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Abstract

The paper proposes a framework to help organizations monitor
levels of trust for different stakeholder groups. Part I,
contained in a separate document, examined various trust
indicators to measure the relative presence or absence of trust,
and the nature of that trust, in typical commercial
relationships. It also introduced new trust concepts and
proposed a novel framework for classifying conditions that
indicate trust. Part Il builds on these foundations and
examines trust indicators for investors. Examples are used to
demonstrate various ways the framework can be applied to

measur e trust indicators for investors with distinct needs.
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Introduction

In recent years, investors have suffered a crisis of trust. Tragic stock market corrections
have shaken investor confidence in capital markets and even threatened the foundations
of modern capitalism. The failure of institutions to uphold investor confidence in the
liquidity, stability and value of their investments hasinitiated a wholesale review of the
core assumptions that investors hold about the validity of customary business and
economic practices. Previously sacred norms and widely accepted truths are being
openly chalenged. A groundswell of new ideas and business paradigms is emerging.

Trust isaterm that until recently was virtually absent from business language. Today, it
has surfaced from the world of social sciences as adriver of business design, on par with
risk management. Whereas risk management is fundamentally a defensive posture for
protecting corporate assets, Trust Enablement® is offensive. It helps companies get the

resources they need to improve business performance.

Trust is more than governance, risk and compliance. Common management practices
that serve as proxies for trust are also inadequate. Integrity, accountability, ethics,
relationships, satisfaction, honesty and loyalty (even in the aggregate) fall short of

creating sufficient conditions for trust and may even contribute to eroding it.

Financial analysts are starting to realize that the validity of their robust analysis depends
entirely on trust in the proper functioning of the institutional systems that underpin all
financia and economic transactions. Trust, in the developed world, is the product of
highly developed institutional design, not primarily personal relationships. If an erosion
of trust threatens capital markets and the foundations of capitalism, enhanced stakehol der

trust will accelerate commercial transactions and economic prosperity.
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Although we know trust when we fedl it, its significanceis so vital that it is no longer
sufficient to rely only on gut feel and proxiesfor trust. The impact of various drivers for
trust and their relative dynamics need to be understood as part of an integrated trust

framework.

This paper examines the factors that affect investor trust and introduces novel approaches
to indicate the presence or absence of trust, as well as the means to measure and compare
trust indicators. It beginswith abrief discussion of the significance of trust in business,

followed by an examination of various approaches for indicating trust.

The recommended approach, based on the Trust Enablement® Framework, is used to
attribute trust to investor actions by indicating conditions that contribute to the formation
and preservation of trust. This paper begins by examining trust indicators for general
investors, who rely on economic trends and the health of capital, and then analyzes the

trust indicators critical to institutional investors with long-term stock holdings.

The case studies provide numerous examples of how the Trust Enablement® Framework
can be used to measure trust indicators for investors, issuers and regulators. Issuers can
use the recommended approach to optimize their business processes for specific investor
trust objectives. Regulators can define industry codes that help generate more value in
capital markets. Investors can benefit from embedding an integrated anal ytical
framework into their evaluation tools to improve the validity of their investment

confidence metrics.
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Investor Confidence (Trust & Confidence)

The terms “trust” and “confidence” are often mistakenly used as synonyms. However,
there are distinct differences. Although confidence is the overriding objective for
investors, there are two ways for investors to become
confident in their investments. Investors can attain

Trust and control are
sufficient levels of confidence in an investment

either by trusting the issuer’ s management to Str ategi C appr oachesto
optimize performance or by controlling management ~ attaini ng confidence.
actions. Minority investors and investors of widely

held public companiesrely on trust. Entrepreneurs, family members of family owned
businesses, venture capitalists and other private equity investors, on the other hand, often
get their required level of confidence by exerting direct control over the board of
directors and management. This paper discusses the trust indicators used by non-

controlling investors.

Effects of Investor Trust and Mistrust

The implications of public mistrust in capital markets can be catastrophic for national and
global economies['], and the long-term trend is alarming ['] Large corporations are
currently the least trusted institutions worldwide and their leaders even less so ['].
Although public trust is returning in the wake of high profile corporate scandals over the
past few years, the levels remain low, and some have

argued that returning to previous levels of trust may no

Trust ispreferable.

longer be sufficient ['Y].

Trust provides real economic benefits: it reduces
transaction costs ["]; and is required for the efficient functioning of capital markets [*].
The evidence proving the value of trust to both individual businesses[""] and the
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economy [“"'] is compelling. Institutions, large corporationsin particular, play a

significant role in creating and preserving conditions for trust [*].

By contrast, the cost of transactions increases when laws, regulations and other controls
respond to breaches of trust. According to a 2006 study discussed by OCEG [*],
businesses are spending $1.1 trillion to comply with U. S. federal regulations. More
significantly, breaches of trust contribute to a self-reinforcing propagation of mistrust [*].
Xii

An organic property of trust is that trusting begets trust [*'] in avirtuous spiral of ever-

increasing trust ["].
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Trust Measures and Indicators

Part | of this paper, published in September 2007 discusses three ways that management can measure trust
indicators for customers. Here, in Part I, the discussion will focus on how the same methods can be used

to measure investor trust. This section examines the use of the same methods to measure investor trust.

M easurement matters [¥]. A well-known maxim is“what gets measured gets done.” All
enterprise processes can benefit from measurement. Ideally, measurement of trust

indicators will help organizations:

e demonstrate the results of trust optimization activities
e show how these results support enterprise objectives
e determine what works and what doesn’t
e justify capital allocation Trust measures matter for
e promote accountability business perfor mance.
e motivate and provide tangible feedback to
employees
e enhance the value of stakeholder relationships

e drive business performance.

Investors care about business performance. They also value the structures that provide
them with valid indicators to trust in an issuer’ s past and future performance. These
structures consist of sector-wide institutions and infrastructures, issuers business
processes, and investors' tools. Issuers have asignificant role to play in helping to
improve the trust indicators available to investors. They should also be motivated by the
promise of higher and more stable share price valuations, less active shareholders, and

lower liability insurance premiums that derive from high investor trust and confidence.
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3 Types of Trust Indicators

Assertions — perception indicators for trust

Actions — outcome indicators for trust

Conditions — affecting indicators for trust

T U ST Enabling strategies & TE Research are divisions of Trust Enablement Incorporated

Assertions

Traditionaly, the primary measure of consumer confidence and
@ trust have been surveys like The Conference Board’' s monthly
N

Consumer Confidence Index and Edelman’s annual Trust

Barometer. Although useful as a macroeconomic indicator of

consumer sentiments, surveys are blunt instruments. They rely on what people say,
rather than how they behave. Answers are influenced by what people have in mind when
posed the questions, influenced by the way questions are phrased and the hypothetical

scenarios they imagine for context.

Trust is the willingness to make oneself vulnerable. It isdifficult for people answering a
guestionnaire to know how they will do until they are confronted with areal situation that
forces them to act.
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For example, studies show that nurses are more trusted than doctors. Does that mean
cancer patients are more likely to rely on nurses to diagnose and treat them than
oncologists? Clearly, a more precise question would produce a better answer.
Nevertheless, closer observations may revea that patients may seek second and third
opinions from oncol ogists, but not so from nurses. This behaviour would indicate that
nurses are sufficiently trusted by patients to provide adequate
care, while oncologists, whose individual professional Sur VEY responses
opinion patients find inadequate, are insufficiently trustedto  are biased.

diagnose and treat them.

Alternatively, game-theory-based studies have, in many cases, provided reliable
simulations of trust in the real world. In fact, studies comparing peopl€e’'s survey results
with their behaviour in games have produced conflicting results [*'], indicating biased

Survey responses.

Fortunately, capital market structures make it considerably easier to observe investor

behaviour and rely less on surveys.

Actions

Behaviour is the best indicator of trust. Paying a premium for a
product or service, making alarge or longer-term commitment
to avendor, or forgoing prudent due diligence before buying --
all are behaviours that indicate higher levels of trust. Another

good indicator of trust is when customers advocate for a

vendor or recommend products and services to others. Actions speak
However, these actions, or their absence, cannot be
attributed exclusively to trust or distrust.

louder than words.

The best behavior indicators of investor trust are price/earnings ratios and the price

investors are willing to pay for shares relative to the issuer’s earnings. Higher
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price/earnings ratios generally indicate higher levels of trust in the future earnings of the
issuer. However, even a high price/earnings ratio cannot be attributed exclusively to
investor trust in the issuer’ s ability to maintain or grow historical earnings. A high share
price may aso reflect investor expectations about an impending acquisition, or may
simply be due to sector-wide “irrational exuberance,” a phrase made famousin 1996 by
Alan Greenspan, U.S. Chairman of the Federal Reserve Board, referring to the fast-rising
stock prices caused by the “dot-com” bubble phenomenon.

Trust is always contextual. What did investors trust about share prices in the Internet
sector? They trusted the emergence of the Internet to be an unprecedented new economic
growth opportunity. They aso trusted their peer _ _ _
investors' “infectious greed,” as Greenspan called it, to Attributi ng actions
fuel the flames of share price inflation for aslong as to trust isdifficult.
they could. Although their trust was well founded, it

was not based on the intrinsic value of the shares. Thiswas not trust, but “irrational
exuberance.” Behaviour that superficially appears to be the result of trust, such as high
price/earnings ratios, can really be a consequence of other influences. In some cases,
those influences can look very much like trust, but upon closer inspection may be

something closer to blind faith.

Trust is always contextual, and the context must be valid. It istherefore important to
understand the conditions that indicate trust.

