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Preface

The aim of the NEPAD-OECD Africa Investment Initiative roundtable held in Lusaka on

27-28 November was to develop policy capacity building tools that will help NEPAD
countries I mprove the Il nvest ment rel ated C (
(APRM) and to support implementation of investment climate reform policies, with a

specific focus on the investment environment conditions conduciv e to attracting
investment for development in the water and sanitation sector.

The results of the discussions advanced the reflection on how the review of the APRM
Self Assessment questionnaire could be usefully informed by elements of the Policy
Framework for Investment (PFI). Support to the APRM process and its outcomes must
always be consistent with ownership by the countries involved. The roundtable also

identified a number of considerations relevant for the development of the PFI Users
Toolkit, which w ill provide practical and user -friendly policy guidance to support the

effective application of the PFI.

The discussion on private sector participation in the water and sanitation sector revolved
around investment environment conditions and governance con ducive to beneficial
private sector involvement. These discussions on the water sector will inform a broader
OECD project on water and will feed into the World Water Forum to take place in

Istanbul in early 2009.

This roundtable report offers a summary of the discussions, brings together the keynote
addresses and the background papers prepared for the event. Participants came from
both NEPAD and OECD countries as well as from multilateral development agencies

and the Regional Economic Communities.

The Roundtable was hosted by the government of Zambia in collaboration with the
Ministry for Commerce, Trade and Industry. We are also very grateful to the
governments of Belgium, Germany and Japan for the financial support for the
roundtable.

Nl C 3

Jonathan Coppel Karim Khalil
Executive Programme Manager Co-ordinator (Trade and Industry)
NEPAD-OECD Africa Investment Initiative NEPAD Secretariat

Investment Division, OECD
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CO-CHAIRS6 UBMARY

[- Introduction:

This roundtable followedi p on t he out comes heldin Brazzaville.yfleear 6 s
focus of the meeting was on the investment clircatetent of the APRM process, the role of
capacity building tools to support the implementation of investment climate reform policies, and
private sector participation in the waserd sanitation sector.

The meeting was attended by the Minister of Trade, Commerce and Industry of Zambia, H.E
Minister Mutati and H.E Prof. Kiwanuka, Minister of State for Finance, Planning and Economic
Development of Uganda. It was also attendgdlbarge number of senior officials from both the
water and sanitation sector, as well as the investment community. Private sector and civil society
also participated.

II-Issues:

A- The Investment Climat€ontent of the APRM:

Country experiences were given ghallenges relating to the investment climedatent of the
APRM. The following issues were raised in this regard:

A The role that the APRM process can play in addressing investment climate bottlenecks was
emphasized. There have been already positivewealp measures taken, as a result of the
review process, to carry out specific reforms of the investment climate in countries like
Kenya, Ghana and Rwanda.

A The strengthening of the investmeatated component in the APRM can create a culture
of competiton that has proven to be a very useful in encouraging reforms.

A Tackling the negative perceptions around investment in Africa is an issue that needs
further examining. The APRM can play an important role in this regard.

A The decision to review the selt®ssment country questionnaire has been taken by the
APRM process. This would include deepening the questions on corporate and economic
governance, which will bring out issues around investment climate reform. The
Roundtable advanced the reflection on hdws treview could be usefully informed by
elements in the Policy Framework for Investment (PFI) framework.

A Support to the APRM process and its outcomes should always be consistent with
ownership by the countries involved.

B- The Policy Framework for Investme(PFI):

The discussion on the PFI centered on the de
in Zambia, as a tool to support the completion of the investment clooatent of the APRM
questionnaire. The following points were raised:
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A The FFl was welcomed, as a useful resource to support countries keen to improve their
policies for investment. The P F 1 t o o Iwkd atso welcomgedeas & way of providing
practical and usefriendly policy guidance to support the effective applicatiothefPFI.

A In the development of the PFI toolkit a number of considerations were made:
o It should include guidance that assists in enhancing pphbirate dialogue.

o Take into account specific cultural and regional factors when being used in African
countries

o In particular the position of the informal sector needs to be adequately addressed in
the PFI toolkit.

A The need to have a sharper focus on regional mechanisms and how they can be supported
in order to play an active role in the sharing of experiencdspaerlearning (such as
OHADA in West Africa).

A There is a need to have a stronger political momentum in Africa around the question of
investment climate reform. Setting an ambitious milestone or target would give a strong
signal. For example, setting tlgeo a | o f OAfrica being the 1
continent by a certain agreed dated coul d

C- Private Sector Participation in the Water and Sanitation Sector:

The discussion on private sector participation in the watersandation sector revolved around
investment environment conditions and governance conducive to beneficial private sector
involvement. The following points were made:

A Infrastructure remains one of the key impediments to improving the investment climate in
Africa. More attention should be given to building capacity in policy design and
i mpl ementation to i mprove private sector 0:

A Water is a basic human need and has to be seen as a major industrial resource. Its limited
accessd a major human challenge as well as an impediment to business development.

A The gap between investment in infrastructure, especially in the water and sanitation sector,
and actual needs is still large. Private sector involvement is one of the options that
countries have at their disposal to overcome this resource gap. However, countries will
need to have adequate tools to properly assess and manage the implications of this
involvement, such as the OEd®inciples for Private Sector Participation in Watendh
Sanitation Infrastructure These new guidelines are based on a review of specific
experiences supported by an information liadeo presented at the meetiog the extent

of international and local private sector participation in the water and samgattor.

A There have been important changes recently in the nature of private involvement in the
water and sanitation sector towards shorter, less risky contracts that involve limited or no
investment obligations. In parallel, the sector has seenntleegence of new actors, such

as the local and regional actors, and a growing recognition of-so@ddl private providers.
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A Partnerships in the water and sanitation sector are multiple across the different
stakeholders, including different layers of govaents, diverse private actors, consumers,
communities and NGOs. Beneficial relationships between all the stakeholders therefore
imply a right allocation and understanding of roles and responsibilities. It is a precondition
for a respectful cooperation.dtso helps the relationships to adapt to constantly changing
conditions. In this type of environment, negotiations are necessary and healthy.

A Promoting transparency is a critical element in the relationship between the partners and in
tackling corruption.

A Data collection, monitoring and addressing regulatory questions at the appropriate level are
issues that require more attention. In this regard, regional sharing of regulatory experiences
and benchmarking can be particularly useful in the water and tsamis&ctor.

A Financing of infrastructure extension remains a key issue. There are notably big challenges
in terms of serving the poor. However the participants shared an optimistic assessment.
The opportunities exist and some promising avenues lie inuDlpsed Aid (OBA)
schemes, blending financing sources (hybrid schemes bringing together public and private
finance) and tapping into domestic sources of funding like social security funds (ex. The
recently established Pakfrican Infrastructure Fund). Hosver, assistance is still needed
to overcome the challenge of preparing bankable projects to access finance.

D- The Inaugural Meeting of the Steering Group (SG) of the Initiative:

The Inaugural meeting of the SG was chaired by Prof. Firmino Mucavele (CBEMERAD
Secretariat) with MrTakeshi YagiJapanas Vicechair. The SG emphasized the importance of
the nitiative working in partnership with other relevant organizations and initiatives while

A focusing only on areas which result in policy impact on thestment climate;
A building capacity within the African region, and

A utilizing NEPAD and OECD experience, expertise and work methods in order to focus on areas
where the Initiative has a comparative advantage.

Against this background, a number of ideas wheqeressed for future work, including private
sector participation in infrastructure sectors that have a direct impact on regional integration and
challenges facing implementation of investment climate reforms in African countries

-  Way Forward:

As a wayforward, the following actions will be taken by the organizers of the roundtable:

A A full report of the discussions will be prepared and sent to participants and posted on the
NEPAD and OECD websites.

A In addition, synthesis briefs will be prepared capty the key messages from the
background papers, as well as the discussions in the roundtable.
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The Steering Group will continue to guide the priorities and activities of the Initiative.
Further guidance will be sought from SG members through the desigidé¢ctronic
Discussion Group.

The focus for next year will be on private sector participation in infrastructure sectors
impacting on regional integration.

In this regard, a regional roundtable will be held in Uganda in 2008, to build on the
outcomes bthe Lusaka Roundtable on Private Sector Participation in Infrastructure.

African countries' interest in using the PFI for: smlaluation, publigrivate dialogue,
and measuring progress will be followed and the results pesgviewed and reported.
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OPENING REMARKS

The Honourable Felix Mutati, MP, Minister for Commerce, Trade and
Industry, Republic of Zambia

Chairperson

Visiting Cabinet Ministers

Ministers of State Present

Prof. Firmino Mucavele, Executive Head of NEPAD

Dr. Bernard Koussi, Eecutive Director, APRM Secretariat
Mr. Mario Amano, Deputy Secretary General of OECD
Senior Government officials

Distinguished Invited Guests

Ladies and Gentlemen

| wish, on behalf of His Excellency, Dr. Levy Patrick Mwanawasa SC, President of the Republi
of Zambia, the Zambian Government and indeed the people of Zambia, to welcome you to
Zambia and to this OECDO NEPAD Africa Investment Initiative, Lusaka Roundtable
Conference.

Chairperson, It is my honour and pleasure to officiate at this very imp&tegional Roundtable
Conference jointly organized by the New Par
Investment Committee of the Organisation for Economic Cooperation and Development (OECD)
and the Government of the Republic of Zambia whose thenieSst r engt heni ng |
Cli mate Assessment and Reform in NEPAD Count |

Let me thank the Governments of Belgium, Germany and Japan and the Africa Development
Bank, ICF, UNCTAD, UNECA, IFC, to mention but a few for ensuring that this Regional
Roundtédle Conference sees the light of day.

Allow me Chairperson to refer to the theme of this Regional Roundtable Conference entitled
60Strengthening I nvestment Cli mate Assessment
Chairperson is more relevant to manyriéan Governments who favour a robust investment
climate within the context of the African Peer Review Mechanism (APRM) given that the APR
Secretariat is working on improving the inve
mechanism and Africanountries are also looking for more comparisons of investment climate
assessment, country reform agendas and their impact in specific sectors. As a matter of fact, these
were the main conclusions and outcomes from the previous ENEEFAD Africa in Brazzaille,

Republic of Congo in December 2006.

Chairperson, it may be important for this distinguished gathering to note that the Republican
President, His Excellency, Dr. Levy Patrick Mwanawasa, SC, launched a Private Sector
Development Initiative in June 200 The main objective of the Private Sector Development
Initiative is to reform and to create conducive environment for a vibrant private sector. The
Reform Programme has laid a solid foundation for faster, sustained and private sector led
economic growtlby implementing a comprehensive action plan for enhancing the business and
investment climate, and restoring investor confidence.
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The Private Sector Development Initiative was developed using a highly consultative process that
took into account an extensi review of previous studies and recommendations relating to private
sector development. In that connection, the public/private sectors jointly engaged both bilateral
and multilateral organizations to secure their understanding on the matter and rplesethe
expected to perform and ensure successful implementation.

The Private Sector Development Initiative provides the blueprint for creating the enabling
environment for a vibrant private sector and accelerated economic growth. As a consequence,
both thepublic and the private sector speak with one voice on this matter.

In terms of priority designation, the Private Sector Development Initiative stresses and underlines
the importance of improving access to export markets, increasing -exoted produton,
local empowerment, private investment in infrastructure, and stronger public agencies.

As you are all aware, Zambia belongs to two (2) regional economic groupings, hamely, SADC
and COMESA. Zambia is rich in natural resources that include vast lagratuands, tourism,

rich mineral deposits such as copper, cobalt, iron ore, manganese, gemstones such as emeralds
aguamarine and amethyst. It is also home to one of the seven (7) wonders of the world, the
Mighty Victoria Falls. The point here shouldtranly remain at the level of resource endowment
and/or comparative advantage but rather, competitive advantage.

That is, for Zambia to achieve the objective of becoming a middle income country by the year
2030, there is need for all economic playersdwate all their energies in finding innovate ways
of adding value to our raw materials before exporting them.

Chairperson, you may wish to note that Zambia has signed a number of Investment Promotion and
Protection Agreements with many countries and a dempanies and continues to discuss and
negotiate with those that have not yet signed.

These days, foreign investors with money to invest are looking beyond their traditional base of
operations to scope out potential new opportunities in Africa, Zambiaded.

In the last four years, Zambia has been experiencing impressive economic turnaround, in which
rising incomes are unleashing pem consumer demand for goods and services. Investors have,
for example, started to dip theirs toes into places thatlistle foreign investment in the past, but
where the reforaminded New Deal Government is making inroads towards creating more
businesdriendly environment.

That is to say, Chairperson, improved investment climate, macroeconomic stability, excess
liquidity, and surging demand are driving the investment to a very large extent.

It is a fact that we are absolutely seeing more private investment activity in the country today than
before and this is not by accident but because of the inviestiodly policies that the New Deal
administration has put in place. We shall continue, Chairperson to work towards removal of the
negative perception about the continent and Zambia included.

It is for this reason that I call upon this Regional Roundtable Confeterjoen Governments in

Africa in marketing the continent as attractive investment destination, given that the continent is
stil | perceived as a Achallenging mar ket t hat
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What is equally important, Chairperson, afteri@kaid and done, is translating opportunities into
real investment, which require a measured assessment of the realities faced by investors.

According to the World Bankodés Doi fSgharBAficane s s
occupy 19 of théottom 25 places in ease of doing business rankings. More than a third of the
countries in Africa are still suffering from the legacy of past conflicts. However, when it comes to
increasing FDI into Africa, the bottom line is that Sedharan Africa contires to be perceived

as a higkrisk, highcost place to do business.

| wish to, therefore, call upon the western world and OECD to change the negative perception
about Africa and to start seeing Africa as a partner and take advantage of the numerous
investnent opportunities in the continent.

You will be pleased to note that Zambia has been and continues to address such challenges by
putting in place policies and measures to improve the situation. For example, the Private Sector
Development Initiative togher with the Zambia Development Agency Act, are some of the
positive steps we have taken to improve the investment climate in the country. Major investments
which have come in the country include the Konkola Copper Mines (US $1billion), Lumwana
Copper Mins (US $ 1 billion), Chamishi Special Economic Zone (US $ 900 million), Zambia
Sugar PLC (US $195million), Lafarge Zambia (US $120million), to name but a few.

Under the Private Sector Devel opment Il nitiat
hasbeen doing a commendable job of identifying legislation and other factors that were perceived
as major constraints to doing business. For example, registration of business names and
companies now takes one to three days from about 72 days. The costgobdsimess is also

being lowered by minimizing subjective discretionally provisions that are prone to corrupt
practices and so forth.

