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. . ANTTAL ACCESS INDEX
The Capital Access Index ranks countries around the ) ' 2006

world in terms of the financial infrastructures that

support entrepreneurial activity by providing access to

capital. We look at such factors as macroeconomic

environments, financial and banking institutions, the

development of the equity and bond markets, and

alternative capital sources. Because a firm's access to capital allows it to implement
innovative ideas and contribute to technological advancement, job creation, and
quality of life, the index is a tool for measuring how countries can act to reduce more
fully their lending barriers.

Hong Kong moved to first place in this year's index, up from second place in 2005.
Its general financial environment is among the world's best, with a sound banking
system, a relatively large equity market and diversified sources of business funding,
including venture capital. Singapore rank seconds, with a robust equity market and
the availability of alternative sources of funds, such as credit cards, private capital
funds and venture capital funds.

The United Kingdom drops from last year's first-place ranking to third place, due
mainly to a decline in its macroeconomic environment score, which takes into
consideration such variables as inflation rates, lending and tax rates, and a country's
general financial sophistication. This drop does not necessarily indicate a
deterioration in performance, but instead reflects the greater progress competitors
have made in controlling inflation, relaxing lending rates and reducing interest rate
volatility.

The number of countries covered by this year's index rose slightly, from 121 in the
2005 report, to 122. With the availability of more data, we were able to include
Ecuador.

Among the top ten countries, seven saw improvement in their equity market
rankings from the previous year. But all the countries also saw their rankings fall in
terms of access to international capital. Australia improves its composite ranking,
moving to sixth place and just behind the United States. Switzerland, at seventh,
and the Netherlands, at eighth, are new additions to the top ten countries, and
Ireland rounds out the list.



There are some significant changes in the 2006 top 20 rankings. In 2005,
industrialized countries accounted for 16 of the top 20 rankings. In 2006, France and
Spain dropped four and eight places, respectively. Emerging Asia countries —
Malaysia (13th), Thailand (19th) and South Korea (20th) — now account for three of
the top 20 rankings. (In 2005 Malaysia was the only emerging Asian country that
ranked in the top 20.) Among countries ranked in the top half of the index, the
largest improvements in both scores and rankings appear in the Middle East.

African countries remain at the lower part of the CAlrankings. Indeed, sixteen of the
bottom 20 countries are African countries. Laos remains the only Asian country
ranked in the bottom 20.

Each year the index also addresses an important development in global financial
markets. This year's focus is on the hedge fund industry. We provide a
comprehensive examination of some important aspects of the global hedge fund
industry. We pay particular attention to changes in the performance and risk of funds
over time, and to the impact of various strategies on these differences. We also
examine the associations between characteristics of a fund (such as management
fees and lockup periods) and its performance and risk, and the associations between
characteristics and the likelihood that a fund will remain alive or enter the graveyard.

We found that:

e the more volatile the return, the greater the likelihood of the fund not being
alive.

e the greater the average monthly returns over the period 1997 to 2005, the
higher probability of a fund being alive.

e the bigger the fund and the longer it has been in existence, the greater the
probability that it will be alive.

¢ management fees and performance incentives are positively associated with
the likelihood of a fund being alive.

¢ the longer the initial lockup period, the greater the likelihood of a fund being
alive.

¢ fund domiciled outside the United States and funds with assets invested
outside the United States are associated with higher probability of being alive,
even after controlling for different strategies that fund employed.