© Copyright 2007 Trust Enabling Strategies All Rights Reserved
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Conditions

To fully attribute investor behaviour to trust, management needs to
examine al indicators of trust. Understanding the dynamics of the

factors affecting trust, business will get valid answers to questions

like, “ How isit that someissuers enjoy relatively stable share prices,
despite experiencing setbacks, while others' oscillate nervously with every disclosure?”
or “Why isit that eBay still traded at 143 P/E, as of June

20, 2002, or 420% of the industry average [*'] ?” Multiple conditions

The Trust Enablement® Framework was introduced in indicatetrust.
Part | of this paper, published separately. The principles
are reviewed below to clarify the role of trust for the investment sector.

© Copyright 2007 T rustenssiing strategies All Rights Reserved
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The Trust Enablement® Framework — a brief review

Conditions for Trust
The Trust Enablement® Framework

Certainty Acceptability

Develop Trust Protect Trust

Factual Sources of Trust Motive Forces

Personal experiences of the relying Factors influencing the actions of the
party or those of objective witnesses. beneficiary (trusted party).

Interpretive Sources of Trust Proficiencies

Subjective assertions of the source of Aptitude, knowledge, behaviour and
the information, the relying party, or disciplines employed to consistently
third parties. deliver expected value (people,

processes & technology).

Empowerment Risk Transference

Relying party’s ability to choose. Mechanisms and processes that
transfer risk away from the relying party.

T ru S_.[ Enabling Strategies & TE Research are diisions of Trust Enablement Incorporated

The Trust Enablement® Framework is based on a formulaic definition of trust,
developed in Part | of this paper:

Trust = Acceptable Uncertainty

The framework is divided in half. Verticaly, the Framework is organized
according to conditions that indicate certainty (reducing and accepting risk) and
contribute to developing trust, and conditions that

indicate acceptability (mitigating risk) and Trust reducesrisk.
contribute to protecting trust. Horizontaly, the

Framework classifies indicators according to how they contribute to attaining
each of these two primary trust objectives. The top row, Factual Sources of Trust

[*] and Motive Forces, indicate high, durable trust, while the second row

© Copyright 2007 T rustenssiing strategies All Rights Reserved
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represents indicators for fast, transactional trust. The bottom row indicates trust

remedies when trust is lost or deficient.

Applying The Trust Enablement® Framework to Indicate Trust

Going back to our “dot-com” example, the Trust Enablement® Framework
provides insights into why high levels of investor trust, based on Factual and
Interpretive Sources of Trust, evaporated at the first signs of fellow investors
jumping off the bandwagon. There was virtually nothing on the right side of the
Framework to protect from this erosion of trust; there were no earnings to justify
share prices. Similarly, today, U.S. capital markets are skittish in the wake of a
market correction down from record highs, precipitated by massive defaults on
sub-prime loans. Can investors trust today’ s price/earnings ratios to be
appropriate and sustainable, even though they are 35% lower now than they were
in 20007

This time, earnings have been strong, at least in a couple of broadly defined
sectors (financial services, and energy, utilities and materials) [*'"]. A Trust
Enablement® assessment can reveal the factors that influence how analysts make
their projections and what conditions validate investor trust.

Assessing Investor Trust in the Economy

The Trust Enablement® Framework can be used to examine conditions for

investor trust. For example (for illustrative purposes only):

e market volatility (factual source of trust) suggests an erosion of
trust;

e tentative analysts reports (interpretive sources of trust) contribute

to the distrust; extraordinary and disproportionate historical

© Copyright 2007 Trust Enabling Strategies All Rights Reserved
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earnings (proficiencies) in only a couple of sectors suggests they

may neither be real nor sustainable;

¢ the motive forces driving business and economic policy in today’s
uncertain climate, for a

variety of political and A Trust Enablement®

€conomic reasons, may be .
assessment indicates
overly short-term focused;

low trust in the value of
e safe harbours to protect

against capital erosion (such Y- S. capital markets.
as money markets, real estate,
utilities and natural resources) may not feel safe enough to

underpin arecovery; and

e investors ability to mount arecovery by choosing among
investment alternatives in the domestic market may be limited to
only one or two other high-performing, but relatively immaterial
sectors, such as media

This simplified, hypothetical Trust Enablement® assessment indicates low
(insufficient basis for) trust in the continued performance of U.S. capital
markets, and unless conditions for trust improve, does not portend well for
the future. In Canada, by contrast, long-term commitments (motive for ces)
to massive capital investment in oil sands development (proficiencies)

might indicate market and economic resilience.

© Copyright 2007 T rustenssiing strategies All Rights Reserved
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Predicting the Future

Of course, the Trust Enablement® Framework is not acrystal ball. It
analyzes known factors that influence trust. Although the Framework
does provide leading indicators about likely effects on trust, the past is not
areliableindicator of the future. The future isunpredictable. Unexpected,
external factors, such as terrorists crashing acommercial jetliner into the
World Trade Center and the effects of a possible tsunami flooding a major
commercial center such as Manhattan or London pose grave consequences
for world economies. Similarly, adiscovery of vast, economically
accessible oil and gasreservesin the

international waters of the Arctic could not You can't trust

only reduce prices, but also divert the future -
investment away from Canada’ s oil sands

development and threaten Canada’'s most of thetime.
economic prosperity. Sudden peace in the

Middle East could cause the U.S. military and aerospace economic engine
to grind to ahalt and divert public attention to U.S. government debt.
Disruptive and unpredictable changes often destabilize existing value
production and open new investment opportunities. These disruptors have
the most profound and long-lasting impact on economies - which rational

investors can bank on (trust).

Global climate changeisagood casein point. It ispredictable. Current
warming trends will continue. Popular opinion and public policy will
drive investment in productive resources that mitigate this trend and its
impact. For investors, the risk is minimal that current trends will reverse
in the foreseeabl e future.

© Copyright 2007 Trust Enabling Strategies All Rights Reserved

Page 17 of 69



Trust Measures and Indicators for Customers and Investors
Part Il: Measuring Trust Indicators for Investors

Effects of Altered Conditionsfor Trust

Nevertheless, the Trust Enablement® Framework can help issuers,
regulators and market makers adjust the levers that ater conditions for
trust. Using the Framework, management can identify specific trust

objectives and then gauge whether they can be attributed directly to trust.

For example, afew years after Sarbanes-Oxley (SOX) legidlation was
implemented in the U.S., capital markets and public trust in corporations
rebounded to al-time highs, as did trust

inindustry analysts' reports, but not Sar banes-Oxl ey

necessarily in business |eaders []. regulationsdon’t

Our Trust Enablement® Framework was ~ deserve glory for
used to assess the SOX provisionsin
the Trust Indicators for Rebuilding

Trust in Capital Markets section below. The assessment indicates that

new trust highs.

SOX creates conditions for “fast trust” and protection from future erosion
of trust. However, it does not indicate rapid restoration of trust, and
certainly not to new highs. Nor does it indicate, given the credibility loss
suffered by business leaders, that certification of financia statements and
internal controls by CFOs would be effective in developing “fast trust.” If
valid, these predictors suggest that SOX may not deserve al the credit for
the apparent trust highs indicated by studies and market valuations.

Monitoring Investor Use of Trust Enablers™ to Indicate Trust

Observers of investor due diligence can use the Trust Enablement®

Framework to guide how they monitor and analyze investor behavior.

© Copyright 2007 Trust Enabling Strategies All Rights Reserved
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Trust Enablers™ are the Framework’ s mechanisms and instruments that

create conditions for trust.

Usage patterns provide an additiona and distinct trust indicator. For
example, it is not trust but blind faith that motivates an investor to forgo

due diligence, pass up factual and

inter pretive sources of trust, and rely on Investorsindicate
only one credit rating agency as a trust by usi ng - or
trustworthy source for valuing commercial

not using - tools
paper.

Trust deficiencies can be uncovered by an and resour ces that

extensive use of tools that assessthe relative  DUIild confidence,
performance of analysts. Also, observations

that investors are transferring risk by hedging and selling short may
indicate an erosion of trust. And investor activism promoting new laws
and regulations (motive forces) would signal distrust (lack of confidence)

in the future, such as with Sarbanes-Oxley legidation.

In summary, three complementary approaches can be used to measuring trust indicators:
1) Assertions of investors, such as through a questionnaire; 2) Actions associated with
investor trust and distrust; and 3) Conditions known

to influence investor trust and how investorsrely on - Conditions for trust
them. The third approach helpsto both attribute L

trust to actions and identify trust requirements that Indicate [evels of trust.
further indicate the current state of trust. The Trust

Enablement® Framework is used to classify conditions for investor trust according to
their impact on trust perceptions and attribute investor actions more directly to trust,

thereby making actions a more reliable indicator of trust.

© Copyright 2007 T rustenssiing strategies All Rights Reserved
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Armed with this knowledge, issuers and policy makers can devise new, more precise
measurement tools for trust that rely less on survey biases. They can also adopt trust-
optimizing practices that positively influence investor actions. The remainder of this
paper applies the Trust Enablement® Framework to analyze conditions for trust in several

case studies that indicate trust gaps and highlight opportunities for improvement.
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Part Il: Measuring Trust Indicators for Investors

Part | (in a separate document) examined ways to measure trust indicators for customers.

Part 11 examines the similarities and differences of trust indicators for investors.

Applying the conditions for trust approach, based on the Trust Enablement® Framework,
this section examines how trust indicators at a macroeconomic level contribute to
rebuilding trust in capital markets. Investors are then grouped according to their
investment preferences to determine the

trust indicators that most impact their The Trust Enablement®
confidence levels. Findly, severa Framework isused to measur e
priority trust indicators for institutional
investors are examined using the same and compar e conditions that

approach. indicate tr ust.