In terms of market space under globalised trading systems, Zambia remains a committed member
of a free community of codnes and actively participates in regional economic integration
agenda.

This, Chairperson ensures open access and/or preferential treatment to:

(@) 14 member SADC countries;

(b) 19 member COMESA countries;

(c) duty free and quota free AGOA market;

(d)  ACP/Contonou Agrements provides for preferential access to the25 member
countries of the European Union; and

(e) double taxation treaties have been signed with a number of countries while others
are still under negotiations.

Why should worleéclass companies choose to inviestambia?

(@) stable macre&economic environment;

(b) strategic location as the centre of Southern, Eastern and Central Africa, surrounded
by eight neighbouring countries;

(c) attractive and competitive incentive packages for agriculture, tourism,
manufacturing, mimg, timber, textiles and energy sector;

(d)  abundant land, minerals, and natural resources;
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(e) attractive and competitive incentive packages for priority products as outlined in
the ZDA Act;

) preferential access to SADC, COMESA, AGOA and the European market;

(9) highreservoir of skills, low electricity costs and wages; and

(h)  full and unrestricted repatriation of profits and dividends.

At present, there are a number of foreign firms operating in Zambia from all over the world in all
sectors of the economy all tryintg create wealth and jobs and thereby contribute to economic
growth and development.

In concluding, Chairperson, | wish to take this opportunity to thank all the participants for
attending this important Roundtable Conference.

| am as keen as all of yda see to it that this Regional Roundtable Conference provides answers
on how best to strengthen the investments in the NEPAD member countries and also see to it that
all the countries implement the right reforms.

On a lighter note, just to remind allae visiting Zambia for the first time, as you may have
already noted, Zambians are welcoming and hospitable people. 1, therefore, wish to urge you to
find time from your busy schedule to mix with the local population and learn a bit more about our
culture and visit our tourism cites.

| now declare this Regional Roundtable Conference officially open.

The HonourabléMinister Felix Mutati of Zambia the HonourabléMinister Semakula
Kiwanuka of Uganda Prof Firmino Mucavele NEPAD Executive Head, Mr Mao
Amano,OECD Deputy Secretary General and other key players of the Roundtable
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WELCOME REMARKS

Prof. Firmino Mucavele, Executive Head, NEPAD Secretariat

The Honorable Felix Mutati, Minister for Commerce, Trade and Industry, Republic of Zambia.
Mr. Mario Amano, Deputy Secretary General of the OECD

Dr. Bernard Kouassi, Executive Director of the APR Secretariat.

H.E Prof. Semakula Kiwanuka, Minister of State for Finance, Planning and Development.
Distinguished Ladies and Gentlemen

| am delighted to be Ine in Lusaka for this regional roundtable on Strengthening Investment
Climate Assessment and Reform in African Countries. It is particularly fitting that this meeting is
taking place in Zambia, which has a strong record of active involvement in effgtsrtmte
Investment reforms and to strengthen the role of the private sector as an engine for economic
growth. | therefore wish to thank the Government and people of Zambia for their generous
hospitality and the excellent facilities that have been placedratisposal.

Let me, perhaps, pay particular tribute to the dynamic leadership of Minister Mutati, whose
example of commitment to support a private selgdrdevelopment strategy continues to inspire
us all.

| am also very glad that the OECD, whichaikey partner to NEPAD, is adequately represented
here by its Deputy Secretary General Mr. Amano, who | understand is on his first trip to Africa in
his new position. | wish him all the success.

NEPAD is pleased to be working closely with the OECD to mt@mnvestment reforms in

Africa, in the context of the NEPAD/OECD Africa Investment Initiative. It is our hope that this

I nitiative assists in supporting African go
roadmap, based on concrete measuresniproving their investment climate. And to further
strengthen African countriesdé own ca@enedty t
national reform agenda to improve the investment climate.

The presence of a broad range of senior policy nsaikem across the continent and from its
development partners in this roundtable is also a visible evidence of the emphasis that we all place
on overcoming the constraints facing private sector in Africa and improving the environment for
doing business.

Ladies and Gentlemen,

There is no region in the world where private investment is needed more than in Africa. Domestic
capital formation and international investment are drivers of development and crucial for
sustaining higher living standards. And indedtiere have been encouraging economic
developments in many African economies in recent years. Domestic investment has expanded
robustly and high output growth maintained. In terms of international investment, inflows have
reached record levels of 36 bilidJSD in 2006, which is double what it was in 2004; a trend that
will continue through out 2007. But unfortunately they remain predominantly in the resources
sector, concentrated in a small number of African countries and overall inflows still represent a
small fraction of global international investment. This gathering affords us with a unique
opportunity for dialogue on how to address these challenges.
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But more specifically, the Roundtable will give us an opportunity to follpon some of the
discussios that we have initiated last year in our meeting in Brazzaville. Especially with respect
to efforts to develop policy capacity building tools that will help African countries improve the
investment related content of the peer review process (APRM).

In doing so, we should be bold and ambitious in identifying the challenges as well as coming up
with viable proposals to address them. We should be able, | hope, to come out with a set of tested
guidelines on how to complete the investment climate contehieoAPRM questionnaire that is
available to countries that have acceded to the APRM, in order to support and strengthen their
capacity to implement investment climate reform. The objective is certainly to assist countries in
bringing out more saliently thgrowth agenda needed to realize the MDGs through the review
process.

| should also add that the NEPAD Secretariat is also working actively with African countries that
have undergone the review process to assist them in implementing their National pleti@nof

We are doing this by developing a capacity building framework that is aimed at supporting these
plans of action and by providing a platform where all stakeholders and partners can explore
opportunities to provide support. The work we are devetppantly with the OECD on the
investmentrelated content of the APRM would obviously feed into these efforts.

Ladies and Gentleman,

Another critical issue that we will be discussing during the course of our roundtable is the issue of
private sector involement in the Water and Sanitation sector and means of implementing reform
policies conducive to attracting investment for development in this sector, which is a key sector
for Africabés devel opment as highlighted by NI

As you may be aware, NEPAD has highlighted infrastructure as one of the key priorities that is
i mpeding Africabés devel opment. You may al so
this infrastructure agenda under the NEPAD Short Term Actian Bh Infrastructure (STAP);

our blue print for advancing regional infrastructure projects in Africa.

It is disheartening to note that Africa has the lowest drinking water and sanitation coverage in the
world, and estimates of the level of investment eeeid improve coverage, equivalent to US $

20 billion per annum over the next two decades are more than double current levels of investment
spending. Scalingp of resources to address this gap is obviously our key challenge.

In this regard, private sectanvolvement in this sector provides an important opportunity to
address the widening resource gap. Our discussions, thus, will help put the guidelines developed
by the OECD for private sector involvement in this sector, in an African context.

Ladies ad Gentlemen,

Let me conclude by emphasizing the important role of the Steering Group of the Initiative that
will hold on the siddine of this roundtable for the first time. This Steering Group will help a
great deal in giving strategic guidance to theiative based on regional as well as national
priorities. It will also assist us in disseminating the outcomes of these roundtables and ensuring
that it indeed assists African countries in enhancing their capacity.

In this context, allow me to make threeidh remarks on how we see the Initiative moving
forward.
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First, learning from the experience of African countries where progress has been made in
reforming the investment environment can serve as a basis for inspiring reform efforts in other
African counties, thereby contributing to regional development goals. We will continue to work
with partners to showcase and promote successful national investment reform programs that
African countries have undertaken through the NEPAD/OECD Africa Investment Vatiati

Second, it is critical that the Steering Group plays its envisaged role in promoting the initiative
and building ownership among by countries. We will do every effort from our side to support the
work of the Steering Group. But we will also encourageintries and Regional economic
communities to benefit from the opportunities afforded by this Initiative and proactively
participate in its activities.

Third, we will continue to focus on critical issues that we believe are of concern to African
countriesin improving their investment climate and solicit the support of our partners in assisting
countries in addressing these challenges.

Ladies and Gentelemen,

| would like to reiterate that NEPAD remains strongly committed to the success of this Initiative
We shall therefore continue to work closely with our partners to help African countries and
Regional Economic Communities define their national and regional priorities on investment
reforms. Working together, we shall surely succeed in using privatstmgat to stimulate
growth and development in Africa.

| thank you for your kind attention and look forward to an exciting and engaging exchange of
views.

(From left) Mr Siazongo Siakalenge, Director of the Ministry of Commerce, Trade and
Industry & Zambia, Dr Bernard Kouassi, Executive Director, APR Secretariat, Prof
Firmino Mucavele, Executive Head, NEPAD Secretariat and Mr Mario Amano, Deputy
Secretary General, OECD
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WELCOME REMARKS

Bernard Kouassi, Executive Director, APR Secretariat

The Minister for Commerce, Trade and Industry, Republic of Zambia
Other Representatives of the Zambian Government

Member of the APR Panel of Eminent Persons

Prof. Firmino Mucavele, CEO of NEPAD Secretariat

Mr. Mario Amano, Deputy Secretary General of the OECD

Focal Points of the APRM

Representatives of National Governing Councils of the APRM
Distinguished Ladies and Gentleman,

It is my honour and privilege to welcome all of you to Zambia. | wish to express our deep
gratitude to all of you for being able to fous to participate in this important workshop on
Strengthening Investment Climate Assessment and Reform in NEPAD Countries despite your
very busy schedules. We are immensely grateful to the host, the Zambian Government for the
excellent arrangement ancciities.

Investment is of crucial importance to Africa. The central role of private investment for growth,
poverty eradication and sustainable development is now firmly established both theoretically and
empirically. The potential for highly profitableorieign and domestic investment in Africa is
enormous, but many investors remain unaware of the opportunities. Although Foreign Investment
in Africa has been increasing in recent years, it still lags far behind the flows to other developing
regions, in partbecause of the generally negative image of the continent portrayed in the
international media. Africa’'s profitability is still perhaps an open secret. We genuinely hope that
this Roundtable will assist African Countries in reforming the investment envinoin

Your Excellencies, permit me to give a brief update on the APRM process which is undoubtedly a
key milestone in the continent's history of political and economic reforms.

The APRM is now widely acknowledged as a success story. Currently, 27 esunte
participating in it on a voluntary basis representing thrpearters of the African population.
Several other countries are expected to join sooner or latter. Since its inception, Participating
African countries have demonstrated their determinatay the APRM to succeed and to be
owned and driven by them. At the continental level, they have funded a substantial part of its
budget (about 75 Percent). Indeed, African leaders are jealously guarding its ownership.

As you may be aware, we have fizad the reviews of five countries, namely Ghana, Rwanda,
Kenya, South Africa and Algeria, in that order since the inception of the APRM in 2003. The
report on the country evaluation of Benin is at an advanced stage. Uganda and Nigeria are
scheduled to rexgve country review missions in February 2008. The fact that only five countries
have so far been peer reviewed seems to indicate that the mechanism is progressing at a very slow
pace. We hope other countries, especially those that have received advhsoppemt missions,

will quicken the pace of the sedlssessment processes, so that they too can join this enviable
group of countries that have been peer reviewed.
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Four years on, the APRM has won acclaim worldwide. To date, the review process whitt actua
started in 2004 has commanded a lot of interest and has been embraced in a very positive way by
African states that have signed up for it. The credibility of the APRM remains high with the
reports so far delivered. It represents a bold new approagvesnance in Africa.

Earlier in the month (® November 2007), the APRM in collaboration with the Algeria
government, organised a workshop on streamlining and fast tracking the APRM process on the
basis of experience sharing and peer learning.

Over 100participants from 13 countries that have already finalized or launched the process as
well as our strategic partners (UNECA, UNDP and African Development Bank), NEPAD
Secretariat and National Research Institutions participated.

The workshop made concrgieoposals on review of the processes and instruments of the APRM,;
revision of the questionnaire and design of prototype research framework; and design of
monitoring and evaluation guidelines for reporting on national programmes of action. The Panel
is curently studying the Report of this very enriching workshop which a view to implementing
the recommendations early next year.

In conclusion, | wish the Roundtable every success in its deliberation.
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WELCOME REMARKS

Mario Amano, Deputy Secretary General OECD

Introduction and credits

Honourable Minister Mutati, Professor Mucavele, distinguished guests, ladies and gentlemen it is
a pleasure to welcome you to the second NERMECD Africa Investment Initiative roundtable.

For me it is a major honour to gpi@ipate in this important roundtable, not least because this is my
first event in Africa since taking up my duties as Deputy Secretary General responsible for OECD
development work.

Over the next two days, our common aims are to test and vet poliagityapuilding tools that

wi || help NEPAD <countries |improve the inves
process and to support implementation of investment climate reform policies. We will also have a
specific focus on the investment environmeomditions conducive to attracting investment in the
water and sanitation sector.

The roundtable will address these questions drawing on two recent OECD tools designed to
mobilise private investment in support of economic development. These are tly Poli
Framework for Investmerit the most comprehensive multilaterabbgcked approach to date for
improving investment conditions and the OECD Principles for Private Sector Participation in
Infrastructure.

Why Zambia?

Ladies and gentlemen, we are hemelLusaka today, because the Republic of Zambia kindly

of fered to host this roundtabl e. My first du
sincere thanks for your personal interest in the roundtable and for the generous hospitality of the
government and the people of Zambia extended to us. | also thank Mr Siakalenge and his staff in
the Ministry of Commerce, Trade and Industry for their excellent collaboration and for all they
have done to make this dialogue possible.

It is also fitting thathis roundtable on Strengthening Investment Climate Assessment and Reform

i n NEPAD <countries takes pl ace in Zambi a.
improved considerably in recent years, with GDP growth averaging close to 6 per cent per annum,
andi nfl ati on has eased to reach a single digi
commendable performance.

Zambia has also embarked on a vigorous reform programme aimed at attracting investment. A
centrepiece of this strategy is the Privé@ector Development Reform Action Plan and

| mpl ementation Framewor k, | aunched in 2005.
private investment, such as regulatory uncertainty governing business licensing, customs and in
the labour market, poor firastructure, limited financial market development and corruption. It is

an ambitious agenda and we pay tribute to you for that.

Zambi ads ref or ms i n t he water sector have a

regulatory agency NWASCO, withogd policy practices and a coherent strategy that position
Zambia well to realise the water and sanitation related MDGs.
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| look forward to learning more about these investment climate reforms and progress made in
their i mpl ement at kegnoteaddressMi ni st er Mutati 6s

Why OECD investment ceoperation with Africa is important?

