


� We assume that having worked in the U.S. and U.K. markets, the investment team will tend to replicate the same contracting style in use abroad. Unlike Lerner and Schoar who use a dummy for whether the private equity group is U.K. or U.S. based, we employ a variable measure for experience that measures for the portion of people in the investment team with experience in a U.S. or U.K. private equity group.    


� Optimal contracts are used in the U.S. and U.K., they employ contingencies and clauses which insure the protection of property right and align the investor and the entrepreneur’s incentives.   


� The learning effect is gained by the contracting party after observing the outcome of previous contracts. Though most firms have fund mangers with experience in the U.S. or U.K. only two of the firms participating in this research have experienced the outcome of their contracting choice in the MENA markets.     


� The database being used for this research is still under compilation and will be built up to approximately 100 contracts.  No databases exist on the private equity sector in the MENA region, and very few exist throughout the world. The private equity sector is known to be among the most exclusive and least willing to share information of all financial sectors. The process of collecting this data accurately was labor intensive and costly.


� Local private equity groups are in most cases the limited partners in these international funds.    


� We have found that most Islamic banks in the region are establishing a department of direct investment which is mainly doing private equity investment through two securities: Mudaraba and Musharaka. At the end of this paper, appendix 2, we attach a note on contracting under Islamic Sharia.   


� This number is an estimate of the non-Islamic contracts based on adding up of the contracts which we were informed about by various contacts. 


� We did not include these contracts in this study because the company receiving the investment is not located in the MENA, and the private equity group had an international partner in these two transactions. 


� This figure doe not take into consideration the number of contracts in each country. 


� See William Tetley (1999) also review The University of Ottawa’s legal departments data base. 


� After the end of the World War I and the fall of the Ottoman Empire most countries of the region where put under the mandates of either the British or the French. Later on after independence most countries of the region kept on using the commercial laws introduced by either the French or the British. Review Glaeser and Shleifer (2001)    


�  Beta coefficients shift the regression model to a point where the intercept is equal to zero.   


� Businesses which deal with gambling, liquor trade and manufacture, prostitution, arms trading etc.. are not allowed for by Sharia 