The Trust Enablement® Framework

classifies the conditions that affect trust in relation to how these conditions enabl e trust.

Indicators for Investor Trust & Confidence in Capital Markets

Our analysis of trust indicators begins with a macroeconomic perspective of investor

confidence.

In The Wealth of Nations (1776), Adam Smith wrote that wealth is measured by the
creation and consumption of goods and services, not by stockpiling them. It isthe ebb

XX] .

and flow, not the accumulation of money that determines wealth | In fact, Gross

Domestic Product (GDP) measures the size of an economy based on the flow of

expenditures.

It stands to reason that if increasing this flow of transactions builds wealth, then the trust
and confidence that promote the flow of transactions are key ingredients for wealth. In
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Trust: The Social Virtues and the Creation of Prosperity (1995), author Francis
Fukuyamawrites, “ Social capital and the proclivity for spontaneous sociability have
important economic consequences.” In other words, economic prosperity depends on
people being able to trust strangersin order to increase transaction flows. In Trusting and
Non-Trusting, a 1999 paper by Boston University Professor Tamar Frankel, she wrote,

“ Americans have expanded institutions to introduce trusting among total strangers

located far apart.” i
Prosperity depends
Specificaly, U.S. Federal Reserve Board Chairman

Allan Greenspan told Congress, “Our market system
depends critically on trust -- trust in the word of our enable strangersto
colleagues and trust in the word of those with whom trust each other.

on institutionsthat

we do business.... Lawyers, internal and external

auditors, corporate boards, Wall Street security analysts, rating agencies, and large
institutional holders of stock all failed for one reason or another to detect and blow the
whistle on those who breached the level of trust essential to well-functioning markets.”

Legidators responded with sweeping new legidlation to restore public trust and investor
confidence in the ingtitutions that were threatening the foundations of American

capitalism.

Trust Indicators for Rebuilding Trust in Capital Markets

The start of the 21% century was marked by a crisis of trust in capital markets.
After experiencing the back-to-back stock market shocks of the collapse of the
dotcom boom and the governance scandals of numerous corporate institutions,
such as Enron, investors became uncertain.

Many recommendations were made to restore trust. Only some were enacted.
However, neither the proposed nor the enacted trust indicators were based on a

framework to optimize the rebuilding of investor trust.
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This section examines trust indicators for

investors at amacro level -- public trust in Neither media

capital markets and investors at large. It recommendations nor
demonstrates use of the Trust Enablement®

SOX legidlation were
Framework to measure and compare the _
popular recommendations made in the media gul ded by atrust and
for restoring trust in capital markets with confidence framework.

those enacted by Sarbanes-Oxley legidlation.

Trust Indicators in Sarbanes-Oxley

The stated purpose of Sarbanes-Oxley legisation (SOX) is*“To protect investors
by improving the accuracy and reliability of corporate disclosures made pursuant
to the securities laws, and for other purposes.” It isinteresting to notethat it is
intended to be a defensive measure that provides additional protection to

investors, not to proactively restore trust in capital markets.

Approach

A simple approach to measuring trust indicatorsis to group them according to the

categories provided by the Trust _
Enablement® Framework, then simply A S|mple measure of trust
add up the number of indicators found iIstherelative sum of the
under each heading. The most popul ous indicators allocated to
groupings indicate a bias toward a

each category of the Trust

specific trust objective. Thissimple

method is used to illustrate versatility Enablement® Framework.
and effectiveness of the Trust
© Copyright 2007 T rustenssiing strategies All Rights Reserved
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Enablement® Framework throughout the paper.

More sophisticated approaches would apply aweighting to certain indicators,
depending on their relative importance or how they contribute to atrust objective.
For example, an indicator that has an emotional impact on the investor may be
weighted more than one that appeals to their rational cognition. Similarly, CFO
and CEO certification of financial statements and internal controls may get one
point toward devel oping trust, while low public trust in business leaders may

justify taking half a point away from the score.

Findings

The Trust Enablement® assessment of provisions found in Sarbanes-Oxley
legislation (SOX) reveals largest grouping in the Motive Forces category. There
is also some concentration of provisions under Interpretive Sources [*]. Also
notable are the categories that are virtually unaddressed by SOX.
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Sarbanes-Oxley Legidation
Trust Developing Provisions Trust Protecting Provisions
2. Factual Sources 4. Motive Forces
+ Inspections of Registered Public + Sec 1 - Public Company Accounting Oversight Board

Accounting Firms .
9 * Sec 2 - Auditor Independence

* Sec 6 - Commission Resources and Authority:
* Sec 8 - Corporate and Criminal Fraud Accountability
+ Sec 9 - White Collar Crime Penalty Enhancements

[

. Interpretive Sources .
P * Sec 11 - Corporate Fraud and Accountability

*

Sec 4 - Enhanced Financial Disclosure ) .
+ Auditor Conflict of Interest
¢ Sec 7 - Studies and Reports . N
P + Sec 402 - Enhanced Conflict of Interest Provisions
¢ Sec 10 - Corporate Tax Returns
P * Code of Ethics for Senior Financial Officers

*

Accounting Standards :
9 * Sec 5 - Analyst Conflicts of Interest

*

Auditor R rts to Audit C itt
SRR 1 Audlt Commitiee + Sec 3 - Corporate Responsibility

*

Qualifications of Associated Persons of
Brokers and Dealers

w

. Proficiencies

+ Sec 302 — Certification of Financial Tampering of a Record of Otherwise Impeding and
Statements and Internal Controls by CFO Official Proceeding

*

5. Empowerment

o

. Risk Transference

TrUE).lEnatllﬁng Strategies 19

Conclusions

A high-level Trust Enablement® Assessment of the Sarbanes-Oxley Act (SOX)
reveals predominant emphasis on provisions in the Motive Forces category that
serves to protect from long-term loss of trust, which is consistent with its stated
purpose. The Act also introduces a few mechanisms

SOX isrooted in

in the Inter pretive Sources of

Trust category that serve to establish fast trust. It risk management
reveals predominantly a risk management approach thinki ng.

(protecting from further erosion of trust) to building

trust and confidence in capital markets. It primarily indicates less long-term

erosion of trust.
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Trust Indicators in Media Recommendations

A Trust Enablement® assessment was made of media-reported recommendations
for restoring confidence in capital markets reveals greater emphasis on devel oping

trust than was found by analyzing SOX provisions.

Findings
Media

recommendations

In contrast with SOX, the recommendations cover
more categories of the framework in a more balanced
manner. Thereis dlightly more emphasison

_ o develop trust.
developing trust than protecting it. It aso addresses
the need to compensate for trust deficiencies with recommendation in the Risk

Transference category.

Recommendations for Restoring Confidence in Capital Markets

Trust Developing Provisions
. Factual Sources

Trust Protecting Provisions
. Motive Forces

* 4 4 4+ 0 0 e e N

*

Participation of stakeholders
Relying party representation

Tone of leaders

Tough decision making by leaders
Information distribution
Performance benchmarking
Metrics tracking and reporting
Systems for financial transparency

Unbiased third party analysts

Global industry-specific accounting
standards

+ Board quality ratings
+ Machine/human understandability

LR IR R R B R R R I N

Honesty of leaders

Independence of roles and policing
Motivators/interests
Ethics/values/spirit/culture
Personal accountability
Recourse/enforcement

Industry Rules & Regulations
Oversight & Standards Bodies
Government's role

1. Interpretive Sources + 3. Proficiencies

+ Independent Boards of Directors + Awareness of financial systems

+ Encouragement of candor + Standardized stock rating systems
+ Certification by CEO & CFO + Internet technologies

+ Independent Auditors

*

. Empowerment

T r LI ST Enabling Strategies

6. Risk Transference
+ Stakeholder liability

¢ Guarantees/warranties on
quality of securities

18
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Conclusions

The assessment findings indicate a trust-oriented approach to investor confidence,
with emphasis on leveraging more
Interpretive and Factual Sources of Trust
that help to develop high trust. The
recommendationsin the Risk Transference  compensate for lost trust.
category also address the need to maintain

M edia recommendations

aflow of investment transactions during the period of low trust as a foundation

for accelerating the process of rebuilding trust.

Comparing Trust Indicators

The following chart superimposes the trust indicator measurements of Sarbanes-

Oxley over aggregated popular opinions for restoring trust in capital markets.

Charting the categories for trust indicators from the Trust Enablement®
Framework, provides arough, high-level comparison of the nature of the two
approaches for restoring trust and confidence in capital markets. Trust indicators
that initially appear to be unrelated, and therefore not comparable, become both
measurable and comparable when viewed through the lens of the Trust
Enablement® Framework.
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Comparative Trust Indicators Assessment
Sarbanes-Oxley vs. Media Recommendations

Interpretive Sources
12

10

8

Proficiencies Risk Transference

Motive Forces Factual Sources

Empowerment

W Media Recommendations [@ Sarbanes-Oxley

Recognizing that in many ways this is a comparison of apples and oranges, it is
still possible to compare their

characteristics (analogousto colour, M edia recommendations

texture, size, weight, sugar content, )
gt 9 addressinvestor trust and
flavour, nutritional value, etc. in a

recipe) especially when their confidence compr ehensively.

purposeis similar (i.e. food for
dessert). In our case the comparison is between two approaches to restoring
confidence in capital markets.
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Top three findings revealed by the chart:

1. Popular Recommendations provided a more comprehensive suite of trust
indicators;

2. Popular Recommendations provide more trust indicators for developing
high trust; and

3. Popular Recommendations provide more trust indicators to transfer risk,
which helps to rebuild lost trust.

This comparative analysis suggests that regulators and industry coalitions could
have done considerably more to rebuild trust in capital markets than was provided
by SOX legislation.