Let me now turn to why the NEPADECD Africa Investment Initiative and its work in African
countries are I mportant to us at the ©OWBCD. T
and development in countries throughout the world. We encourage rhadext economies
supported by good governance and open and transparent investment policies.

We do this by carrying out eviderbased analyses and policy dialogues, sharing mexmpes,
developing policy recommendations and policy tools and instruments based on best practice, and
monitoring countries through peer review.

Dialogue with African countries has always been an important part of our work. And our
partnership with NEPADOs important to us, because NEPAD shares a similar philosophy of
building consensus for policy reform through dialogue.

More specifically, the ultimate objective of the NEPAIECD Africa Investment Initiative is to
foster sustainable growth, job creatiamd poverty reduction by mobilising investment and
advancing private sector development in African countries.

OECD experience and analytical work suggests that the most effective way to do this is to put in
place the right framework conditions. These abods include sound macroeconomic and
regulatory policies, openness to investment and tradedistorting tax policies and an emphasis

on advancing human resource development, through education, training and better population
health.

In practical termshen, the specific objective of the NEPADECD Africa Investment Initiative is

to translate the general principles of a conducive investment climate into concrete policy action
and the development of investment climate reform programmes tailored toettiécgmes of
African economies. We are doing this with NEPAD and others through the application of policy
tools for practitioners, through advice on how to improve outcomes and through analytical work
on comparable indicators and benchmarks.

Determininghow to move this agenda forward in specific countries and sectors is one of the
responsibilities of the NEPAIDECD Africa Investment Initiative Steering Group. The Steering
Group was established following the Brazzaville roundtable and will hold itsfédicstto-face
meeting in conjunction with this roundtable. | wish the Steering Group members well in fulfilling
their important roles.

I would also like to acknowledge the very strong African country and African organisations
participating in the Steerin@sroup. This demonstrates the interest in, and demand for the
NEPAD-OECD Africa Investment Initiative. Hosting an Initiative roundtable event is another
tangible commitment of support, and in this regard we would welcome expressions of interest
from African countries to host a future NEPADECD Africa Investment Initiative event.

What do we hope to achieve during the roundtable?
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Ladies and gentlemen, let me now turn to what we hope to achieve during this roundtable?

Some of you here today participatedtime f i rst of our roundtabl es
Private Investment in Africa in Support of Development: Laying the Foundations for Sustained
Progresso in Brazzaville | ast December. The
the APRMSecretariat, other NEPAD actors and refarriented countries wishing a more robust
investment dimension in the APRM. The Brazzaville roundtable also familiarised African
countries with the PFI, and the Repulppdntsc of
identified the water sector as a priority area for future work of the Initiative.

Our roundtable today and tomorrow builds on these areas. They are also themes$ the G
Heiligendamm Summit Declaration on Growth and Responsibility encouraged sigoport

Making the most of the APRM process for investment climate reform

In more concrete terms our first task today is to exchange ideas on how the investment climate
content of the APRM process can be strengthened. A lot has already been learnt from the
experiences of African countries advanced in the APRM process. Today, we hope to extract from
these experiences, practical and realistic suggestions on how to improve the investment climate
content of the APRM.

To make this happen, however, we all agiest the desire for change must come from within
Africa. Ownership has become the defining paradigm for successful relationships between donors
and partner countries. International declarations, national development strategies and donor
programmes allseey e t o eye: i f a country doieamdtheot 0
finance system that goes withi ithen it will not reduce poverty or achieve sustainable economic
growth.

But often the appetite for change is not sufficient to realise chargye. BECD countries and
multilateral organisations can play a facilitating role. Donor assistance, for example, can support

i mpl ementation of i nvest ment climate reform
Programme of Action. The OECD has also depeth in partnership with many n@ECD
countries, the PFI as a selifagnostic tool. Today we will review guidance developed to support
implementation of the PFI, and pilot and vet how well it assists African countries to complete the
investment related @stions in the APRM selssessment questionnaire.

What regulatory environment for beneficial private sector participation in the water and
sanitation sector?

The provision of water and sanitation infrastructure is the second theme of this roundtatiele. W
and sanitation is a sector in great need of investment in support of its development, yet it is the
infrastructure sector least attractive to private investors-Saillaran Africa has the lowest
drinking water and sanitation coverage in the worldinkzstes of the level of investment needed

to improve coverage are equivalent to US$20 billion per annum over the next two decades. That is
more than double current levels of investment spending.

All efforts need to be harnessed. This is why the second lbtgadtive from our roundtable is to
identify the factors that are holding back ¢
and sanitation sector. For this, the roundtable will draw on the OECD Principles for Private Sector
Participation in Infastructure: a new policy tool to encourage private investment flows into major
projects.
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More specifically, our aim is to test draft practical guidance for governments wishing to engage
the private sector in the development and management of wateraaitatisn infrastructure,
derived from the OECD Principles and building on the experience of selected African countries.

The results from our discussions will be timely in a broader context. One of my areas of
responsibility at the OECD is a major projecthn A Sust ai nabl e Financi ng
Access to Water and Sanitationo. This proje
community for: on the one hand strengthened efforts to ensure adequate provision of water
services; and on the othband improved management of freshwater resources. The results from
Lusaka will contribute to the OECD Water Project findings, which will be delivered to the 5th
World Water Forum in Istanbul in March 2009.

In conclusion, ladies and gentlemen, the wdskfore us over the next two days is challenging.

But | am sure that the discussions, drawing on the depth of knowledge and expertise from the
speakers and participants will result in creative and practical proposals that respond to the
specificitiesofine st ment c¢cl i mate reform in African eco
investment potential.

Finally, | would like to say how grateful we are to those who supported this roundtable. Without
the financial contributions from Japan, Belgium and Gesmihis roundtable would not have
been possible.

| thank you for your attention.
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CLOSING REMARKS

Siazongo D. Siakalenge, Director Industry, Ministry of Commerce, Trade
and Industry, Republic of Zambia

Chairperson

Minister of State Present

Prof. Frmino Mucavele, Executive Head of NEPAD

Dr. Bernard Koussi, Executive Director, APRM Secretariat
Mr. Mario Amano, Deputy Secretary General of OECD
Senior Government officials

Distinguished Invited Guests

Ladies and Gentlemen

| feel greatly honored to gracthe official closing of this important Regional Roundtable
Conference.

Let me start by thanking you most sincerely for your tireless efforts made in coming up with
concrete and practical recommendations to strengthening Investment Climate Assessment and
Reform in NEPAD Countries at this OECD NEPAD Africa Investment Initiative, Lusaka
Roundtable.

Chairperson, I Wi s h t o t hank t he New Partr
Investment Committee of the Organisation for Economic Cooperation andopmezit (OECD)

and the Government of the Republic of Zambia for holding successful sessions of OECD
NEPAD Africa I nvestment Il nitiative, Lusaka
I nvest ment Climate Assessment and Reform in |

Similady, | wish to also again thank the Governments of Belgium, Germany, Japan and the Africa
Development Bank, ICF, UNCTAD, UNECA, IFC, to mention but a few for a job well done in
ensuring that this Roundtable has become a reality.

Chairperson
Distinguished mvited Guests

The purpose of the NEPADECD Africa Investment Initiative is to foster sustainable growth,
employment creation and poverty reduction by mobilizing investment and advancing private
sector development in African countries.

| am happy to ne that the NEPABDECD Africa Investment Initiative objective has been
achieved by bringing together all key stakeholders to discuss, broaden and deepen their
understanding of the importance of having mableted economies supported by good
governance, ggn and transparent investment policies through evideased analyses and policy
dialogues, sharing experiences, developing policy recommendations, tools and instruments based
on best practices in Africa.

In that connection, please allow me to emphatha¢ this Regional Roundtable Conference has
achieved its major objective of developing policy and capacity building tools that will help
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NEPAD <countries i mprove the investment rel a
(APRM) and to support implemeatiton of investment climate reform policies, with a specific
focus on investment environment conditions conducive to attracting investment for development.

Chairperson
Ladies and Gentlemen

You may wish to recall that the first task of this Roundtable tsamake the most of the APRM
process for investment climate reform in terms of -Bsdessment, the National Programme of
Action phases and the folleup period.

The Roundtable observed that although Africa has shown an improvement in the investment
climate in the recent past, the continent still faces numerous challenges especially in infrastructure
such as roads, energy and water. It has further been observed that the continent remains unknown
to the outside world and still receives paltry FDI standing.5 percent of the total FDI annually.

It is worth-noting that linking local business people with bankable projects to prospective foreign
investors was identified as a critical input in improving inflows of foreign investment and
developing the lodgroductive capacity.

Chairperson

It was worthwhile to note that the evaluation of the APRM Self Assessment questionnaire and the
PFI User6s tool kit yielded a | ot of i nsight
However, it was noted thaather than supplant each other, the two documents should be seen to
be complementary to each other and focus on specific investment climate issues as addressed in
the PFI User 6s tool kit critical for measuri ng

It was also noted that the relewe of good governance tracking as emphasized in the APRM
could not be underestimated. In addition, the questionnaire was interrogated and views exchanged
regarding how best to improve ités content.

Chairperson

It was learnt with regret that st®aharanAfrica has the lowest drinking water and sanitation
coverage in the world and the water and sanitation sector has received very little investment.

The level of investment needed to improve the sector is estimated to be around US $ 20billion per
annum oer the next two decades.

The Roundtable observed that the situation has been caused by various factors, notably, the
unfavorable regulatory environment existing in most countries. It was observed that there is need
to build partnerships among Governmerttsee Private Sector, cooperating partners and other
stakeholders in order to develop the water and sanitation sector.

Chairperson

| have no doubt in my mind that this Regional Roundtable has come up with concrete and
practical guidelines, suggestioaisd recommendations to the tasks that were put before it.
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This Roundtable has indeed provided Zambia with an opportunity to interact, share ideas and
| earn more from other countriesd investment
long way n improving the National Action Strategies.

In conclusion, as a way forward:

A a Chairs summary and a full report of the discussions will be prepared and sent to
participants and posted on the NEPAD and OECD websites.

A In addition, synthesis briefs ilvbe prepared capturing the key messages from the
background papers, as well as the discussions in the roundtable.

A The focus for the Initiative next year will be on Private Sector Participation in
Infrastructure sectors impacting on regional integratiln this regard, a regional
roundtable will be held in Uganda in 2008, to build on the outcomes of the Lusaka
Roundtable on Private Sector Participation in Infrastructure.

A African countries' interest in using the PFI for: safaluation, publigrivate dialogue,
and measuring progress will be followed and the results pessviewed and reported.

Chairperson
Distinguished Invited Guests

Finally, | wish to take this opportunity to thank all the participants for attending this important
Regional Bundtable.

| have no doubt that this Regional Roundtable has provided the necessary answers on how best to
strengthen the investment climate in the NEPAD member countries and | hope that all the
countries will implement the right reforms according tortirestment climate.

On behalf of His Excellency, Dr. Levy Patrick Mwanawasa, SC, President of the Republic of
Zambia, Hon. Felix C. Mutati MP, Minister of Commerce, Trade and Industry, the Zambian
Government and indeed the people of Zambia, | wish ysaf@ journey back home and | hope

that you enjoyed your stay.

I now declare this Regional Roundtable officially closed.

| thank you.
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UNITED NATIONS
EcoNomIic COMMISSIO N FOR AFRICA

OVERVIEW OF CHALLENGES OF THE INVESTMENT CLIMATE -RELATED
CONTENT OF THE APRM

By
Kojo Busia
Chief, APRM Support Unit
UNECA

l. INTRODUCTION

Potential investors in Africa are confronted with a number of challenges including prolongedidelays
starting a business, getting requisite licenses, legal regime for hiring and firing workers, registering
property, obtaining credit, protecting investments and enforcing contracts. In addition, the overall
favorable political environment for investmentluding peace and security are not guaranteed, as is the
pervasive perception of corruption in the regiol
Business IndeX which assesses entry regulation, building a warehouse, employment regulation,
requlation of property transfers, legal rights and credit information, corporate governance, imports and
exports, court efficiency, tax rates and compliance, and bankdupbtfythe 50 lowest ranking countries

(out of 175), 32 are in Africa.Although Africais disproportionately represented at the bottom rankings of

the index, nine African countries have registered significant progress over the last few years and are
counted among the top 100 countries ranked in the index. The implication is that if refersesiously

and systematically introduced and implemented within a framework, significant improvements can be
made in improving the investment climate in Africa.

This concept paper will provide an overview of the contributions of the African PeemRElMdehanism
(APRM) to improving the investment climate in Africa and analyze the challenges of deepening the
investment climateelated content of the APRM. The first section brieflycoeints the challenges of
overcoming the unfavorable investment climat Africa. The second section discusses the nature of the
structure and processes used in the conduct of the APRM Country Assessment and how they impact on the
attention given to investment climate issues in the APRM reports. This is followed byingyvtbes Post

review follow-up actions of the Program of Action phase based on the evidence from those countries that
have advanced in the APRM process. Fourth, an overview of the scope of thesses¥ment
Questionnaire relating to the investment clienabntent of the APRM is provided. The final section
provides ideas and issues for discussion for improving the investment efetat®l content of the
APRM.

. THE CHALLENGES OF OVERCOMING THE UNFAVORABLE INVESTMENT CLIMATE IN AFRICA

! Doing Business in 2007 How to Reform. Washington DC: The World Bank.2006.
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The unfavorable inestment climate in many African states results from poor governance, institutional
failures, macroeconomic policy imperfections and inadequate infrastructure, as well as rampant corruption,
bureaucratic red tape, weak legal systems and a lack of tramgpamegovernment departments. In
addition, the overall poor image of Africa as reported in Western and other media as the locale of physical
insecurity and lack of peace and stability have made it difficult for the continent to attract foreign capital
andmobilize adequate and sustained levels of domestic private investment to attain the levels of growth.
More fundamentally, good governadcéhe other dimension of a good investment clirdatederpinned

by strong and functional institutions, is critical fimcreasing domestic and foreign investment. Both
contribute towards a more favorable business environment by addressing coordination failures, promoting
political stability, enforcing property rights, regulating economic activities, and upholding thef tale.

In short, an increase in investment and private sector growth requires an institutional framework that
supports a welfunctioning market economy.

It is in part a response to the above investment climate challenges that the African Headssof Stat
established the African Peer Review Mechanism (APRM) in March 2003 as a major component of
NEPAD. As a regional mechanism under the New Pa
designed to promote good governance and institutional chammgease growth and generate sustainable
socioeconomic development and greater regional integration on the continent. The mechanism is
voluntary and selmonitoring. It targets institutional strengthening by improving the quality of political,
economic andcorporate governance in African countries and thereby promoting socioeconomic
development. The fivetage process includes periodic reviews and benchmarking of the policies and
practices of participating states. The review ascertains progress maddstaaiaieving mutually agreed

goals, as well as compliance with adopted political, economic and corporate governance values, codes and
standar ds. The AP R Méesaludtian vesternaltrevigwe sepolit preparatione pees e | f
review and dissemitian of findings.