The Capital Access Index top 10 markets (with 2005 rankings):

1. Hong Kong (2)

2. Singapore (3)

3. United Kingdom (1)
4. Canada (10)

5. United States (4)
6. Australia (7)

7. Switzerland (12)

8. Netherlands (13)
9. Ireland (10)

10. Sweden (5)
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Unitzd Arab Emirates 5.08 28 5.14 39 507 42
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Lithuania 531 E 551 33 541 33
Greece 523 41 585 28 5.58 il
Mewico 5.1 =3 505 £ <58 51
El Salvador 5.23 =4 480 47 494 45
Paru 518 3 £88 E 47 4%
India 5.18 £ 458 53 499 51
Chima 15 =7 517 38 5.04 43
Slovakia 5.10 <2 5.05 43 499

Colombia 5.03 e 488 50 456 37
Brazil <93 50 513 40 556 EE]
Jordan =83 50 511 N +41 47
Halparia 480 52 458 53 437 il
Bmssia 27 53 487 51 27 48
Turkey <74 a4 437 §0 421 6
Slovenia 4.73 3 456 55 450 58
Philipoines 467 5 424 58 471 R
Argentina 457 37 423 [ 3867 6
Jamaica <53 58 <08 59 433 3
Tumnista =48 a8 467 51 487 G4
Baotswana =44 alt] 411 62 427 it}
Romania <41 il EX 81 368 75
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Papua New Guinea 4.35 [ 231 7] 353 77
Indonesia =34 i3 L8 57 458 53
Urigazy 234 43 348 85 353 B4
Pakistan 423 5 379 T4 394 i
Croatia 4.1 56 430 3 426 5
54 Lanka £21 84 427 §4 443 59
Armenia 418 58 426 [ 436 2
Morocco 208 59 40 5 4.57 5
Ghana 207 T 388 71 382 T4
Cos@a Rica 4106 71 420 56 4.63 55
Ukrzine .02 73 EXT] T 353 B4
Macedonia 390 73 378 T4 EET] 73
Mamihia 3186 74 234 [ 433 i4
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Dominican Republic 383 T 413 7 214 7
Hicaragna EE 7] 7 ER] T8 EI Fil
Moldova 372 il 393 il 407 (]
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Migema 3.50 B2 318 a4 354 B3
Eonduras 350 B4 353 54 356 v
Tanzamia 355 B3 340 B2 343 77
Senezal 352 B 291 101 307 a7
Ecuador 348 87 336 B0 na na
Ugzanda 348 27 ENE] 77 3,50 ]
Bzlams 324 B9 336 2 31l [
Paraguay 344 B 313 a7 307 o7
Guatemala 343 a1 330 Al 352 Ba
Hosznia and Herzepovena 341 a1 346 B& 360 I
Mongalia 340 EE 373 77 358 81
Balivia 337 24 333 an 34l 2
Lezotho 3.33 EE 318 a3 327 o0
Mozambique 333 5 336 B3 327 a0
Banzladesh 3 31 a7 343 87 3.00 bl
Zambia 292 S 307 EE] 314 o5
Camaroon 2.90 a9 254 113 2.50 113
Central African Republic 283 100 246 115 233 118
Cambodia 2.82 101 3.14 Bl 3.18 a3
Bznm 270 102 280 103 11 108
Brarkina Faso 278 102 3.18 o4 282 101
Maartania 2.7 104 303 100 154 111
Laos 271 105 236 117 235 118
Malt 2.63 104 2.50 108 272 107
Syria 262 107 350 B3 321 a2
Malawi 260 108 274 104 276 103
Enitt 258 108 286 107 290 100
Yemen 2.56 110 2.50 114 254 111
Madazascar 2.50 111 236 117 279 103
Sierma Leons 2.50 111 274 104 240 113
Zimhbabwe 250 111 246 115 279 103
Anpola 247 114 288 102 2381 102
Ethiopia 243 115 253 112 273 106
Guinaa 235 116 24 118 238 116
Rwanda 233 117 257 110 245 114
Bunmdi 219 118 250 108 257 110
Tozo 2.16 113 2.56 111 272 107
Miger 225 130 257 108 236 117
Chad 1.94 121 1.52 121 181 120
Fepublic of the Congo 1.81 133 1.53 0 1.30 21

Capital Access Index: Maximum possible score is 10, Median score for all countries iz 4.64 in 2000,