Note that although this analysis demonstrates how trust indicators are both
measurable and comparable, it says nothing about the validity of the information
supported by the trust indicators (i.e. do we trust the information we need?).
Measuring trust indicators alone is therefore not sufficient to conclude that one
approach is more effective than another. To conclude about effectiveness, trust
indicators need to be compared for reliance on comparable information used for

similar purposes.

The examples above show that it is possible to The Trust Enablement®
discern the extent to which a set of conditions

. o . o Framework makes
contributes to achieving specific trust objectives.
These can be quantified with various levels of trust indicators
sophistication and then compared using common compar able.
measurement criteria, as specified by the Trust

Enablement® Framework.
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Priority Trust Indicators for Investors

The previous example analyzed a generic macroeconomic scenario. Although the
economy generally has a significant impact on most investments, investors have more
power to choose between specific investments. To gain further insightsinto the
indicators investors need to attain and maintain trust in their target investments, we need
to consider both the investors' investment preferences and the process they use to make

investment decisions.

The objectiveisto discern priority trust indicators for various kinds of investmentsin
order to focus on the trust indicators that warrant measurement and analysis. In order to
provide investors with indicators that optimize trust, issuers must understand the needs of

their target investors.

As the following examples show, some investors rely more on technical analysis than
fundamentals, many speculate on market momentums, while others prefer to hold their

positions for along time.

Trust Indicators Used Through the Investment Process

Investors are just like any customer, except that they try to buy appreciating

assets. Investors go through the same ) :
_ Investors' requirements

genera purchasing cycle as any customer

does. Their investment purchasesfollowa 10 trust indicators

standard transaction lifecycle -- moving change asthey step

from discovery to negotiation and order, to )
YN through their

fulfillment, settlement and compliance, as
discussed in Part I, Stages of Customer investment decision and

Purchase. At each step, investors' trust pur chase Pr OCESSES.
reguirements change, just as they do for any

customer. What differsis the nature of the information they rely on in each phase
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of the transaction, and the trust indicators they use to attain and maintain trust in

that information taking the next step toward completing the transaction.

Investor Types

Investors are adiverse group. Although they all seek a satisfactory return on
their investments, they have very different perceptions about what it meansto be
an investor and what return on investment would be satisfactory. They range
from institutional investors -- such as pension funds, which invest in stable “blue
chip” companies that can be relied upon to
deliver a consistent return -- to day-trading Investors needs differ.
speculators who buy and sell shareson
momentum, and whose idea of a satisfactory return on investment isasimilar to
that of winning the jackpot in alottery. Other investors include company
founders, angel investors, venture capitalists, stockbrokers, mutual funds and
hedge funds, to name the most common categories. Each have adistinct set of
investment requirements, which makes it misleading to generalize.
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One way to group investorsis according to their investment-time horizon and

risk/return profile.

A

Investors Types

High Risk/High

Speculator
Return

(Investment — Production Phases)

Angel | Entrepreneur

(Formation Phase)

Day Trader

Risk/Return

Mutual Fund

Commercial Trader

Ventur ei Capital

Private Equity

Pension Fund

LowRis/Low | | Banker Pensioner
Return (Money Market) (Harvest Phase)
>
Short Investment Time Horizon Long
T FUSTEnablin g Strategies & 1E Research are divisions of Trust Enablement Incorporated

Investors can be classified according to the extent to which their investment styles

fit four archetypal investor profiles. Speculators, Entrepreneurs, Pensioners and

Bankers. Speculators and Entrepreneurs willingly accept high risks to achieve

extraordinary returns. The former treat investments like commodities, buying and

selling on momentum, while for the latter each investment is alife's commitment.

Bankers and Pensioners are more risk-averse, satisfied with modest returnsin

order to safeguard their money. The former consists of people temporarily

parking their money before reapplying it to business operations, while the latter

seeks to protect their assets from eroding within an economic cycle.

© Copyright 2007
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Each type of investor also prefers distinct types of investment vehicles.
Speculators and Entrepreneurs invest aimost exclusively in equity securities,
while Bankers and Pensionerstend to

invest, at least in part, in debt, annuity and AT chetypes define

money market securities. Most investors investors' r eq uirements.
are a hybrid of two or three archetypes,

tending to lean more toward one of the archetypes, rather than being defined by it.
Each of the equity investors prefersto invest in the securities of distinct types of

issuers.
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Equity Investors

Issuer can be classified according to their stage of maturity within atypical
corporate lifecycle, from start-up to end of life. Companiesin the Formation and
Investment phases of the lifecycle are growth-oriented, while those in the

Production and Harvest phases are rationalization-oriented.

Formation Phase Investment Phase f Production Phase Harvest Phase
(Sales Growth) ! (Valuation) : (Profitability) ' (Distribution)
D | |
5| oo . Retonalzaton,.
3 i
| Expenses / Revenues

Entrepreneur Speculator Pensioner

(Formation Phase) (Investment — Production Phases) (Harvest Phase)

Family
Friends &
Angels

Venture
Capital

Equity investors, based on their archetypal leanings, tend to invest in issuers at

different stagesin acorporate lifecycle. Knowing investors' preferences provides
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insights into the criteria they consider most important when making investment
decisions. These, in turn, define their priority trust indicators that warrant
measurement and analysis.

Investment Types

The objective of thisand the following section is to determine the trust indicators
that are most meaningful when investors purchase different kinds of investments
to expedite the transaction. Issuers can use thisinformation to strategically
allocate resources of their trust optimization programs toward devel oping
investors' trust and confidence in the areas that matter most when investing.

The previous sections distinguished .
P Y Investment characteristics

between types of investors

according to their investment determinethecritical trust

preferences. The analysis found Indicator sinvestors need to

that these typestend to invest in . .
P make investment decisions.
issuers at different stagesin the

company’slife.

This section organizes investment preferences using the same classifications used
for customersin Part | of this paper, which will keep the labelling consistent and
so that the same priority trust indicators can be applied with each associated

generic purchase type to each kind of investments.
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It may surprise some that investments can be classified generically for their

priority trust indicators. Asour examples below show, investments can be

broadly classified according to a generic purchase classification system to
determining the strategic trust indicators that most need to be satisfied to expedite

apurchase. To recap, the nature of generic customer purchases were defined

broadly using seven categories:

Generic Purchase
Classification

Generic Purchase
Description

Investment
Description

A. RISK PROFILE

customer’ s preconceived
perceptions about purchase

investor’s investment style

B. COMMODITY

known, quantifiable and
easily substitutable product

investments made based
on technical analysis

Sizeable purchase relative

consequential investments

complexity

& LAl to total budget relative to total budget
, investments based on
D. COMPLEX feature/function fundamentalss, requiring

expert analysis

E. INTANGIBLE

unknown or non-
standardized value
determination

investments in unproven
issuers

F. COMMITTED

long-term commitment

long-term or illiquid
investments

G. SPECULATIVE

starting with a negative
perception

investmentsin a“bear”
market

These generic purchases categories can now be associated with investors
preferences for issuers at particular stagesin their maturity lifecycle. B.
COMMODITY through F. COMMITTED are most relevant classifications for

thisanalysis.
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Formation Phase

(Sales Growth) (Valuation)

Investment Phase f
I
I
1
|

Performance ($)
@
3
g
=

A

Expenses Revenues

Production Phase

Harvest Phase

(Profitability) (Distribution)

Rationalization

»

Investments that are liquid and largely undifferentiated
(such asincome trusts) and/or technical analysis
oriented investors (in other words buy and sell on value
and momentum) define commodities. Commodity
investments make a clear promise either explicitly or
based on track record or market trend (extrinsic factors
belong to the Interpretive category). They transfer
risk by guaranteeing ayield or limiting the duration of
their holdings. Both FUND managers and DAY
TRADERS purchase investment commodities.

B. COMMODITY

Factuali Motive Forces
Interpretiye Proficiencies
Empowerméent Risk Transference

financial commitment, such as

considerable due diligence and

closely monitor performance

(factual sources of trust).

Investors making a consequential

VENTURE CAPITALISTS, apply

Motive Forces;

Proficiencies!

I
C. MAJOR
Factdial Motive Forces
Interpretive Proficiencies
Empowérment Risk Transference :
1
Portfolio investors, such as D. COMPLEX
MUTUAL FUNDS, rely on Factual
sophisticated analysis Interpretive
(interpretive sources of trust) Empowerment

Risk Transference

about the performance of the
issuer (proficiencies) when
determining portfolio fit.

FAMILY & FRIENDS are often the first investors
in an entrepreneurial venture. They invest more

E. INTANGIBLE I
Factual Mqtive Forces
Interpretive Proficiencies
Empowerment Risk Transference

Long-term, committed investors, such as

the board of directors or control it.

T
|
PENSION FUNDS and MUTUAL F. COMMITTED |
FUNDS, need to know how management Factual I Motive Forces
decisions will be made over time (motive Interpretive i Proficiencies
forces). They need therefore to either trust Empowerment ! Risk Transference
1
[}

© Copyright 2007

for social than financial reasons. Nevertheless,
they need to see, fedl, experience (intrinsic
sources of trust) and intimately understand the
entrepreneurial offerings. These investors rely
mostly on the value of the reputation of the
entrepreneur in the community to transfer risk.
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These insights about the priority trust indicators for various kinds of investors allow
issuers to focus on measuring and analyzing the

trust indicators that matter most to their investors. Institutional investors

For illustrative purposes, to demonsirate how need to trust the motive

Issuers can measure the most meaningful trust

indicators for their investors, the remainder of this forces of theissuer.
paper examines trust indicators for F.
COMMITTED investment purchases, namely those made by institutional investors, such
as pension funds and mutual funds. The focus is on developing and protecting sufficient
trust in the issuer’ s motive forces to secure long-term commitments to large securities

holdings.
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Priority Trust Indicators for Committed (Institutional) Investors

Investors making long-term commitments to holding securities have distinct trust

requirements. They are primarily concerned with sustainable performance. They

therefore seek to attain high levels of trust in the S .