Below is a graphical illustration of the average Doing Business rankings and the stage reached in the
APRM process by those participating countries. It is important to note that the average ranking is a
composite score of the World Bailoing Business indicators, covering inter alia paying taxes, trading
across borders, enforcing contracts and closing a business. There are many caveats attached to how the
correlation is interpreted, but it is striking.

APRM stage and Doing Business raking

Average ranking on the ease of doing business 2008 at each APRM
stage
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APRM stage

(source: the World Bank, APRM Secretariat, UNECA, OECD)

1R APRM NATIONAL STRUCTURES AND PROCESSES ANDTHEIR | MPACT ON THE INVESTMENT
CLIMATE |SSUES
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There are two main areas in which the APRM process could potentially bcdatio improving the
investment climate: the first is the process and structures set up to undertake the APRM country self
assessment, implemented according to design; and the second is what strategies are adopted by APRM
national stakeholders in influeing both the country selissessment and the formulation of the National
Program of Action. The two processes are areas analyzed below based on experiences from three of the
countries that have already completed the APRM process.

A. National Institutions and processes governing the APRM Country SelAssessment

The country SelAssessment is the most important phase of all the APRM stages due in part to the
challenges of setting up the National Governing Council or the National Commission. The
National Govening Council is a critical link to the dap-day management of the APRM process

both in terms of mobilizing technical research teams and public participation in the entire process
leading to the formulation of the National Program of Action. In thisesetihe composition and
representativeness of all stakeholders and interest groups can impact on how the assessment is
conducted in terms of which issues receive the bulk of attention in the report and eventually make
their way into the APRMPOA.

Ghanahad a total of 7 members on its National Governing Council representing various sectors of
civil society; however, none of the seven members on the council was chosen from the Private
Sector, at least in the sense of representing business or industryimglivation is that some

issues relating to the investment climate content of the APRNMasséfssment may have received
very little attention perhaps due to the lack of expertise on the Governing Council; although Ghana
chose a professional competent andependent Technical Research Institutions in all the four
thematic areas of the country safsessment report. The Center for Policy Analysis (CEPA) and
the Private Enterprise Foundation (PEF) who dealt with economic management and corporate
governane respectively, interviewed around 600 people primarily government, civil society
groups, private sector and independent exgeXtthereas issues of investment climate may have
been discussed based on the questionnaire, it is not clear whether spbuoifgsigns were made

and positions advocated with regards to investment climate improvement. The lack of a private
sector representative on the National Governing Board may have negatively affected the extent to
which these issues received the requisiiengion. Indeed, this problem could be further explained

by the fact that although the criteria for appointing the NGC was made public, the fact that they
were not seen as representatives of different stakeholder groups appears to have contributed to a
certain distance between them and civil society.

Rwandabés National Commi ssion for the APRM hac
form a steering committee, 14 of whom were government officials, accompanied by one civil
society representative and opevate sector representative and a UNDP representative. An
expanded APRM National Commission of 50 members did not significantly change the
preponderance of government representatives on the commission in relation to civil society or
private sector; evethough it was subsequently chaired by the General Manager of a mixed capital
insurance company who also served as the chairperson of the thematmrsulitee for the
Economic Management and Governance pillafhat the corporate governance thematib-su
committee was chaired by the ViBeesident of Chamber of Commerce of Rwanda, the Rwandan
Private Sector Federation is an indication of the importance the Rwandan APRM officials placed
on improving the investment climate. Since Rwanda did not haveusheyl of employing
Technical Research Institutions as in Ghana, the thematicosuittees of the National
Commission had a direct role in reviewing the reports submitted by the Technical Review Teams
mainly made up of sectoral Ministry staff and someumt#ers from civil society and academia.

2 Adotey BingPappoe, Ghana and the APRM: A Critical Assessment, Africa Governance Monitoring and Advocacy
Project (AfriMap), June 2007 pp 3.

% A Critical Review of the APRM Process in Rwanda, Afrimap, Governance Monitoring and Advocacy Project,
September 2006, pp. 10
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This approach may have deepened the attention given to the issues that was of great concern to the
representatives of various sectors within the National Commi$siofact, one of the criticisms of

the Rwandan qocess is that questionnaires were specifically distributed to a few large commercial
companies such as breweries an telephone companies because the contributions of the private
sector was still not sufficierit.

In Kenya, as in South Africa, the role dfet private sector was more visible. In Kenya, civil
society and private sector played a central role in the operations of the National Governing Council
both as the majority members on the council and as conveners of for the four thematic areas. This
is in addition to the Technical Research Institutions that could also be considered as a part of civil
society. Indeed, two prominent private sector organizations, the Center for Corporate Governance
and the Climate Network Africa, were conveners for thenenoc and corporate governance
thematic areas respectively. The Center for Corporate Governance was also selected to be the
technical research institution for corporate governance, while the Kenya Institute for Policy
Research and Analysis was chosenttiereconomic governance pillar. It is clear that Kenya had a
density of highly specialized private sector institutions as well as interest groups that were highly
involved in ensuring that issues of investment climate received the utmost attentionseif-the
assessment process. The major determinants of the business climate are addressed in the Kenya
APRM report and the NPoA due in part to the visibility given to private sector and civil society in
the process.

B. Strategies for influencing the APRM Countty SelfAssessment Report and the
Formulation of the National Program of Action

The strategies adopted by rstate actors in engaging in the APRM process would definitely have

an impact on the extent to which issues are taken into consideration byiohelrsgifassessment
process, including the formulation of the National Program of Action. Civil society and other non
state actors have an opportunity to make sure that the countgssefsment and the country
review visit capture issues that ard lefit in the formal process by engaging in different strategies

of advocacy and submissions of position papers and-wpie First, civil society or business
organizations can find a compelling evidence of the need for sectoral reforms or changes to the
business environment and organize this information in a form of written submissions. The interest
group organization can also reach out to key governance institutions like parliament, media and
other groups and lobby them in the form of writing and pubieetings about certain policy
reforms that will benefit the business environment. Second, business associations should seek
audience with key government decisimakers who can influence policy and have several
meetings with them using reseattohised edence for policy reform. This should be an iterative
process and not a ofiene shot. Third, nostate actors including the private sector can use the
media strategically to press for policy changes and make direct inputs into the APRM report or to
the National Program of Action.

C. PostReview Followup of the APRM-PoA

In almost all of the APRM countries, the APRRbOA was left until the very end of the process
because either it did not meet the requirements set out in the guidelines or requiredegrolong
negotiations with the APRM Secretariat before it was accepted and included in the Country
Review Report. While the APRM assessment is useful in identifying problems and challenges, it
is the APRMPOA that will follow-up on the review against which tpeogress in reforms would

be measured. It is possible that the private sector or business associations that would like to see
certain laws or policy changes could still make an impact if they feel that key problems and

*Ibid, pp. 11
® |bid, pp. 13.
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recommendations have not made ibitlie Country SelAssessment. There is no evidence from
the postreview countries that interest groups took advantage of this opportunity.

Besides making inputs into the APRRbA, following up on commitments already made in PoA is
perhaps the most crat stage in contributing toward improving the investment climate of APRM
participating countries. The APRM guidelines note that reviews should be conducted every three
to four years and that reports on progress toward implementation should be filedieveonths.

In this context, the APRM countries that have completed the five stages of the process have
developed a Monitoring and Evaluation (M&E) framework to monitor progress of implementation
of policy issues of specific interests to all stakehadecluding the private sector such as the
promotion of an enabling environment, public sector reforms, effective regulatory framework for
economic activities and good corporate citizenship with regards to human rights, property and
adoption of codes of gal business.

Kenyads first annual report shows considerabl
the areas of privatization and public private partnerships for economic efficiency and growth. In
its 2007/08 budget, the government empresi institutionalization of transparency and
accountability in the privatization process with the creation of Privatization Commission to be
operationalized before the end of 2@Th addition, the report indicates that the policy, legal, and
institutioral framework for the implementation of public, private partnerships (PPP) is being
finalized. This framework is intended to allow private sector participation in the provision of key
infrastructural services (eg. Water, energy, road, and other transpaces)7

Similarly, Ghanadts APRM Annual Progress Repor
policy areas related to investment climate improvements. While several codes and standards in
economic management and governance have still not h&ééad nor domesticated, some efforts

have been made towards building efficiency, predictability and transparency in economic
management. In the areas of corporate governance, the Institute of Chartered Accountants has
organized a series of educationarisshops on international accounting and auditing standards in
preparation for plans to adopt international accounting reporting from January 2008. The
Insurance Bill has also been gazetted and now in Parliament waiting to be passed. In addition, the
Regstrars General Department (RGD) is to be reformed to improve business registration processes
including making it user friendly, decentralizing services to major cities and towns and freeing it
from corrupt practices.

Rwandabés APRM pr o gmeatationageport focsiximonths dhawp that the country

has made the fastest progress in the-posew follow-up of the NPoA. In an effort to streamline

the legislation and regulatory framework for setting up business in Rwanda, some of the laws have
been amended and enacted by parliament including the investment code, tax code and procedures.
Although the Rwanda cabinet has approved several laws, they are still awaiting enactment by
parliament including intellectual property code, customs code, anit pprbcurement code and
accountants statute. In addition, several laws are in the drafting stages and expected to be passed
within the next few yearg Although strenuous efforts are being made towards implementing most

of Rwa n daNPsA inArég&dséd the investment climate, the report openly admits that the

® Kenya, APRM Annual Progress Report on the Implementation of National Program of Acii@en2006007, pp.

7 .
Ibid. pp. 19
® Ghana, APRM Annual Progress Report on Implementation of National Program of Action (NPoA) Jan. to June
2006. pp. 65
® Rwanda, APRM Program of Action Implementation, Progress Report;December, 2006.
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capacity challenges are enormous and would require concerted efforts by both the public and
private sectors in achieving all objectives.

Structures, processes and interest groups strategidee isetfassessment phase do matter in
mobilizing stakeholders for robust investment climate reforms issues to receive adequate attention
in the APRMPOA. Itis also clear that for countries that already have ajoong reform agenda,

the APRM can help bhlight the investment climatelated issues that make their way into the
APRM-PoA. Ultimately, however, it is the systematic folloyw actions and monitoring of the
APRM-PoA that leads to progress in investment climate reforms.

V. INVESTMENT CLIMATE -RELATED CONTENT OF THE APRM QUESTIONNAIRE : STRENGTHS
AND CHALLENGES

The APRM questionnaire is more holistic and takes a comprehensive approach to investment climate
issues by covering almost all development aiieg@®litical, economic, corporate and sceiomomic -
governance. In this sense, democracy and political governance is just as important as areas bearing
directly on investment policies under the economic management and corporate governance spheres. This
approach is understandable for a number asoes. First, as a baseline assessment, it is perhaps prudent
for the APRM to be as comprehensive, so that subsequent reviews can focus on specific governance issues.
Second, as an instrument for peer learning that is not punitive but encourages nsultasdly best
practices with the aim of building capacity for improving governance system, narrowing the review would
limit the number of best practices member states could learn from. Third, since the goal of the reviews is
to enhance uniformity of goveance systems, it is perhaps important to cover all the thematic areas that
would contribute to the improvement of the image of Africa globally and make it a more attractive place
for private investment. The following are specific comments relating togitre and limitations of the
investment climateelated content of the questionnaire.

1. Strengths
Corporate Governance themes

The APRM questionnaire comprehensively evaluates corporations as to whether they are good
corporate citizens. It questionseé exi stence of measures to rat
observance of human and labor laws; the responsiveness of corporations to the concerns of the
communities within which they operate; and their commitment to ensure sustainable
environmental maagement. (Obj. 2/ Q. 1, 2 & 3)

The questionnaire comprehensively deals with the adoption of codes of business ethics. In
assessing corporate integrity in member state, it uses some indicators such as measures to combat
white-collar crimes; the role anduglity of the media in reporting on economic crimes and ethics
violation; the availability and quality of training programmes for professionals. (Obj. 3/ Q.1)

APRM tries to address internal and external factors impacting on the business environment. Some
of the potential internal factors mentioned are the availability and quality of infrastructures (ICT
system, roads, etc.); efforts by member states to promote investment and formulate special

enterprises (including. hto prichtiza gubklic dector emtiieseand) ; t
encouraging capital market rules and ethercounter share trading facilities. (Section 3/ Obj. 1/
Q.3)

Economic Governance theme

APRM comprehensively addresses inflation and fiscal stability under the Econawécn@nce
and Management thematic area. It uses them as quantitative indicators for sound macroeconomic
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policies. It proposes concrete measures to evaluate the inflation rate and fiscal deficit of APRM
member states. These include average inflation owedadt five years; the share of the fiscal
deficit to GDP; limiting central bank financing of fiscal deficits; and keeping public debt within
sustainable levels. This is based on the assumption that high and variable inflation and large fiscal
deficits case many distortions in the economy, and hence decrease the confidence and certainty of
investors about economic policies. (Section 2/ Obj. 1/ Q. 1)

Political Governance theme

APRM questionnaire interrogates political instability under the democracy paiitical
governance cluster. This is based on the conviction that political instability increases the material
and financial risks associated with private investment. In addressing the issue of conflict, it puts
specific indicators on the emergence otraly consultative and participatory polity and the
inclusion of marginalized groups in the decision making process. The indicators include evidence
of a countryés efforts in terms of | egal prov
andnarrowing regional, ethnic, religious and economic inequality; improved broad participation of
people at the grass root levels (due to decentralization); existence and effectiveness of legal
provisions that recognize and guarantee the human and demaigtatscenshrined in Africa and
international human rights instruments; any legal provisions, institutions, programs or policies to
enhance womené6s role in society in terms of fj
number of women in decmh making process. (Obj.1).

To achieve the objective of ensuring the existence of accountable, efficient and effective public
office holders and civil servants, the questionnaire focus on the existence of a transparent system
of recruitment, training, p@motion, management and evaluation of civil servants. To this end, it
uses indicators such as legal provisions, procedures and institutions to undertake the
aforementioned processes; and evidence of the use of carrot and stick methods to evaluate the
performance of public servants. This objective is also critical in assessing the extent of corruption
in the public service and how it negatively impacts on the investment climate (Obj. 5/ Q. 2).

