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Abstract

Analyzing 210 developing country private equity investments, we find
that transactions vary with nations’ legal enforcement, whether
measured directly or through legal origin. Investments in high
enforcement and common law nations often use convertible preferred
stock with covenants. In low enforcement and civil law nations, private
equity groups tend to use common stock and debt, and rely on equity and
board control. Transactions in high enforcement countries have higher
valuations and returns. While relying on ownership rather than
contractual provisions may help to alleviate legal enforcement problems,
these results suggest that private solutions are only a partial remedy.
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