B o J _ | nstitutional investors

decision-making criteria of an issuer’s board of

directors and management. The composition of the look for trust

board and management, and the issuer’s corporate indicator s about the
overnance practices al play in an important rolein . ) . -

J o P o e P , issuer’s sustainability.

assuring institutional investors about the consistency

with which strategic business decisions will be made for the duration of their investment

position.

Therole of institutional investorsis primarily to serve the interests of individua
investors, whose money is being invested. Trust
consideration must therefore begin with the I nstitutional investors
relationship between the originating investor and the _ _

investing institution. This chain of trust must be must maintain an
maintained by the issuer’s board of directors and optimized chain of

handed down to management. trust from the

This section of the paper examinesvariouswaysthat . . 4o\ 41151 investor

trust is found and can be measured in the motive _
forces influencing the issuer’ s strategic decision- thr Ough theissuer’s

making. It beginswith alook at how board of directors, to
recommendations to improve the demand-side of the management.
investment sector contribute to investor trust. The

focus then turns to how corporate governance practices indicate investor trust and

contribute to various aspects of business performance.

© Copyright 2007 T rustenssiing strategies All Rights Reserved

Page 39 of 69



Trust Measures and Indicators for Customers and Investors
Part Il: Measuring Trust Indicators for Investors

The first example illustrates how policy makers can use the Trust Enablement®
Framework to optimize conditions for trust on the demand-side of capital markets, which
will improve investor confidence and increase the volume, velocity and value of
investment purchases. Subsequent examples show how the Trust Enablement®
Framework can be used by issuers to improve corporate governance practices to fulfill
the fiduciary duties of directors and officers, reduce liability exposures and improve
business performance. Investors can apply the same criteriato assess the quality of the
issuer’ s corporate governance practices to assess risk and determine their confidence

levelsin the sustainability of the issuer’s performance.

Trust Indicators for Strengthening the Demand-Side

Thefirst consideration is to strengthen the effectiveness of the so-called “ demand-
side” [, which consists of various intermediaries that act as monitors and
gatekeepers. These include analysts, auditors, stock exchanges, lawyers, media
and other institutions that create

conditions for investor trust and Fiduciary relationships

to align the motive forces of investors ) .
with those of intermediary funds that contractual relationshi PS
make specific investment purchaseson 0N Mistrust.

behalf of investors. Some have

advocated expanding the fiduciary duties of intermediaries to the individual
investorsto reinforce their trust relationship and move away from contractual
obligations that presume mistrust [*]. Examples of prospective initiatives,
beyond the provisions of Sarbanes-Oxley legidlation, are presented in Table 1

[xxiv] .
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[Table 1] Examples of proposed Trust Enablement® I nitiatives

Develop Trust

Factual Sources of Trust

e Investigations by business school
students

¢ Reports by the media

e Monitors at a distance, for
objectivity, but lower quality
information

o Market trading professionals, as
they are not susceptible to

‘capture’:
Arbitrageurs
Researchers
Brokers

Portfolio managers

O O O O o

Hedge fund managers

Interpretive Sour ces of Trust

e Tax accounting records

o Monitors close to the company,
for high quality information, at

the expense of losing some
objectivity

Empower ment

o Choice of multiplerating
agencies and other sources of
trust

Protect Trust

M otive Forces

¢ A Board culture that challenges
common beliefs and customs,
with athirst for new
information and new sources of
trust

e Tax code to encourage short-
selling

e Commodity Futures
Modernization Act of 2000

e Government regulators and
policy analysts that facilitate
true objectivity among outside
monitors

Proficiencies

Risk Transference

e Short-selling
e Single stock futures contracts

The above Trust Enablement® assessment of the proposals for restore trust in

capital markets by improving the demand-side finds an emphasis on devel oping

TI’U SUTEnabling Strategies
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high trust and compensating for low trust. It indicates that adoption of these
measures would help to accelerate the process of recovering from low trust and
developing high trust.

Corporate Governance

The Priority Trust Indicator for Institutional investors (the F. COMMITTED
category) is the Motive Forces category in the Trust Enablement® Framework.
Motive forces protect trust in the long term by helping relying parties to anticipate
how the organization can be expected to make decisionsin the future. Good
corporate governance represents the primary trust indicator used by institutional

investors to indicate trust in the issuer’ s motive for ces.

Trust isthe core of good corporate governance
[*"]; shareholders must trust that the board of

Trust isat thecore

directors will exercise their fiduciary duties of of gOOd cor porate

] to the corporation when gover nance.
monitoring, ratifying and sanctioning (reward and

XXVi

care and loyalty [

XXVil

punishment) [*"] management (the agents of shareholders) decisions.

Asweéll, directors must trust that corporate officers are managing the affairs of
the corporation competently and with integrity ["']. Investor confidencein
capital markets depends on the soundness of this chain of trust. The sole measure
and the definition of good corporate governance' [**] should be the level of trust
and confidence shareholders have in the board's effectiveness to develop and
protect this chain of trust. Recent evidence suggests that good corporate

governance is correlated positively with financial performance [*].

If good corporate governance is a primary trust indicator for motive forces, then

what are the trust indicators for good corporate governance?
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Trust Indicators for Good Corporate Governance

How do investors establish trust and confidence in a board's ability to execute its
fiduciary duties of care and loyalty? There are two parts to the answer:

XXX

1. Directors must be loyal [*"] and exercise care when executing their duties;
2. Shareholders must have evidence of the board’ s loyalty and care.

Table 2 (below) outlines, in general terms, how these objectives are accomplished
using the Trust Enablement® approach.

[Table 2] Trust Enablement® - General Considerations

2. Develop Trust 1. Protect Trust

Factual Sourcesof Trust M otive For ces

Objective Evidence (personal Loyalty (laws, regulations, standards,
observation by shareholders, by-laws, policies, culture, affinities,
Independent witnesses/monitors, ethics, obligations, rewards, penalties,

recording and tracking devices,
transparency, etc.)

policing, recourse, self-esteem,
personal power, wants/needs,
personal mission/objectives, etc.)

Interpretive Sources of Trust Proficiencies

© Copyright 2007

Subjective Evidence (corporate/board
self-assertions/statements and reports,
fiduciaries' representations, corporate
brand, board members’ credentials and
reputations, testimonials, certifications,

analysts opinions, ratings, audit reports,

analysts' recommendations, proxies,
honesty, etc.)

Empower ment

Choice and aggregation from aternative

interpretive and factual sources of trust
(evaluation of analysts’ performance,
director elections, etc.)

TI’U SUTEnabling Strategies

Care (general and specific
knowledge, experience, cognitive and
physical capacity, skills, time,
resources, access, procedures,
controls, technology, integrity,
satisfaction, etc.)

Risk Transference

Liability limits, reduced share prices,
incentives, guarantees, warranties,
insurance, selling short, contracts,
accountability, etc.
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Thefirst criterion is satisfied with provisions in the Motive Forces and
Proficiencies categories on the Protect Trust side of the Framework. The second
criterion is addressed by the Factual Sources of Trust and Interpretive Sour ces of
Trust categories on the Develop Trust side of the Framework.

The Empowerment and Risk Transference

categories on the bottom row of the A Trust Enablement®

framework are used to compensate for .
assessment provides

deficienciesin the previous categories, as
in when thereisinsufficient trust in the investorswith a trust

loyalty and care of directors and officers. indicator about the

This example suggests that, at least quality of an issuer’s
conceptually, the Trust Enablement®

COr por ate gover nance
Framework can be used to analyze the
effectiveness of corporate governance practices.

practices. The presence of a

comprehensive suite of conditions for trust in each of the categories of the
Framework would indicate higher levels of investor trust in the issuer’ s board of
directors and their governance practices. An uneven distribution pattern would
indicate a diminished basis for investor trust and therefore likely lower levels of
trust.

Since optimizing trust is the essence of good corporate governance, Boards of

Directors should do more to build shareholder and stakehol der [**"] trust and

confidence. Thisresponsibility may belong to Governance Committees, since
they are responsible for board effectiveness, and ensuring that directors and

officers comply with their fiduciary duties. Trust considerations can be codified
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in trust-enabling principles, policies and governance practices to parallel those for

risk management.

The next case study uses this approach to determine trust indicators of an issuer’s

governance principles.

Indicating Trust from Corporate Governance Principles

The same frameworks are useful for ng the extent to which existing
corporate governance practices contribute to attaining these trust objectives. For
illustrative purposes only, Table 3 applies the Trust Enablement™ Framework to

xxxiii]

assessing the Cor porate Governance Principles of Pfizer Inc. [
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[Table 3] Trust Enablement™ Assessment

Corporate Gover nance Principles of Pfizer Inc.