Limitations

The questionnaire does not evaluate the fiestence of the state in the dayday management of

state owned enterprises that tend to undermine good corporate governance practices in Africa.
The mechanism has a tendency to consider all business organizations as private business
organizations.

There are no clear and specific indicators on the impact on the external factors on the business
environment. The impact of regional instability on national business environment in Africa is said
to be quite high and needs specific indicators to meas@fAREM/ Section 3/ Obj. 1/ Q.3)

The guestionnaire does not question whether regulatory impact assessments are used to evaluate
the consequences of economic regulations on the investment environment. The focus on
environment al i ssuesporatde t ©i tbiez eonns hfii gpodo di scs u e
consequences on regulation

The APRM questionnaire does not put emphasis on the role and establishment of an investment
promotion agency (IPA); the extent to which the structure, mission and legaldtdiedPA been
informed by and benchmarked against international good practices.

The APRM questionnaire does not discuss contract enforcement; its effectiveness and accessibility

to all investors; and alternative systems of dispute settlement to ¢émswvelest possible scope of
protection at a reasonable cost.
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The APRM questionnaire does not discuss the existence of mechanisms for managing and
coordinating regulatory reform across different levels of government. The mechanism is important
to ensureconsistent and transparent application of regulations and clear standards for regulatory
quality.

CONLUSIONS AND SUMMARY OF ISSUESFOR DISCUSSION

The above analysis of the contributions of the APRM process to improving the investment climate
of partidpating countries raises a number of issues for discussion including the following:

1. While the APRM seHassessment process provides opportunities and avenues for different
stakeholders to consult on various policy issues, including the investment dbsats,
the questionnaire touches on key governance dimensions of good governance without
focusing on specific issues of investment climate in a country. The issue, then is, how do
you retain the broad objectives of the APRM questionnaire, which is éssatise global
performance in good governance, and still focus on the detailed discussion of the
investment climate in a country?

2. The APRMPOA provides an opportunity to monitor progress towards implementation of
investment climate reforms, including -gning reforms already initiated by APRM
participating countries as seen by the strong correlation between countries performing well
on the Doing Business rankings and APRM countries. The issue is how can countries
build the requisite capacity to make tARRM-PoA into a dynamic tool for monitoring
the results of implementing the investment enabling environment policy reforms?
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NOTE TO READER

The Policy Framework for Investment (PFI) is an instrument to help governments to increase
competitiveness and investment through the design and implementation of government
policies that improve the business climate.

The PFI was developed by a task force of officials from 60 OECD and nonmember
governments in association with some ten OECD Committees and Working Groups. The PFI
was endorsed by OECD ministers in 2006, and they called on the OECD to continue to work
with non -member governments and other inter-governmental organisations to promote its
active use. The G8 2007 Heiligendamm Summit Declaration also welcomed the PFl as a
valuable mechanism in defining a shared understanding of healthy investment clandtésvited
the OECD, UNCTAD and other organizations such as the World Bank to use the PFI.

The PFI Users Toolkit project is in response to a need for specific and practical
implementation guidance revealed from the experience of the countries that have already
piloted, or plan to pilot using the PFI. It is a project currently under development t hat is to
involve government users, co-operation with other organizations and expertise from OECD
Committees. Development of the Toolkit will involve a process, starting in 2008 of vetting
and testing the guidance and resources provided among users, expers in the policy areas
covered by the PFI and interested stakeholders.

Against this background, this note provides readers with information on the purpose and
planned structure of the Toolkit, the process for its development and how the Toolkit relates
to the PFl itself. It also offers an initial draft of an example of the policy guidance the Toolkit
will provide to users.

Given the planned process for the development of the PFI Users Toolkit, this note by the
OECD Secretariat should be seen as work in progess.

The text of the Policy Framework for Investment and more information on the PFI can be
accessed atwww.oecd.org/daf/investment/pfi
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ABOUT THE TOOLKIT
(First Dratft)

Introduction

Investment is a key driver of economic growth and poverty reduction. Countries and
regions with strong policies for investment mobilize capital. Yet in many economies, there
are substantial impediments to investment. These impediments to investment come in many
guises. But they have one thing in common: they are the unintended result of government
policy or, in some cases, the lack of it. This Toolkit outlines a process and guidance for
governments using the PFI- the most comprehensive multilaterally backed approach to date
for improving investment conditions & to increase competitiveness and investment through
the design and implementation of government policies to improve the business climate.

A sound in vestment climate is not an end in itself, however. This Toolkit explains how
and why governments can benefit from using the PFI, and makes clear the economic
consequences for investment of existing government policies, laws and regulations. The PFI
and this Users Toolkit do not, however, prescribe what the policies for investment should be,

because prescriptive policies depend heavi
circumstances and institutional capabitioughi e s ;

the process of using the PFI, learning from good practices and the experience of others that a
government ds p r e fcimmate edaform i polivies sahdmthen strategy for their
implementation emerges.

What is the purpose of this Toolkit?

The specific purpose of this Toolkit is to offer PFI users detailed guidance, which
enables an analysis of where progress is most advanced and where the most significant
investment bottlenecks lie and thus the priorities for reform, how to design policy practic es
which minimise trade -offs and take into account the impact of policy decisions on
investment conditions, and the wider national interest and a menu of methodologies for
measuring progress in improving investment conditions.

What makes this Toolkit diffe rent?

To understand how this Toolkit is different from others, it is first necessary to appreciate
how the PFI differs from other instruments designed to improve the investment
environment. It does so in three important ways:
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{1 First, its scope is not limited to foreign direct investment. Over % of the PFI questions
are relevant to both foreign and domestic investment.

1 Second, the PFI is unique by its comprehensive approach to investment conditions
and because it focuses on the interactions and linkages betveen policy areas, i.e.
policy coherence. For example, it is possible that changing one aspect of, say trade
policy could worsen the overall investment climate, yet changing at the same time
those aspects that interact with other policy fields, like competition policy could
improve investment conditions substantially.

1 Third, the PFI recognizes that putting in place a sound investment climate is not a
one-off event where the obstacles to investment are identified and remedied.
Structural shifts, such as new technologies, or changes in other policy settings,
including in other countries will frequently bear on the investment climate in ways
that are not always anticipated. And sometimes these changes will have implications
on policies for investment, necessitating the adoption of different policy practices and
regulatory reform. Investment climate reform is a process of continuous
improvement and the emphasis in the PFl is on policy governance.

These characteristics create several challenges for using the PFIiffectively. For example,
the PFI does not examine how to deal with trade-offs, or guide which issues deserve priority.
Nor does it explain how to put in place a structured process in order to elicit where the
binding impediments to investment lie and how t o appraise their economic significance. The
Toolkit has been especially designed so that PFI users can manage these challenges. It
complements existing specialized diagnostic and capacity building resources in policy areas
such as competition, taxation etc.

The Toolkit is divided into four parts:

1 About the Toolkibverviews the purpose of the Toolkit, its scope, structure and how to
use it;

1 Getting Startedexplains the rationale for using the PFI, describes the benefits that
result from its PFI, elucidates the ways in which the PFI can be implemented and
how to choose between these options, expl ai
core principles and outlines the key steps in devising a process for using the PFI;

1 Policy Guidanceffers specific guidance for each of the policy chapters of the PFI on
what constitutes good practices, explains how policies, laws and regulations
influence investor decisions and identifies the circumstances and the information the
PFI user needs to scrutinize in order to make an assessment of how a country
performs vis-a-vis good practice. It also provides users with links to websites and
references to a wealth of additional information and tools and resources that offer
more in-depth policy guidance on specific issues; and

1 Measuring Progressets out a menu of methodologies on how to interpret and analyse
the facts and information collected from the Policy Guidancepart of this Toolkit to
form an assessment of a countryds strengths
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and thus pinpoint the investment climate policy reform priorities, to benchmark
performance and to measure progress.

The Figure below illustrates this structure at a glance. For a detailed sitemap of the
various sections available in this Toolkit, see the Contents page.

The PFI Users Toolkit At-A-Glance

MEASURING PROGRESS

How to form an overall assessment, deveiogiate
and monitora reform Plan of Action
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Who will find this Toolkit useful?

The PFl is a flexible instrument and this Toolkit has, therefore, been designed to meet
the needs of multiple PFI applications. These applications may, for instance, include:

T Indepthself-assessments of a country or r-egi ond
ordinated from the centre of government, i.e. cabinet office, Prime Ministers
department, and Finance and Economics ministries;

I Peerreviewsofamuntryds investment cli mate at t h
and

9 Examination of how policy practices in a selected area bear on the investment
climate. For example, the relationship between the design of regulatory policies
and their impact on business investment decisions.

I Thematic-based investment climate assessments. For instance, an evaluation of
the investment conditions specific to mobilizing investment by SMEs.

This Toolkit furthermore provides a platform for stakeholder organizations using the
PH to engage and contribute to policy dialogues related to investment climate reform and
private sector development. These stakeholders may, for instance, include business
organizations, NGOs, trade unions and the media.

This Toolkit can likewise provide us eful support to development agencies, bilateral and
multilateral, engaged in funding and supporting national and regional governments private
sector development and investment climate reform programmes. 10

How to use this Toolkit?

When using this Toolkit, it should be borne in mind that there is no blueprint for
mobilizing investment. Each PFI user has to develop their own strategy, based on your
institutional capacity and specific economic context, and tailored to your needs and
resources.

Given the breadth and diversity of policy practices that impinge on investment
conditions it is not possible to address each policy domain in detail. However, users of the
Toolkit will find links and references to a wealth of additional tools and resources that
provide more in-depth policy guidance in areas such as tax administration, fighting
corruption and on issues such as designing an investment promotion agency.

10 The OECD Development Assistance Committee has developed in consultation with a range of

stakeholders, including the Investment Committee a set of best practices for donors using Official
Development Assistance to mobilise private investment. It is entitled Pramétrivate Sector
Development: the Role of ODA and can be downloaded fromv.oecd.org/dac/quidelines

48


http://www.oecd.org/dac/guidelines

In a sense, therefore, the Toolkit is similar to a knowledge library and should be used
accordingly. It is unlikely that PFI applications will necessitate using each part of the Toolkit
and every chapter of the policy guidance. For example, countries that use the PFl on a
regular basis and have determined where priorities for reform lie are only likely to focus on a
few specific areas of the Tool kitds policy gui
to score how it is performing (Part 4).

Users should thus not be put off by the Tool
Tool ki tds desi tpnaccess anly lthese patsstieat a&e necessary to your PFI
application. At a minimum, this will typically involve using the guidance related to  Getting
Started and the chosen Policy chapters. The modular approach, however, means there is
some repetition in this Toolkit.

What is the relationship between this Toolkit and the PFI?

The OECD in co-operation with non -member countries and in partnership with other
international organizations and stakeholders working on investment conditions in support
of private sector development have developed, under the auspices of the OECD Investment
for Development Initiative, a package of resources specifically designed to meet the needs of
policy makers and investment -climate reform practitioners.

The package contains three elements: A Review of Good Practices, providing case
studies and the analytical support for the PFI, the second element, which is a checklist of
guestions and annotations that underpin a sound investment climate. This PFI Users Toolkit
is the third element. It supports the implementation of the PFI, offering specific detail on
what constitutes good policy practices in the areas that bear on the investment climate, the
information that the PFI user needs to scrutinize in order to make an assessment of howtheir
country or region performs vis -a-vis good practice and a menu of methodologies that can be
used to benchmark and measure progress.

Depending on your function in a project, you will find different elements of the package
relevant to your work. To hel p you identify the relevant resource, the table below explains
the relationship between the PFI products, their content, target audience and how each was
developed.



Relationship between PFI products

Level

Content

Target audience

Development process

Review of Good
Practices

Analytical support for
checklist questions

Analytical background
material on each of the ten
chapters of the PFI.

Investment climate policy
experts, donors, NGOs
focussed on private sector
development and
academics in the fields of
growth, development
economics and policies for
investment.

Consultant experts in each
the Framewor i
areas, in consultation or
partnership with the relevan
specialised OECD
Committee. Each chapter
was extensively vetted
through regional expert
meetngs and through a web
based public consultation.

Policy Framework for
Investment

Checklist of questions and
annotations

A set of questions and
annotations in ten policy
fields identified in the 2002
UN Monterrey Consensus
on Financing for
Development asnportant
for the qual
investment environment.

High level representatives
and decisiormakers in
government departments
and regulatory bodies,
legislators, investment
promotion agencies, publig
and private development
agencies, donorsd
investors.

Developed as a partnership
process involving a
dedicated task force open tg
any interested government.
Officials from 60
governments were involved
with participation by the
World Bank, other
international organisations,
as well as businessade
union and civil society
organisations.

PFI Users Toolkit
Operational guidance

A set of structured
guidelines on how to
operationalise the PFI
questions, together with
references to case studies
and existing tools providing
in depth treatment of the
policy fields covered.

Officials from government
departments, especially at
centres of government, e.g
Prime Minist
well as practitioners and
operational level staff from
regulatory bodies,
investment promotion
agencies, public and privat
development agencies and

donors.

Consultant experts in each
the Framewor k
areas. Draft operational
guidance tested and adapte
in OECD regional
investment programmes.
Updated regularly, based o
country and policy area
experiences from
practitioners applying the
PFI.

Source: OECD, Investment Division

How was this Toolkit developed?

This Toolkit was developed by the OECD Secretariat and consultant policy experts in
each of the policy domains covered by the PFI and reviewed by the OECD Investment
Committee. Other OECD bodies, with the support of their secretariat, were involved in the
policy guidance chapters. These bodies are: the Trade Committee, the Competition
Committee, the Committee on Fiscal Affairs, the Steering Group on Corporate Governance,
the Education Committee and the Working Group on Bribery in International Business

Transactions.

The Toolkit has also benefitted from extensive comments and reactions from pilot users

i n sever al

internat.

onal

fora,

S labalhForuanson t h e

International Investment. These meetings helped us to vet the userfriendliness, relevance
and practicality of specific parts of the guidance in different economic and geographical
contexts. Further events of this sort are planned for thoseareas of the Toolkit, which have not

y et

beemhestrocdd.
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Your feedback and how to find out more about the PFI?

We are interested in hearing how your organization is using the PFI and this Toolkit.
Your questions, comments and feedback will help us to improve the PFI and how it is used.
We also welcome your suggestions for case studies, research papers, data sets, websites and
other resources of relevance for investmentclimate reform practitioners. All correspondence
can be emailed to:pfi@oecd.orgor mailed to:

OECD Investment Division
2, rue André Pascal
75775 Paris, CEDEX 16,
France

Your suggestions and ideas will be assimilated and made available in the latest version
of the Toolkit, available at the www.pfitoolkit.org website. Further information on the PFI
can also be accessed from the OECD website atvww.oecd.org/daf/investment/pf .
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The following is a draft of th e policy guidance part of the Toolkit covering the PFI
Investment Policy questions (Chapter 1), taking question 1.1 (Laws and Regulations) as an
example.

Investment Policy

I nvest ment policy in the PFI relates thadh a co
directly enables or discourages investment, and which enhance the public benefit from
investment. They cover, for instance, policies for transparent and non-discriminatory
treatment of investors, expropriation and compensation laws and dispute settle ment
practices.

The quality of a countryds i nvest ment pol i c
investors, be they small or large, domestic or foreign. Transparency, property protection and
non-discrimination are core investment policy principles that underpin efforts to create a
guality investment environment for all. Investors are also concerned with the way that
investment policy is formulated and changed. Investors will avoid circumstances where
policies are modified at short notice, where governments do not consult with industry on
proposed changes and where laws, regulations and procedures are not clear, not readily
available and un-predictable.

The PFI Investment Policy chapter identifies through eight questions the most important
issuesrelevantf or judging the effectiveness of a count
The issues are often directly relevant to the specific needs of foreign investors, but the issues
apply in most instances to domestic investors as well. This section of the Todkit offers the
PFI user additional detail on why these investment policy questions are important, and
specific guidance on the topics to scrutinise in order to form an opinion on how well a
countryds i nvest me n&vispgoodpracticee.s perform vi s

The eight key PFI questions on Investment Policy relate to:

Laws and Regulations

Effective Ownership Registration

Intellectual Property Rights

Contract Enforcement and Dispute Resolution
Expropriation Laws and Review Processes

Equivalent Treatment for Natnal and International Investors
International Ceoperation and Periodic Review
International Arbitration Instruments
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Laws and Regulations

PFI Q: 1.1 asks AWhat steps has the government
with investmentsand investors, including smalland mediunsized enterprises, and their
implementation and enforcement are clear, transparent, readily accessible and do not impose
unnecessary burdens?0o

Rationale for the question

Investment involves many risks. Risks are associated with market demand, technology,
competition, inflation, borrowing costs, weather and other factors. An attractive investment
climate cannot avoid all these risks, but it should avoid unnecessary policy -induced risks
and regulatory surprises. Businesses will interpret environments that contain unpredictable
regulatory or legal changes as an additional risk. Some industries, such as oil extraction are
lucrative enough that business is prepared to operate in more risky environments. But many
other industries that operate on lower profit margins, particularly the manufacturing
industries that are necessary for a diversified growth, have the ability to choose only the best,
most stable locations to establish operations.

Two key features of high-perfor ming investment policy regimes are transparency and
predictability. Effective communication of meaningful information, prior notification and
consultation of regulatory changes and uniform administration and application of laws and
regulations reduces business risks and anxieties. It also helps combat bribery and corruption
(See also PFI Policy Guidance on Public Governance) and ultimately promotes patient
investment.

Transparency and predictability are especially important for small - and medium -sized
enterprises that face particular challenges relating inter alia to entering the formal economy.
Transparent investment laws and regulations are also important for foreign investors who
may have to function with very different regulatory systems, cultures and ad ministrative
frameworks from their own. A transparent and predictable regulatory framework dealing
with investment helps businesses to assess potential investment opportunities on a more
informed and timely basis, shortening the period before investment be comes productive.
Public authorities may not always be aware of these benefits or simply take them for
granted. This PFI question, therefore, addresses the efforts required to promote clear,
transparent investment laws and regulations.

Key considerations and guidance on policy practices to
scrutinise
An assessment of Question 1.1 calls for an examination of the following considerations

and policy practices.

A Availability of Relevant Information to Investofsttracting investment requires a consistent,
predictable system of laws, regulations and administrative practices. And to reassure all
market participants that business operates on a level playing field, investment laws and
regulations and their enforcement should be codified, written in plain language an d clear
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to all. Investors should also be able to easily obtain meaningful information on all the
regulatory measures which may materially affect their investments. Investment measures
may include laws, policies, regulations, international agreements, admin istrative practices
and rulings and judicial decisions. Their sheer number, complexity and the potentially
broad ramifications of business operations, however, may not always make this possible.
I't is nevertheless in governtmeanltds di nifnotremaetsitosn
start a business and inform investors, inter alia, about ownership and exchange control
restrictions, administrative requirements, taxation, investment incentives, monopolies and
concessions, intellectual property protection and competition policy as well as
environmental and social requirements and corporate responsibilities. There are various
means of communicating investment laws and regulatory information to investors. They
include official gazettes, government websites, online compendiums, e-gateways, as well
as formal and informal contacts by government departments and regulatory agencies.
While new communication technologies simplify information dissemination between
governments and stakeholders, the internet is not an end in itself; information must be
collected and up-dated on a regular basis.

Prior Notification and ConsultationPrior notification and consultation are important to
building trust, and reflect a commitment to professionalism. Where changes to investment
laws and regulations are needed they should occur within a standardised system that
begins with public hearings, policy papers outlining the reasons why changes are needed,
circulation of draft regulatory changes to all concerned stakeholders, and processes br
revision and recirculation based on these public inputs. Such investment law and
regulatory change regimes should be enshrined in law and systematically adhered to.
These processes are important, both because changes to investment laws and regulations
can make businesses economically unviable, and because policy is more likely to be sound
and not produce unintended side -effects if it is formed in a structured and transparent
manner that permits input from all interested parties. Involving investors and o ther
stakeholders in the process of relevant regulatory changes also contributes to the
legitimacy and effectiveness of the new regulatory investment measures made. Various
notification and consultation avenues can be used. In addition to statutory notific ation or
consultation requirements, governments may improve the reach of dissemination and the
speed of notification through posting proposed regulatory changes on the internet or
through other electronic dissemination methods. Because regulatory changes @n come
from many ministries or levels of government, the notification system should be
coordinated and comprehensive. Exceptions and qualifications to transparency and
accessibility should clearly be defined and delimited. Examples include protection of
confidential information or commercial interests, national security and public order, and
pursuit of monetary and exchange rate policies. Special care should be given, however, to
limit their application to the minimum extent possible and ensure that they a re used
within their legitimate purposes.

Public Appeals Processé&s increase procedural transparency and avoid regulations that
impose undue burdens and discretionary power of officials, changes in implementing

regulations and administrative decisions sh ould be subject to an open and predictable
public appeals process, empowered to protect investment guarantee provisions written
into investment contracts or in investment protection treaties. Procedural transparency
also implies a right to complain or appe al and the existence of prompt and impartial
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review and remedies. This may involve providing a clear description or other necessary
explanation of the administrative requirements, statutory delays for rendering decisions
and the possibility of presenting a dditional facts and arguments.

These considerations and practices suggest the PFI user should form an assessment on
the transparency of a countryds investment | aws
and indicators:

1. Information on investment | aws and regulations is provided: (a) through a legally
stipulated and codified system; (b) which applies to primary and secondary legislation;
(c) to both national and sub-national levels of government; and (d) exceptions and
gualifications to making infor mation available are clearly defined and delimited.
Information on investment laws and regulations is made available to investors. Print,
internet and other electronic communication technologies are systematically used to
disseminate information on a countr yds i nhvest ment |l aws and r ec¢
made to use clear and plain language and to simplify the dissemination of relevant
information through the use of centralised and regularly updated information portals.
Transparency requirements under inter national agreements, such as notification of
regulation changes, responding to special enquiries and requests for consultation are
promptly respected.

2. Changes in investment laws and regulations are clear and transparent when based
on: (a) a codified prior consultation procedure available and accessible to all
stakeholders; (b) which applies to all ministries, whose decisions can materially affect
the investment climate (e.g. tax authorities, customs assessors, foreign exchange and
financial systems regulators, company/securities regulators, labour, environment and
other sectors) with clear accountability procedures on how comments are handled; and
(c) communication of new laws and regulations is timely, widely disseminated and
electronic information dist ribution systems are frequently updated. There is a formal
system for dealing fairly with unintended negative impacts of regulatory changes and
the reasoned decisions of the appeals process are publicly available. Regulatory
institutions are designed and managed in a manner that avoids favouritism or
accusations that decisions are politically motivated.

Further resources

The following resources support the PFI user needing additional information on investment
laws and regulations:

A The OECD Framework for Inv estment Policy Transparency helps governments to achieve
greater investment policy transparency. The focus is on the information gaps and special
needs of foreign investors, but they apply in most instances to domestic investors as well.
The resource can grve as a basis for conducting self evaluation and sharing experiences
among public officials. See http://www.oecd.org/datacecd/15/13/16793978.pdf

A The World Bank Cost of Doing Business projed studies the cost, length and complexity of
various aspects of the investment climate and provides a score of how long it takes in each
country for business to complete key regulatory tasks. Longer and more complex


http://www.oecd.org/dataoecd/15/13/16793978.pdf

processes are one measure of unpredictabity and often of an indicator of lack of
transparency. Seewww.doingbusiness.org

A The World Bank has a set of Guidelines for foreign direct investment premised on the
principles of equal treatment and open com petitive markets. The Guidelines offer a source
on which national legislation governing the treatment of private foreign direct investment
may draw, to the extent they do not conflict with existing bilateral and multilateral
treaties and other international instruments. See
http://ita.law.uvic.ca/documents/WorldBank.pdf

5€
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NOTE TO READER

The mapping of the investment climate content of the APRM-AE&ssment questionnaire in tk
document takes a very broad interpretation of what bears on thenievéxlimate.

=

S

It is not intended, nor possible to interpret the mapping as a direct correspondence between the two sets of

guestions. Often the APRM Sélissessment questions themselves have relevance to both the inve
climate and broader governaregangements, whereas the PFl questions are more specific to polic
investment.

In some cases an APRM Séi§sessment question may relate to several PFI questions antekgee In

stment
ies for

other cases, a correspondence has been attributed when onlythartjoéstion is connected. These cases

are as a rule mentioned in the document.

The full text of the APRM SelAssessment questionnaire can be accessed
http://www.uneca.org/aprm/Doments/Questionnaire.pdf

The full text of the Policy Framework for Investment can be accessed
www.oecd.org/daf/investment/pfi
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Mapping APRM Investment Climate Content to Policy Framework for Investment

APRM Investment Climate Content

PFI Chapter and Questions

Democracy and Good Political Governance:

Obj 2, Q.2: What weight do provisions establishing the rule of law|
the supremacy of the constitution carry in practice?

Obj 3, Q.2: What steps have been taken to facilitate equal acc
justice for all?

Obj 5, Q.1: What measures have been taken in the country to stre
institutions for an efficient and an effective public service?

Obj 5, Q.2: To what extent does the country have a transparent S
of recruitment, training, promotion,anagement and evaluation of Ci

servants?

Ch 1, Q. 1: What steps has the government taken to ensure that th
and regulationslealing with investments and investors, including sr
and mediurrsized enterprises, and their implementation
enforcement are clear, transparent, readily accessible and do not i
unnecessary burdens?

Ch 1, Q.4: Is the system of contract enforcenedfective and widely
accessible to all investors? What alternative systems of di
settlement has the government established to ensure the widest p
scope of protection at a reasonable cost?

Ch 2, Q.2: Has the government established an investpremotion
agency (IPA)? To what extent has the structure, mission, and
status of the IPA been informed by and benchmarked ag
international good practices?

Ch 2, Q.3: Is the IPA adequately funded and is its performance in
of attracting nvestment regularly reviewed? What indicators have |
established for monitoring the performance of the agency?

Ch 4, Q.2: Do the competition authorities have adequate reso
political support and independence to implement effecti
competition lavg?

Ch 10, Q.2: What mechanisms are in place for managing an
ordinating regulatory reform across different levels of governmet
ensure consistent and transparent application of regulations ang
standards for regulatory quality?

Ch 8, Q.4: To whiaextent does the government promote train
programmes and has it adopted practices that evaluate
effectiveness and their impact on the investment environment?
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 8, Q.1: What concrete measures have been taken to promo
protect the rights of the child and young persons?

mechanisms are used to encourage business to offer traini
employees and to plaa larger role in cdinancing training?

Ch 8, Q.2: What steps has the government taken to inc
participation in basic schooling and to improve the quality
instruction so as to leverage human resource assets to attract
seize investment oppoinities.

Economic Governance and Management

Obj 1, Q.3: What sectoral or microeconomic policies has your co
developed and implemented to promote economic growth
sustainable development.

Obj 1, Q.4: What has your country done to increase domestigirce
mobilisation including public and private savings and capital forma
and reduce capital flight?

Obj 2, Q.1: What has your country done to make the pl
administration, legislative system and fiscal authorities work effecti
and in a tragparent manner?

Obj 2, Q.2: What measures has your country taken to make eco
policies predictable?

Obj 2, Q.3: What are the main challenges that the country faces
respect to coordinating the efforts of various departments
implementing soundransparent and predictable economic policies?

Obj 3, Q.1: What has your country done to promote sound p
finance management?

Obj 4, Q.1: What is the prevalence of corruption in the pu
administration in your country and what measures have been tal

.Ch 10, Q.6: To what extent have international-emriuption and

A case could be made for the whole of the PFI applying to
guestion. More narrowly it most closely relates to all of the
guestions irChapters 1, 3 and 4.

A case could be made for the whole of the PFI applying to
question. A more limited interpretation on capital formation wg
relate to Chapters 1 and 2.

Chapter 5 of the PFI covers taxation policy. Transparency in goa
policy, instruments used and rationale for decisions is a principle
transverses the PFI.

The predictability of policies, closely related to the concept
transparency, is another principle that transverses the PFI.

The PFl is a flexible tool with multiplepplications. As a tool for sel
evaluation of policies for investment there is a large potential for
in the centres of government and the maeaatractural governmen
policy departments, whose responsibilities include ensuring p
coherence acregyjovernment.

Chapter 5 of the PFI covers taxation policy.

integrity standards been implemented in national legislation
regulations? Do penal, administrative and civil law Bmns provide
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Mapping APRM Investment Climate Content to Policy Framework for Investment

this regard?

Obj 5, Q.1: Is your country a member of any regional econ(
integration arrangement and what are the benefits and challeng
such membership?

an effective legislative and regulatory framework for fight
corruption, including bribe solicitation and extortion as well
promoting integrity, thereby reducing uncertainty and impro
business conditions for all investors?