Develop Trust

Experiential Sources

of Trust

e The Chairman and
CEO isresponsible for
establishing effective
communications with
the Company’s
stakeholder groups (i.e.
shareholders,
customers, company
associates,
communities, suppliers,
creditors, governments,
and corporate partners)

e Directors may meet
with shareholders
directly, but mostly
when accompanied by
management

Authoritative Sour ces

of Trust

o Management speaks for
the Company

e The Board of Directors
recommend desirable
board member
candidates

Empower ment

e Shareholders elect
members to the Board
of Directors

© Copyright 2007

Protect Trust

M otive For ces

All Directors:

o The Chairman of the Board and the Chief Executive Officer roles are held by
the same person

o The Executive Committee and Science and Technology Committee may be
composed of dependent directors

¢ When a Director’s principle occupation changes substantially, must tender
resignation

o All Directors are expected to own stock in the company, in an amount that is
appropriate for them, and they will receive part of their compensation in Stock
Units, which they must hold for the entire duration of their service to the Board

o The Board, and each committee, is required to conduct a performance self-
evaluation at least annually

Outside Directors:

o Outside directors approve the Chairman & CEQ's short-term and long-term
goals, and evaluate his/her performance against those goals

Independent Directors:

e The Board consists of a majority of independent Directors

o Directors are selected for their independence, and diversity of experience

e The Audit Committee, Compensation Committee, and Corporate Governance
Committee are composed of independent Directors

Ability

¢ Directors should not serve on more than four other boards

o Directors are selected for their leadership ability to exercise sound judgement,
and specific scientific experience, as well as prior government service, and
familiarity with national and international issues affecting the business

e Directorsreceive full orientation and continuing education
[DIRECTORS view omitted]

Risk Transference
e [unaddressed]
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The Trust Enablement™ assessment in Table 3 indicates an expectation by
Pfizer’s Board of Directors that
shareholders rely amost exclusively on

Pfizer’s Cor porate
corporate management as their source of

trust in the efficacy with which directors Governance Princi pl €S

and officers execute their fiduciary favour control over trust.
duties. It alsoillustrates how Pfizer's

Corporate Governance Principles reflects a governance style that values control
over trust for attaining required levels of shareholder confidence (as evidenced by

the emphasis on protecting trust).

Governance Trust Indicators for Reducing Directors’ and

Officers’ Liability Exposures

It stands to reason that increasing shareholder (and other stakeholder) trust "]
and confidence should improve shareholder attraction and retention rates, and
enhance market performance. However, underwriters of Directors and Officers
(D&O) Liability and

Indemnification Insurance have D& O insurance companies
been slow to recognize the value

should reward trustworthy
of trust. They still do not equate _ _
strong intermediary (or demand- boardswith lower premiums.
side) monitoring systems to their

metaphoric equivaent of monitored home alarm systems.

Homes with a monitored alarm system typically receive insurance discounts, but
thisis not the case for issuers who give shareholder (and other stakeholder) a

richer suite of trust indicators. This continues to be the case, despite evidence that
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correl ates distrust with market volatility [**"] and trust with improved business

xxxvi] ]

and share value performance [

Even so-called progressive insurance companies that take an individua “financial
risk” or “quality of corporate governance” approach rather than a* portfolio risk”

XXXVii

approach [*""] give Boards of Directors and corporate officers few incentives to
exceed regulatory standards. Table 4 provides an overview of the conditions that
develop trust and reduce risks (rather than protecting trust to mitigate risks, which
are therefore excluded from the table). The objective isto examine
counterbalancing mechanisms to prevailing risk management approaches (and
their control-oriented solutions) beyond those that D& O Liability Insurance

xxxviii] ]

companies typically assess when pricing policies [
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[Table 4] Trust Enablement® Assessment
Directors & OfficersLiability Insurance Criteriafor Developing Shareholder Trust

Develop Trust

Factual Sour ces of
Trust

I nter pretive Sour ces of
Trust

Corporate
Management

Published Code of
Business Conduct
and Ethics [**"]

CEO and CFO
certification of
public company
filings []

Reportson
performance
effectiveness of
each committee of
the board and
method of
evaluation []

Method for
evauating the
performance of
individual Board
members []

Empower ment

Protect Trust

M otive For ces

Trust Enablement® Assessment

Directors & OfficersLiability Insurance Criteriafor Developing Director’s Trust

Develop Trust

Factual Sources of Trust

e Procedure for anonymous submission,
receipt, and retention of complaints
regarding accounting, internal accounting
controls, or auditing matters [*"]

I nter pretive Sour ces of Trust

e Retention and use of external,
Independent advisors other than auditor

[X|iV]
e CEO and CFO certification of public
company filings ']

DIRECTORS

e Theexterna auditor reports directly to
the Audit committee [*']

Empower ment

Board and al committees have full authority
over use of outside advisors "]

Risk Transference

Tru SUTEnabling Strategies
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The examplein Table 4 shows how corporate governance practices that are
oriented toward regulatory compliance but intended for devel oping shareholder
trust actualy limit shareholder reliance

almost exclusively to information provided Risk scor es of

by corporate management, and therefore progr essive D& O

may not be sufficient for building required . .
INSUrance companies
levels of investor trust in theissuer’s

corporate governance practices (see endnote can bea valuable trust
referencesin table). One exceptiontothisis ndicator for investors.
the formalized use of externa auditorsto

attest to the accuracy of the corporation’s historical financia performance.

Institutional investors would be well served to use governance risk assessments
from enlightened D& O insurance underwriters as an important trust indicator of
motive forces and a means of averting the loss of trust when making long-term

investment commitments to an issuer.

Trust Indicators for Governance Practices that Improve
Business Performance

Although institutional shareholders need to
manage the risks associated with their Good gover nance
investments, their primary objectiveisto . )

manage returns. Recent research that under pIns superior
applied the Trust Enablement® Framework ~ business per for mance.

to corporate governance best practices
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found specific governance styles to be associated with distinct measures of

busi ness performance [*"'"].

Production Phase Harvest Phase

8
§  (Profitability) (Distribution)

Formation Phase Investment Phase T
(Sales Growth) (Valuation) !
d

. - - - — - Rationalization _

Performance ($)

A

Expenses / Revenues

Controlled Board @ Trusted Board

Sovereign Board ' Influenced Board

X

This diagram shows how different governance styles are associated with evolving
business performance priorities through atypical corporate lifecycle:

e Management-controlled boards enjoy faster sales growth, whichis
typically a strategic priority for young companies in the Formation Phase

of their corporate lifecycle;

e Boards with practices that help establish investors and analyst trust are
rewarded with higher share valuations, which istypically a strategic
priority for corporations preparing to

raise capital on public markets and Trusted Boards enjoy

those seeking to leverage the value of . .
_ higher valuations.
their shares for mergers and

acquisitions in the Investment Phase of their corporate lifecycle;

e Sovereign boards that are controlled by neither shareholders nor
management preside over the most profitable companies — profit typically
being a strategic priority for mature public companiesin the Production
Phase of their corporate lifecycle; and
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e Outwardly, independent boards that are neverthel ess influenced by
management tend to distribute more cash to shareholders, which is
typically a strategic priority for ripened companies in the Harvest Phase of
their corporate lifecycle.

The Trusted Board style has seven out of eight governance best practices that
contribute to developing trust. They include: the average options granted in the
past three years as a percentage of basic shares outstanding did not exceed 3% -
the option burn rate; Board members are el ected annually; and the company either
has no poison pill or apill that was shareholder approved.

Investors can use governance styles as adistinct trust indicator of expected
performance in two ways, by measuring the:

e strength of their Trusted Board style Gover nance styl es can

when seeking high share valuations; o )
ad indicatetrust in

e trust indicators (both in governance various business

and management practices) to perfor mance measur es.
optimize the value of relationships

with the stakeholders strategic to their applicable lifecycle maturity phase
(such as customers for companies in the Formation Phase).
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Investor-Facing Applications for the Trust Enablement®

Framework

How can issuers, regulators and investment institutions use the Trust Enablement®

Framework? Here are afew examples:

e Regulators of capital markets can assess and refine their rules and regulations to

optimize trust;

e Capital market facilitators, such as stock exchanges, can assess and optimize the
conditions for trust provided by their instruments, tools and mechanisms that

support the purchase and sale of securities;

e The governance committees of issuers’ boards of directors can codify their
commitment to shareholder (and other stakeholder) trust and confidence by using

Trust Enablement® principles, policies and practices;

e |ssuers boards of directors can adopt governance styles that support strategic
objectives and allocate resources to trust management programs to monitor and

optimize conditions for trust around strategic stakeholders, such asinvestors,

e Ingtitutional investors can incorporate trust analytics into their decision support
tools, such as benchmarks of corporate governance styles associated with superior

business performance;

e Directors and Officers’ Liability and Indemnity insurance providers can develop
corporate governance evaluators and scoring systems that price policies based on
conditions for shareholder (and other stakeholder) trust. They can also publish
their results for investors to use as atrust indicator;

e Researchers and analysts can provide benchmarking reports for issuers

governance styles and trust indicators,
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e Consultants can audit issuers' trust indicators and help their board and

management optimize conditions for investor trust;

e Lawyers can incorporate trust-enabling provisions in contracts and more
confidently begin to explore opportunities for their clients to benefit from

fiduciary relationships.
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Conclusions and Executive Summary

Trust can beindicated in avariety of ways. Most approaches, whether from survey
responses or inferred from investor actions, produce uncertain results and are inadequate
for refining trust indicators to optimize investor trust and confidence. Asaresult, trust
could not be measured accurately. And from conventional wisdom, managers know that
what cannot be measured cannot be managed. Hence, even though it iswidely accepted
that trust is not simply avirtue but an important driver of business performance, business
managers have marginalized trust considerations.

Although universally acknowledged in concept, the term “trust” is only just beginning to
be accepted into the mainstream lexicon of business. Still, terms such as accountability,
integrity, ethics, transparency, satisfaction, relationships, honesty and loyalty are being
used as proxies for trust. However, none of these management aspirations, either

individually or in the aggregate, contributes to creating optimal conditions for trust.