Ch 10, Q.7: Do institutions and procedures ensure transparent, eff
and consistent application and enforcement of laws and regulatio
anticorruption, including bribe solicitation and extortion, and integ
in the public service? Have standardscohduct by public officialg
been established and made transparent? What measures are
assist public officials and to ensure the expected standards are mé
civil society organisations and the media free to scrutinize the co
of publicoffid al s® dut i ebsl 20 wlerred fpw hoit set

Ch 10, Q. 8: Do review mechanisms exist to assess the performal
laws and regulations on amrruption and integrity?

Ch 10, Q. 9: Is the government a party to international initiativeed
at fighting corruption and improving public sector integrity? W
mechanisms are in place to ensure timely and effective implemen
of anticorruption conventions? Do these mechanisms monitor
application and enforcement of the ariruptionlaws implementing
the conventions?

Ch 1, Q.7: Are investment policy authorities working with th
counterparts in other economies to expand international treaties

promotion and protection of investment? Has the government revi
existing interndional treaties and commitments periodically

determine whether their provisions create a more attractive envirof
for investment? What measures exist to ensure effective comp
with the countryos commi t ment
ageements?
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 5, Q.2: What measures has your country taken to ensuré
national policies, including policies in respect of ipiisican trade ang
investment promotion, are consistent with and supportive of reg
economic integration objectives?

Ch 2, Q.8: Has the government made use of international and re
initiatives aimed at building investment promotion expertise, suc
those offered by the World Bank and other intergovernmg
organisations? Has the IPA joined regional emernational networks?

Ch 2, Q.9: To what extent has the government taken advanta
information exchange networks for promoting investment?

Ch 3, Q.3: How actively is the government increasing investr
opportunities through markeixpanding intern&nal trade agreemen
and through the implementation of its WTO commitments?

Ch 1, Q.7: Are investment policy authorities working with th
counterparts in other economies to expand international treaties
promotion and protection of investment?

Ch 2, Q. 1: Does the government have a strategy for develop
sound, broadbased business environment and within this strategy,
role is given to investment promotion and facilitation measures?

Ch 2, Q.6 What mechanisms has the government estdbliw the
evaluation of the costs and benefits of investment incentives,
appropriate duration, their transparency, and their impact on
economic interests of other countries?

Ch 2, Q.7: What steps has the government taken to promote inves
linkages between businesses, especially between foreign affiliate
local enterprises?

Ch 2, Q.8: Has the government made use of international and re
initiatives aimed at building investment promotion expertise, suc
those offered by # World Bank and other intergovernmen
organisations? Has the IPA joined regional and international netw
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 5, Q.3: What measures have your country taken torereffective
implementation of decisions and agreements made within reg
economic integration arrangements?

Ch 3, Q.1: What recent efforts has the government undertaken to 1
the compliance costs of customs, regulatory and administn
procedures at the border?

Ch 3, Q.3: How actively is the government increasing investr
opportunities through markeixpanding international trade agreeme
and through the implementation of its WTO commitments?

Ch 3, Q.5: To what extent do trade pdiraise the cost of inputs
goods and services, thereby discouraging investment in industrie
depend upon sourcing at competitive world prices?

Ch 1, Q.7: Has the government reviewed existing international tre
and commitments periodically tdetermine whether their provisiof
create a more attractive environment for investment? What mea
exi st to ensure effective com
under its international investment agreements?

Ch 3, Q.4: How are trade policies th@vour investment in som
industries and discourage it in others reviewed with a view to red
the costs associated with these distortions?

Corporate Governance

Obj 1, Q.2: What is the regulatory framework for economic activ
and to what extent @s it facilitate commercial enterprise in t
country?

Ch 1, Q.1: What steps has the government taken to ensure that th
and regulations dealing with investments and investors, inclugtivai

and medium sized enterprises, and their implementation

enforcement are clear, transparent, readily accessible and do not i
unnecessary burdens?

Ch 1, Q.4: Is the system of contract enforcement effective and w
accessible to all invests? What alternative systems of disp
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 1, Q.3: What are the external and internal factors that impa
business activity?

settlement has the government established to ensure the widest p
scope of protection at a reasonable cost?

Ch 10, Q.1: Has the government established and implemen
coherent and comprehensive regulataform framework, consistel
with its broader development and investment strategy?

Ch 10, Q.2: What mechanisms are in place for managing an
ordinating regulatory reform across different levels of governmei
ensure consistent and transparemntliaption of regulations and cle
standards for regulatory quality?

Ch 10, Q.3: To what extent are regulatory impact assessments U
evaluate the consequences of economic regulations on the inve
environment? Are the results of thessessments made public on
timely basis?

Ch 10, Q.4: What public consultation mechanisms and proced
including prior notification, have been established to impn
regulatory quality, thereby enhancing the investment environment
the consultabn mechanisms open to all concerned stakeholders?

Ch 10, Q.5: To what extent are the administrative burdens on inv¢
measured and quantified? What government procedures exist to i
and to reduce unnecessary administrative burdens, incltidirsg on
investors? How widely are information and communica
technologies used to promote administrative simplification, qu
services, transparency and accountability?

This question relates to many parts of the PFl. The APRM-
Assessment questinaire gives some guidance, citing the statg
infrastructure and financial market development (PFl chapter
investor promotion (PFI chapter 2) and SMEs (PFI questions
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 2, Q.1: Are there measures in place to ensure that corpor
recogniseand observe human and labour laws?

Obj 2, Q.2: To what extent are corporations responsive to the cor

of the communities in which they operate?

Obj 3, Q.1: What is the overall assessment of the corporate integ
the country?

Obj 4, Q.1: D what extent does the corporate governance frame
protect sharehol derods rights?

annotations, e.g. Q1.3).

This question relates to PFI chapter 7 on policies gioomoting
responsible business conduct. It also relates to Ch 8, Q.6:
mechanisms are being put in place to promote and enforce core
standards?

This question relates to PFI chapter 7 on policies for promg
responsible business conduct.

This question relates to several parts of the PFl. The APRM
Assessment questionnaire gives some guidance, citing measu
combat corruption (PFI chapter 10, Q. 6 to Q.9) and regarding
effectiveness of measures to promote adoption of good bustiéss
with reference to, inter alia, capacity and appropriate skKillg
government institutions (PFI chapter 2, Q.2 and Q.3, chapter 4, Q,
chapter 10, Q.3).

This question relates to PFI chapter 6 on corporate govern
especially:

Ch 6, Q.2: Howdoes the corporate governance framework ensur
equitable treatment of shareholders?

Ch 6, Q.3: What are the procedures and institutional structures for
redress in cases of violation of shareholder rights? Do they functio
credible deterranto such violations? What measures are in plac
monitor and prevent corporate insiders and controlling owners

extracting private benefits?

Ch 6, Q.4: What procedures and institutions are in place to ensuf
shareholders have the ability tdlience significantly the company?
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 4, Q.2: Does the corporate governance framework recognis
rights of stakeholders (other than shareholders)?

Obj 5, Q.1: Does the corporate govercenframework ensure th
timely and accurate disclosure is made on all material matters reg
the corporation?

Obj 5, Q.3: Does the corporate governance framework ensur
strategic guidance of the corporation, effective monitoring
management bighe board (governing body or supervisory body) and
boardds accountability to the

Ch 6, Q.6b: How does the corporate governance framework recg
the rights of stakeholders established by law or through m
agreements and encourage activeoperation between corporatio
and stakeholders inreating wealth, jobs and the sustainability
financially sound enterprises?

Ch 6, Q.5: By what standards and procedures do companies me
market demand for timely, reliable and relevant disclosure, incly
i nformation about &andeontolstrugume y §

Ch 6, Q.6a: How does the corporate governance framework ensu
board plays a central role in the strategic guidance of the compan
effective monitoring of management, and that the board is accour
to the company andsitshareholders?

SocieEconomic Development

Obj 2, Q.1 and Q.2: What is the country doing to accelerate -
economic development and achieve sustainable developmen
poverty eradication? What are the outcomes of the policies
mechanisms to achievesustainable development and pove
eradication?

Obj 3, Q.1 and Q.2: What measures has government taken to stre
policy, delivery mechanisms and monitor outcomes in order to T
progress towards the social development targets? What are the ou
of the policies and mechanisms on social indicators?

The objetive of the PFI is to mobilise private investment that supp
steady economic growth and sustainable development, and
contribute to the prosperity of countries and their citizens and the
against poverty (Preamble). The PFI can be used as gamising
framework for identifying where investment bottlenecks lie,- |
pointing the strong points of

government policies that address the barriers to investment ar
measuring outcomes and the pace of progress

Objective 3 of the Selfssessment questionnaire refers to polic
delivery mechanisms and outcomes in key social areas incl
education and combating of HIV/AIDS and other communics
diseases. This relates to PFI chapter 8 on human resouslepteent,
especially questions 1,2 and 5.

Ch 8, Q.1: Has the government established a coherent
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Mapping APRM Investment Climate Content to Policy Framework for Investment

Obj 4, Q.1: What policies and strategies has the government put in
to ensure that all citizens, in particular the rural and urban poor,
affordable access to basic needs?

comprehensive human resource development (HRD) policy frame
consistent with its broader development and investment strategy &
implementation capitg? Is the HRD policy framework periodical
reviewed to ensure that it is responsive to hew economic develop
and engages the main stakeholders?

Ch 8, Q.2: What steps has the government taken to inc
participation in basic schooling and to impeahe quality of instructior
SO as to leverage human resource assets to attract and tg
investment opportunities?

Ch 8, Q.5: Does the government have a coherent strategy to tac
spread of pandemic diseases and procedures to evaluate pulthc
expenditures aimed at improving public health outcomes and, thi
inter-linkages, the investment environment?

Objective 4 of the SelAssessment questionnaire refers to acces
infrastructure services like water, sanitation, energy and finandgs.
relates to PFI chapter 9 on infrastructure and financial s
development.

67



68



NEPAD-OECD AFRICA INVESTMENT INITIATIVE ROUNDTABLE

TestingtheDOAZEAO 0&) 5 0A00

Guidance b Zambia for the Self
Assessment Phase of the APRRocess

By
Francis Chigunta, DPhil

Background Paper for the Regional Roundtable on
Strengthening Investment Climate Assessment and Reform in NEPAD

Countries

Lusaka, Zambia
27-28 November 2007

69



Testing the draft PFI Userso Tool kit gui

phase of the APRM process

1.0 Introduction

The initiation and implementation of robust investment reforms for promoting economic
growth and poverty reduction has assumed critio@lartance in recent yeahdlithin the
context of the African Peer Review Mechanism (APRM), the APR Secretariat is working
on improving the investmer@t | i mat e content of Africads
African countries are also looking for more compans of investment climate
assessment, country reform agendas and their impact in specific sectors.

This papetests the Policy Framework for Investment (PFI) draft guidértbe Toolkit-
as a resource aimed at building capacity and supporting govesmm@mpleting the
investmentrelated content of the Seissessment APRM questionnaire, using Zambia as

a pilot case study. It offers an initial assessment of the usefulness of the PFI guidance for

completing the SelAssessment phase of the APRM. Issuegeced includevhat was
missing, user friendliness of the PFI guidance, its relevance in an African country, how
could the PFI Toolkit guidance be improved, what are its strengths and its weaknesses.

The paper is selective in choosing the parts of thegBielance used. It mainly focuses
on the PFI chapters relating to Investment Policy, Investment Promotion and Facilitation

and Public Governance (Chapters 1, 2 and 10). The OECD provided a matrix showing the

correspondence between the APRM Satessment upstions with the PFI questions.
Various documents on the investment <cl i
Investment Policy Review in Zampthe Zambia Development Acthe Investment Act

and The Wor | doing 8uskess 200&Report, were alsaeviewed for the
assessment.

2.0 The APRM Process

The APRM isa seltmonitoring tool voluntarily acceded to by member states of the
African Union (AU). Its main objective is to foster the adoption of policies, standards and
practices that will lead to poigal stability, high economic growth, sustainable
development and accelerated regional and economic integration through sharing of
experiences and reinforcement of successful best practices, including identifying
deficiencies, and assessing the needsdpacity building of participating countries.

Assessment under the APRM is conducted within the framework of agreed values, codes
and standards as contained in the Declaration on Democracy, Political, Economic and

Corporate Governance under four substartheenatic focus areas:
() Democracy and political governance;
(i) Economic governance and management;
(iif) Corporate governance; and
(iv) Sociceconomic development

At the inception of the APRM, the Base Documents along with theagf@e Master
Questionnaire were developad tools to guide the sedssessment process in APRM
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member countries in the above four thematic areas of the APRM. To ensure the technical
soundness of the process, the questionnaire was developed with detailed criteria and
indicators for assessment tonderscore the commitment of a country on the
implementation of the standards and codes of the NEBAElaration on Demaocracy,
Political, Economic and Corporate Governance

Although the questionnaire has been widely used by several countries, some soncern
have been raised by some about its bulkiness, repetition on somewitoss issues

such as corruption, and the neglect or inadequate attention paid to some critical
governance and development issues, ssuch as
background, one of the themes of the NEPABCD Africa Investment Initiative Lusaka
roundtable is the investment climate content of the APRM

One of the main aims of the roundtable isd&velop policy capacity building tools that

are intended to help NEAD countries improve the investmente | at ed content o
peer review process and to support implementation of investment climate reform policies,

with a specific focus on the investment environment conditions conducive to attracting
investment fodevelopment in the water and sanitation sector.

In order to set the scene for the ensuring assessment of the PFI investment tool in relation
to the APRM process, this paper begins with a brief review of the investment climate in
Zambia. This will serve aa basis for determining the extent to which the tool kit is
relevant in the Zambia context.

3.0 The Investment Climate in Zambia

Zambia has in recent years embarked on a vigorous reform programme aimed at
attracting investment, especially foreign investmemip ithe country. Since the 1990s,

the Government has taken policy, legal and institutional measures aimed at creating an
enabling environment for the private sector. This is a change from the more statist
approach adopted in the 1970s, which included naligations and a greater role for the
state in economic management.

3.1 Key Investment Policy Initiatives in Zambia

The current focus on attracting investment in Zambia has resulted in some
complementary reforms, including the 1993 Investment Act with liben@lisions for

foreign investment. This has now been superseded by the Private Sector Development
Programme (PSD) programme which is the GovVe
programme.