The current prominence of risk management practices has been fuelled largely by
regulatory compliance requirements. Although it has helped to shore up further erosion
of trugt, it has done little to enhanceit. In fact, it can be argued that excessive risk
management practices actually undermine trust, and the regulations that drive them
increase transactions costs for business. It is not surprising, therefore, that risk
management practitioners have found it challenging to make a strong business case for
their management initiatives.

Similarly, abusiness case for trust can be based on the risk of business losses due to an
erosion of trust. Fortunately, trust management initiatives can also be justified on the

basis of business performance and competitive advantage, and the business case can be

compelling [*"*] — provided that trust can be measured and tangible drivers for trust can
be managed.
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This paper, which began with Part I: Measuring Trust Indicators for Customers (ina
separate document), introduces an approach that improves the accuracy of identifying and
measuring factors that influence trust. This approach is subsequently applied to avariety
of case studies that demonstrate its ability to guide measurement and comparison of trust
indicators for customers and investors. It provides the critical, missing link between the

business case for trust management and an executable Trust Enablement® strategy.

Trust and Confidence

Theterms“trust” and “confidence” are not synonymous. Confidence isthe ultimate
objective that can be satisfied with “trust” or “control.” Trust isthe preferred approach,
because it reduces transaction costs.

Effectsof Trust and Mistrust

Trust provides the foundation for al economic activity. It drives prosperity by increasing
the volume, velocity and value of commercial transactions, the sum of which defines a
nation’s Gross Domestic Product (GDP). In a capitalistic economy, wealth depends
entirely on the generosity of self-interested individuals and businesses to willingly
contribute their resources to others who need them to produce value. This cooperation is
founded on mutual self-interest and facilities to trust strangers. Evidence about the value

of trust for business and the economy is compelling ['].

Business Objectives

Corporations develop business strategies that prioritize and optimize for specific
performance metrics at various stages of their lifecycle. While in the Formation Phase of

their lifecycle, strategies are oriented toward revenue growth. These companies need to
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prioritize for customer trust and confidence. Corporations in the Investment Phase of
their lifecycle strategize for enhancing business valuations and share prices. They need
to prioritize for investor trust and confidence.

Measuring Trust

A well-known maxim is “what gets measured gets done.” All enterprise processes
benefit from measurement. Measurement of trust indicators alows organizations to
address trust issues explicitly and implement trust management programs that

demonstrate the results of trust optimization activities.

Trust Indicators

Sincetrust issimply an individual’s perception, it is difficult to know how another feels.
The most common means of measuring trust has, therefore, been surveys and
questionnaires. However, people don’t necessarily do what they say they would do. This
Is not because of deceit, but rather the differences in context and situations when

answering questions versus taking consequential actions.

Action is ultimately the most meaningful indicator of trust. However, alone actions are
insufficient to indicate trust, because the same action can result from avariety of

influences, such as coercion.

Understanding which influences contribute to trust and their dynamics helps to attribute
actions more directly to trust. In addition, observing customer and investor behaviour
through various stages of their purchase can indicate their state of trust. For instance,
significant due diligence prior to a purchase may indicate the need to attain higher levels

of trust, while demands for guarantees may indicate mistrust.
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Trust Enablement® Framework

The Trust Enablement® Framework outlines the factors that influence trust and their
relative contribution to attaining trust objectives. The overriding trust objectives are to
develop trust and protect trust. Factual and Interpretive Sources of Trust develop trust,
while Motive Forces and Proficiencies protect trust. Empower ment and Risk

Transference compensate for trust deficiencies.

Assessments of conditions for trust are examined according to contributing factors and
how they satisfy the profile of each category in the Framework. The popularity of a
grouping provides a simple measure for indicating trust. The most populous groupings
signa abias for a specific trust objective. The Framework provides a standardized means
of comparing trust indicators from multiple assessments.

Framework dynamics allow trained practitioners of Trust Enablement® to analyze their
assessment measures. This analysis provides additional trust indications by
distinguishing between conditions that:

e develop trust from those that protect it;

e drivehigh levels of sustainable trust from those that facilitate transaction-
oriented fast trust; and

e compensate for deficienciesin trust from those that support the primary

conditions for trust.

Measuring Trust Indicatorsfor Customersand Investors

Neither customers nor investors are homogeneous. Their trust requirements vary greatly
depending on many factors, including the nature of their purchases and their stage of

purchase completion. The Framework is equally useful for measuring and comparing
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trust indicators of e-commerce web sites, corporate governance practices and the

institutional systems that facilitate capital market efficiencies.

Applicationsfor the Trust Enablement® Framework

The Trust Enablement® Framework is a universal tool for measuring and comparing trust
indicators. It isequally useful to policymakers when optimizing economic conditions and
corporate boards of directors when optimizing governance practices for board
effectiveness. Management can use the Framework to define their stakeholder trust
management programs, and stakeholders, such as customers and investors, can use it to

develop decision support tools that boost their confidence when making purchases.

Trust Enablement® is anovel and rigorous approach to ng and designing trust
measures and indicators. Trust optimizes stakeholder trust in any organization’s value

propositions. Trust creates conditions that build sustainable value.
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"Ip, G. (July 17, 2002) “Greenspan Gives Hopeful Outlook for Economy Despite Stock Swoon: Fed
Chairman Warns That Loss of Trust Caused by ‘ Infectious Greed’ Could Undercut Recovery”, Wall
Street Journal Online, Page One.

("Breakdownsin corporate governance could undermine the trust necessary for efficient markets....
That prospect, he [Alan Greenspan] said, threatened to "significantly erode" the economy's
impressive gainsin productivity.”)

The New York Times (July 17, 2002) "Dr. Greenspan's Prescription”, The New York Times On The
Web.

("The American economy "depends critically on trust,” Mr. Greenspan declared. Investors who lack
confidence in the system will be reluctant to buy stocks.")

Rich J. (2002) “Golin/Harris Trust Survey”, Golin/Harris International.

(“An Americathat is cynical or sceptical about business generally is a serious problem — more
serious than any specific business scandal. Corporate misdeeds—or even perceptions of
wrongdoing—cause direct and collateral damage to business as a whole, not only to specific
industries”)

Accenture (2004) “The business of trust”, white paper referencing the World Economic Forum.

(“Business today also needs the trust and confidence of society to operate successfully. Without this,
governments are likely to regulate to limit companies' freedom of action, which may in turn constrain
the entrepreneurial spirit.... Y et one consequence of declining trust is that business has lost its
advocates — few people now seem willing to put the positive case for business — and the legitimacy
of business seems to have been eroded in the eyes of the general public. Businessis no longer seen as
the wealth-generating engine for the whole of society.”)

Miller, D. (November 2002) “Voice of the People Survey”, World Economic Forum, conducted by
Environics.

(“Unlesstraditional ingtitutions regenerate public trust, people will continue to search for new ways
forward. Thereal cost of inaction may be greater system instability and a growing mandate for NGOs
and new political parties.”)

Rhoads, C., (June 7, 2002 ) “Long-Term Economic Effects Of Sept. 11 May Be More Costly”, Wall Street
Journal.

(“Inresponse to the terror attacks, the insurance industry has increased risk premiums ... could hinder
the real-time supply-chain management that many firms have developed in recent years, encouraging
them to carry more inventories ... Developing countries, in particular, could suffer because they likely
wouldn't beincluded in these new trading arrangements ... the boost in recent monthsin defense
spending by governments, particularly the U.S., and private spending on security measures could soon
amount to adrag on the economy ... The report estimated that doubling private security spending
reduces potential output by 0.6 percentage points after five years, and lowers productivity by 0.8
percentage pointsin that time.”)

McKenna, B. (June 28, 2002) “Bush Fears Return to Recession”, The Globe and Mail.
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(" I'm concerned about the economic impact of the fact that there are some corporate leaders who
have not upheld their responsibility,” Mr. Bush said ... economists caution that a deepening crisis of
confidence gripping financial marketsislikely to cool prospects for monthsto come. ‘Even without
another big scandal, it could take six months to a year to get out from under this cloud,” said Peter
Morici, an economist at the University of Maryland in College Park, Md. ... ‘Weak investor
confidence, and in turn declining stock valuations, will impede the economic recovery,” agreed
economist James Glenn of Economy.com Inc. in West Chester, Pa.").

Ezekiel, Z. (2005) “Rebuilding Trust in Canadian Institutions’, The Conference Board of Canada.

(“A prolonged and widespread failure of trust in public and private sector institutions has the potential
to affect economic growth and corporate successin Canada. Trust isthe ‘glue’ that holds the
economy together. In the absence of trust, investors hesitate, capital markets falter, employees
withhold commitment, suppliers grow wary and communities become rel uctant to grant companies
their ‘social licence to operate.””)

(“Regardless of the academic and methodological debates, it is evident that public and private sector
|eaders take seriously the issue of public trust. Many of them fear that lack of public trust impedes
their organizations' functioning. Examples of this concern abound: Trust was chosen as the theme of
the 2003 annual meeting of the World Economic Forum in Davos, Switzerland. Canadian private
sector executives feel that public distrust interferes with their ability to do their jobs.”)

Luaszewski, J. E. (2002) “ American Business Faces a Crisis of Trust”, Golin/Harris International .

(“”An Americathat is cynical or skeptical about business generally is a serious problem— more
serious than any specific business scandal,” said Rich Jernstedt, CEO, Golin/Harris International.
‘Corporate misdeeds—or even perceptions of wrongdoing—cause direct and collateral damage to
business as awhole, not only to specific industries.”)

Leonhardt, D. (July 17, 2002) "Is Uncertainty the Only Thing That Is Certain?", The New York Times.

(“A barrage of corporate scandals, combined with a 37 percent drop in the broad stock market since
the beginning of 2000, has caused a questioning of the country's economic and financial future.”)

" Accenture (2004) “ The business of trust”, white paper referencing the World Economic Forum.

(“Business has a particularly big challenge on its handsiif it is to reverse this trend and recapture
public trust. Failureto do so could cause long-term damage both to business and wider society, far
beyond the US.”)

(“If thistrend continues, it will help fuel the backlash against business and reinforce the actions of
anti-globalization activists, and it islikely to result in more rules and regulations. It istherefore
imperative that business leaders act now to start rebuilding trust.”)

Luaszewski, J. E. (2002) “ American Business Faces a Crisis of Trust”, Golin/Harris International .

(“The erosion of trust indicated in the research isacall to action. And it must be heard loud and
clear.’”)

Fukuyama, F. (1996) “Trust: The social virtues and the creation of prosperity”, pp. 321, Free Press
Paperbacks.

(Fukuyama sounds an alarm about economic consequences of a declinein American social capital,
saying, “Once social capital has been spent, it may take centuriesto replenish, if it can be replenished
atal.”)
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(“Robert Putnam has compiled data that point to a striking decline in sociability in the United States.
Since the 1950s, membership in voluntary associations has dropped.” “Communities of shared values,
whose members are willing to subordinate their private interests for the sake of larger goals of the
community as such, have become rarer. And it isthese moral communities alone that can generate the
kind of social capital that iscritical to organizational efficiency.”)

Rich J. (2002) “Golin/Harris Trust Survey”, Golin/Harris International.

("The erosion of trust indicated in the research is a call to action. And it must be heard loud and
clear.”)

Simons, R., Mintzberg, H., and Basy, K, (2002) “Memo to: CEQOs’, Fast Company, pp. 117.

(Business -- and capitalism -- are at a crossroads. Newspaper headlines today suggest a gathering
crisis, one of performance, values, and confidence. It's time for CEOs to rally around a new set of
business truths. It's time for an agenda that restores faith in business, trust in business leaders, and
hope in the future.”)

Il Ezekiel, Z. (2005) “Rebuilding Trust in Canadian Organizations’, The Conference Board of Canada.

(A cautionary note: “In other words, to determine individuals' propensity to trust, it is more useful to
measure what they have tended to do rather than what they professto think.”)

Note: Lack of trust appearsto be significant and widespread. See [Appendix].
v Ezekiel, Z. (2005) “Rebuilding Trust in Canadian Institutions’, The Conference Board of Canada.

(“1n 2002, amajority of Canadians polled by the Centre for Ethical Orientation agreed that trust isin
decline. Thissurvey found that ‘8in 10 . . . Canadians agree distrust is growing,” while 87 per cent
‘agree people are less trusting than in the past.”  Since then improvement, if any, has been dight. In
2004, arelatively optimistic survey suggested that public trust had rebounded somewhat from 2002,
but it also noted that ‘ companies and governments cannot be cheered by simply returning to [what
were previously] historically low levels of trust.’”)

Accenture (2004) “The business of trust”, white paper referencing the World Economic Forum.

(“Such a decline could never be good news, but it is particularly worrying today because new ways of
doing business depend on high trust levels.”)

¥ Fukuyama, F. (1996) “Trust: The social virtues and the creation of prosperity”, pp. 151, Free Press
Paperbacks.

(“Now trust has a very important pragmatic value, if nothing else. Trust isan important lubricant of a
socia system. It is extremely efficient and it saves alot of trouble to have afair degree of reliance on
other people’ sword.” — quoted of Nobel laureate Kenneth Arrow™)

Ibid., pp. 321.

(“People who do not trust one another will end up cooperating only under a system of formal rules
and regulations, which have to be negotiated, agreed to, litigated, and enforced, sometimes by
coercive means. Thislegal apparatus, serving as a substituted for trust, entails what economists call
‘transaction costs.’”)

Cai, R. (Defended on May 5th, 2004) “Trust and Transaction Costsin Industrial Districts’, Major Paper
submitted to the faculty of the Virginia Polytechnic Institute and State University.
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(“In general, trust helps reduce these transaction costs and the input of transaction costs will in turn,
changes the perception of trustee' s trustworthiness.”)

Shirley, Mary M., “Ingtitutions and Development”, The Ronald Coase Institute, May 2004.

(“ [For economic development] encourage trade by promoting trust & lowering transaction costs....
Trust correlates with growth & development.”)

Moore, C., and de Bruin, A.(June 2004) “A Transaction Cost Approach to Understanding Ethical
Behaviour”, World Congress of Social Economics, Albertville, France.

(“The presence of trust and an ethical mindset can substantially lower TCs [transaction costs].
Organizations may achieve TC economisation by applying trusting and ethical behaviours at both the
firm and societal level.”)

(“Trustisjust as crucia at the broader societal level asit is at the micro level of conducting business.
Lower levels of generalized trust and morality in a society increase the TCs [transaction costs] of
conducting business for all entrepreneursin such a society.”)

' 1p, G. (duly 17, 2002) “Greenspan Gives Hopeful Outlook for Economy Despite Stock Swvoon: Fed
Chairman Warns That Loss of Trust Caused by ‘ Infectious Greed” Could Undercut Recovery”, Wall
Street Journal Online, Page One.

("Breakdownsin corporate governance could undermine the trust necessary for efficient markets...”)
Ezekiel, Z. (2005) “Rebuilding Trust in Canadian Institutions’, The Conference Board of Canada.

(“Trust isthe ‘glue’ that holds the economy together. In the absence of trust, investors hesitate,
capital marketsfalter,...”)

Y'Y ankel ovich (2004) “State of Consumer Trust”.

(“Trust increases retention, boosts spending, enables premium pricing and provides alasting
competitive advantage.”)

Note: The evidence is compelling that increased levels of trust are good for businessin general, and
specifically contribute to improving share value, investment, growth, revenue, price, profitability,
busi ness effectiveness, productivity, change and agility, innovation and entrepreneurship, efficiency,
cost savings, sustainability, employee retention, stakeholder engagement, living values and good
citizenship, and collecting private information. However, a culture of trust must be rooted in at the
top, in corporate governance, in order for trust initiatives to have any hope of success and yield
sustai nable business benefits. Seeitemized benefitsin [Appendix]

Vil K eser, C., Leland, J., Shchat, J., and Juang, H. (2002) “Trust, the Internet, and the Digital Divide”, IBM
Research Report.

(Knack and Keefer (1997) “found that a very measure of how trusting inhabitants of different
countries areis a significant explanatory variable in regression of average annual growth ratesin per
capitaincome from 1980 to 1992. Moreover, the impact islarge —a 10% increase in the measure of
trust trandates into a .8% increase in economic growth — a sizable increment given world average
growth rates of 1% to 3% in the latter half of the 20th century.”)

Ip, G. (July 17, 2002) “Greenspan Gives Hopeful Outlook for Economy Despite Sock Swoon: Fed
Chairman Warns That Loss of Trust Caused by ‘ Infectious Greed” Could Undercut Recovery”, Wall
Street Journal Online, Page One.
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("threatened to "significantly erode" the economy'simpressive gainsin productivity.”)
McKenna, B. (June 28, 2002) “Bush Fears Return to Recession”, The Globe and Mail.

(" I'm concerned about the economic impact of the fact that there are some corporate leaders who
have not upheld their responsibility,” Mr. Bush said ... economists caution that a degpening crisis of
confidence gripping financial marketsislikely to cool prospects for monthsto come. ‘Even without
another big scandal, it could take six months to a year to get out from under this cloud,” said Peter
Morici, an economist at the University of Maryland in College Park, Md. ... ‘Weak investor
confidence, and in turn declining stock valuations, will impede the economic recovery,” agreed
economist James Glenn of Economy.com Inc. in West Chester, Pa.").

™ Frankel, T. (1999) “Trusting and Non-Trusting: Comparing Benefits, Cost and Risk”, Boston University
School of Law, Working Paper Series, Law & Economics, Working Paper No. 99-12.

(Americans have created a system which reduces the costs of trusting and maximizes its benefits. |
believe that what makes America so successful isthe method it has devel oped for resolving the
conflict between necessary trusting on the one hand, and its culture and disadvantages of personal
trusting on the other hand. Americans have developed an extraordinary degree of trusting in their
institutions. In fact, this trust embraces both business and political norms and institutions. Cynical as
they are on the interpersonal level, Americans revere their constitution and trust their banks, mutual
funds, and insurance companies. This trusting relationship is the foundation of American capitalism.)

(“Americans have expanded institutions to introduce trusting among total strangers located far apart.
Oneinstitution uses intermediaries to ensure the performance of promises and sometimes the
resolution of conflicts among the trading partners. The beauty of this arrangement isthat the
intermediaries’ interests to execute the transactions no matter who wins or 1oses strengthens
impersonal trusting.”)

Fukuyama, F. (1996) “Trust: The social virtues and the creation of prosperity”, pp. 321, Free Press
Paperbacks.

(Societies with a high degree of generalized trust and, consequently, a strong propensity for
spontaneous sociability, such as Americans’ rich network of voluntary associations and community
structures to which individual s have subordinated their narrow interests, have private sector firms that
are significantly larger than familistic societies that provide no basis of trusting unrelated people.
“There is arelationship between high-trust societies with plentiful social capital — Germany, Japan,
and the United States — and the ability to create large, private business organizations.”)
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