In 2005, the Government of the Republic of Zambia (GRZ), innpeship with the

private sector through the Zambia Business Forum (ZBF), initiated implementation of a
broader Private Sector Development Reform Action Plan and Implementation Framework

to address existing barriers to investment. The PSD Reform Programmich, requires

GRZ to implement a comprehensive programme of investment climate reforms on an
accelerated basi s, was approved at a stak
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launched as the roadmap to creating the right environment for investment, infrastru
development and private sectded economic growtfi*

Six reform areas were identified under the PSD Reform Programme:
1 Policy environment and institutions;

Regulation and laws;

Infrastructure;

1
1
9 Business facilitation and economic diversification;
1

Trade expansion; and,

1 Citizens empowerment.

Although the PSD Reform Programme got off to a slow start, efforts have since been
made to quicken the pace of implementation. A PSD Steering Committee, with
stakeholder representation from the Government,piivate sector and Cooperating
Partners (CPs) was established, to enhance the implementation of the programme. The
Steering Committee is being assisted by an Implementation Committee to oversee the
introduction of the PSD reforms.

PSD desk officers havalso been appointed as contact points for the PSD Reform
Programme in all participating ministries. In addition, 11 Working Groups were
constituted to work on the identified priority reform areas.

The Ministry of Commerce, Trade and Industry (MCTI), thioufe Office of the
Special Assistant to the President, assumed a coordinating role in the implementation of
the PSD Action Plan. The CPs have also recognised the need to coordinate among
themselves and formed an informal PSD committee to enhance thegeSdaa

3.2  Macro-Economic Stability

The promotion of investment in Zambia has significantly benefited from recent
i mprovement s i -scondraicreniren®ent. SmaecthedVIMD Government
came to power in 1991, it has, under close guidance from thendtitenal Monetary
Fund (IMF) and the World Bank, been pursuprgdent fiscal and appropriate monetary
policies

As discussed later, these policies have resulted in improved economic management in
Zambia. During 20005, real GDP growth averaged 4.5 mgica year, as mining

recovered and construction picked up because of a surge in housing demand. In 2006,
Zambiabébs GDP growth rate was 6.2 percent.

YThe preparation process for the PSD Forum 2004 effectively started with the commigsibiio new
studies on barriers to private sector development in Zambia with the support of the World Bank. These
studies revealed a number of significant barriers to investment, especially the following: the cost of finance,

macroeconomic instability,ak rates and administration, regulatory policy uncertainty, crime and
corruption, and infrastructure. Others include custom regulations, labour regulations, business licensing
and operating permits, and duty draw back.
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capita GDP has grown from K234,933 in 1998 to K276,416 in 2004. Talblelow
summarises Zambia economic performance in the period 2000 and”2006.

Tabl e 1: Zambiads Key Mac+2006conomic I ndicators, 2000

2000 | 2001 | 2002 | 2003 2004 2005 | 2006
GDP (current US$ Bn) 3.2 3.6 3.6 4.3 5.4 7.3 rrx
Real GDP growth rate 3.6 4.9 3.3 51 54 5.2 6.2
Inflation rate, annual (%) 30.1 18.7 26.7 17.2 17.5 15.9 8.2
Long term debt (US$ Bn) 4.5 4.9 5.3 5.9 6.2 i ok

Source Economic Reports 20002006.

Gross national savings grew from 16.5 to 20.6 percent of GDP from 2002 to 208& T

has also been a steady growth in 4ti@dlitional exports most of which are agricultural
based, such as cotton, tobacco, floriculture and horticulture, and coffee. Idlation
double digits (15.9 percent) during most of 200%noderated at yeand, @rtly in
response to the sharp appreciation of the Zambian kwacha. Zambia has now attained
single digit inflation at 8 percenEigure 1 below captures recent trends in GDP growth
and inflation for Zambia.

Graph 1: Trends in GDP Growth and Inflation, 1993 - 200¢

R —— T 1 T T T
1993 1994 1995 1996 1997 1998 1999 2004 2005 2006

Years

| —e— GDP GR —l—Inﬂation|

Source various CSQpublications.

From Graph 1, it is clear that the economy has assumed an upward trend in economic
growth since about 2000 and a declining trend in overall inflation. However, economic
growth has not translated yet into a significant reduction in poveryslev

12 At present, the exchange ratevaeen the US dollar and the Zambian Kwacha is about $1: K3390
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Through improved fiscal management, Zambia has reduced its overall deficit (including
grants) while allowing for increased spending for poverty reduction. As discussed later,
the Government is also implementing structural reforms to increase therefficand
effectiveness of the public sector, improve debt management, deepen the financial sector,
and promote private sector development.

3.3  Flows and Impact of Investment Promotion

As the Government embarked on serious economic reforms, the levels ign fore
investment began to rise. UNCTAD (2006) notes that the level of FDI rose from 121.7
million in 2000 to $334 million in 2004. According to the Minister of Commerce and
Industry, FDI is now expected to reach 1.4 billion by December 2007. In general,
however, FDI in Zambia has been among the lowest in the Southern African region
(Graph 2).

Graph 2: FDI Flows in Zambia and Southern and Eastern Africa Region
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Systematic data on FDI inflows by sector, industry or aguof origin are not easily
accessible. In general, FDI in Zambia has been concentrated in the mining sector, both in
terms of stocks and flows since the mi@90s. Other key sectors that have benefited
from foreign investment are the services sector gnidwdture, especially aghusiness.

The overall impact of FDI in Zambia is difficult to assess. Nonetheless, the following are
notable: rehabilitation of copper mines, export diversification, modernised services, and
increased employment opportunitieBDI is yet to contribute significantly to the
development of stronger business relationships with domestic enterprises, which, as
UNCTAD (2006) observes, is an essential condition for sustained skills transfer and
technological capability.

3.4  Key Investment Challenges
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Despite the above efforts aimed at promoting investment in Zambia, there remain
significant legal and administrative challenges. According to the World bank (2004), the
key challengesnclude the cost of finance, tax rates and administratiomjatgy policy
uncertainty, crime and corruption, and poor infrastructure. Others are cumbersome and
complex custom regulations, labour regulations, business licensing and operating permits,
and duty draw back. Graph 3 gives an index of economic freed@anibia and selected
African countries.

Graph 3: The Index of Economic Freedom in Selected African Countries
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However, Zambia has great potential to attract higher levels of investment, egpeciall
FDI. UNCTAD (2006) notes that the country has strong assets such as a rich resource
base; arable land; political stability; and, a relatively skilled labour force.

UNCTAD (2006) further notes that, besides these assets, Zambia has special market
access pportunities under the Common Market for Eastern and Southern Africa
(COMESA), Southern African Development Community (SADC), African Growth and
Opportunity Act (AGOA) of the United States of America and the Everything But Arms
Initiative of the European tion.

Zambia can realize its investment potential by streamlining its investment policy
framework, infrastructure, and the costs of
producers competitive globally and regionally. It is against this backgrthatdthis

paper examines the investment climate content of the APRM-ASsdssment
guestionnaire and the PFI Users Tool kit (i
climate.
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40 Applying the PFI Userso Tool kitteo the
APRM Process in Zambia

As part of the assessment, we completed the investment climate related questions in the
APRM SelfAssessment questionnaire, using Zambia as a case study. In doing so, we
dealt with questions selected from the four thematic acfathe review process:
Democracy and Good Political Governance, Economic Governance and Management,
Corporate Governance and Se&oonomic Development.

In the case of the PFI Userso6 Tool kit Gui d
chapters in ordeto assess the usefulness of the PFI guidance for fulfilling the Self
Assessment phase of the APRM. The point of this exercise was not, of course, to make
headway with Zambiabds APRM process. Rat her
was missing, theger friendliness of the PFI guidance, and its relevance in an African
country context.

41 The PFI User s6 Tool-AssessmennQliestiohnaire APRM S

Below we give the responses to the PFI questions which are mapped with what are
considered as questiofi®m the APRM SeHEvaluation questionnaire that concern or
relate to the investment climate. The mapping of the investment climate content of the
APRM SelfAssessment questionnaire takes a very broad interpretation of what bears on
the investment climatdt is not intended, nor possible to interpret the mapping as a direct
correspondence between the two sets of questions. Often th&sSefsment questions
themselves have relevance to both the investment climate and broader governance
arrangements, wheas the PFI questions are more specific to policies for investment.

Democracy and Good Political Governance

APRM Obj 2, Q.2: What weight do provisions establishing the rule of law and the
supremacy of the constitution carry in practice?

The Constitution oZambia (under review) provides the bedrock for the rule of law. It is
the supreme law of the Republic of Zambia. Laws, regulations, policies, practices or
conduct inconsistent with the Constitution are invalid and the obligations imposed by it
must be fuiilled.

The Constitution also entrenches a comprehensive set of inalienable rights. These include
the right to freedom of association; the right to assembly; the right to form a political
party; and, the right to equality before the law. Others are tihé tagprotection from
discrimination and the right to freedom of religion.

The Government of the Republic of Zambia (hereafter GRZ) has also established
watchdog institutions like the Human Rights Commission (HRC). However, some of
these institutions facecapacity problems. In some cases, corrupt practices, low
performance, lack of accountability, and oweentralisation constrain the effective
enforcement of law and order.

At present, the constitutional review process has attracted heated debate in. Zambia
Unfortunately, the debate and arguments over a suitable mode for adopting the
constitution have become somewhat acrimonious. The major contentious issue appears to
be the composition of the proposed Zambia Constitutional Conference (ZCF), which is
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supposd to adopt the new constitution, with opponents arguing that it haskanltin
ruling party majority.

PFI Ch 1, Q. I What steps has the government taken to ensure that the laws|and
regulations dealing with investments and investors, including small anediumsized
enterprises, and their implementation and enforcement are clear, transparent, readily
accessible and do not impose unnecessary burdens?

The laws and regulations dealing with investments and investors, including small and
mediumsized enterpses, are contained in the Investment Acthe principal law
relating to both local and foreign investment in Zambia is the Zambia Development Act
(ZDA Act) of 2006.

GRZ passed the Zambia Development Agency Act in 2006, which has resulted in the
establishrent of the Zambia Development Agency (ZDA)a one stop investment
shop!® The ZDA Act spells out the rights and incentives of investors.

According to Mr Siazongo Siakalenge, Director of Industry at the MCTI, the government
consulted all stakeholders wigidbefore enactment of the ZDA AttHe stated that the
government made an attempt to review and amend the Investment Act of 1993 prior to
the enactment of the ZDA Act.

Although the law still has yet to be tested, there are already some ambiguitiesrds rega
the incentives to be enjoyed by investors and the respective thresholds that trigger these
incentives. There is, therefore, a need to issue clear guidelines or regulations in respect to
the Act to avoid ambiguities and confusion with investoradirocgranting of incentives

to investors. According to the Permanent Secretary in the Ministry of Commerce, Trade
and Industry, the ZDA is currently being reviewed.

Moreover, GRZ does not seem to have a good communication system in place, which it
can use toaise awareness about the contents of the ZDA Act. This has resulted in limited
understanding and visibility of the PSD Reform Programme.

APRM Obj 3, Q.2: What steps have been taken to facilitate equal access to justice for
all?

As noted above, the Cortsiion in Zambia guarantees equality before the law for all
citizens. This is backed by a relatively independent judiciary. In addition, the
Government established the HRC whose mandate is to investigate the violation and abuse
of human rights. The Legalid Department was established to assist those who cannot
afford the services of a private lawyer. There is also the Police Complaints Authority
(PCA)

3 The onestop shop concept is defined as the provision of services such as land, customs, immigration and
utilities under one roof.

“Proceedings of the Zambia Business Forum (ZBF) Private S€oitference on the Zambia
Development Agency (ZDA) Act (2006) Implementg2006).
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Besides these initiatives, there are several civil society organizations (CSOs) that are
engaged in humanmights advocacy. Others such as the Legal Resources Foundation

(LRF) also provide legal services to poor members of society. However, the extent to
which ordinary citizens access the services of these organizations is not clear.

PFI Ch 1, Q.4 Is the systm of contract enforcement effective and widely accessible to
all investors? What alternative systems of dispute settlement has the government
established to ensure the widest possible scope of protection at a reasonable cost?

Zambia has a chequered histoof investment disputes dating back to the period of
nationalization. However, the situation has improved since 1991. International arbitration
is a right for investors covered by Bilateral Investment Treaties (BITs). Otherwise, and if
both parties agreeinvestors may resort to international arbitration, under the 2000
Arbitration Act. Zambia is a signatory to the 1958 New York Convention, has signed the
UNCITRAL model law and is a member of the International Centre for the Settlement of
Investment Disptes (ICSID). This means that where international arbitration is used, the
resulting arbital award is binding and must be enforced in Zambia.

The 2000 Arbitration Act also provides for domestic arbitration, which was used
successfully in the case of privateobile phone provider Telecel versus staaned
ZAMTEL. The dispute was settled in seven months. The results of domestic arbitration
are also legally binding. USAID and the Law Association of Zambia are currently in the
process of reviewing the legal amustitutional framework in favour of strengthening
national arbitration.

APRM Obj 5, Q.1: What measures have been taken in the country to strengthen
institutions for an efficient and an effective public service?

GRZ is presently implementing a public seateform programme based on the following
three pillars: Public Expenditure Management and Financial accountability; Public Sector
Management; and, the decentralisation process.

(1) Public Expenditure Management and Financial accountability (PEMFA)

Unde PEMFA, the key milestones will be the piloting of an Integrated Financial
Management Systems (IFMS) in a few ministries, provinces and spending agencies
(MSPAS). It is envisaged that IMFIS will be rolled out to all MSPAs by 2009.

(i) Public Sector Manament (PSM)

The Zambian government has been implementing the Public Sector Reform Programme
(PSRP) for more than ten years. The primary objective of the PSRP is the reduction in the

size of the civil service, improvement in the quality of the civil sepnaca streamlining

the administrative process in public service managethemder PSM, the main focus

wi || besiaéngdi ot government and the compl
remaining institutions.

Cabinet Office, under the Office of theresident, has the overall responsibility of
implementing the reform programme. More specifically, the Management Development

> UNDP, Governance: Enhanced Public Sector Managerial Skills Development (ZAM/02/004/01/99/A)
p.4.
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Division (MDD) within Cabinet Office is charged with the responsibility of introducing

and developing new systems and procedwesniplementing the reform programme in

the line ministries; the Public Sector Management Division (PSMD) is in charge of
assessing and developing the capacity needed to ensure that the introduced systems and
procedures are implemented in the line mirgstriand that they are efficient and
sustainable. The Public Service Commission, on the other hand, is responsible for
ensuring the impartiality of the human resources management process as well as the
overall restructuring process of the public servfce.

However, it appears that progress in reforming the public sector has been slow. As a
result, nothing much seems to have changed in terms of efficiency and effectiveness
clear manifestation of reduced state capacity. This is despite a reduction in ther wim
public workers.

(i)  Decentralisation process

At independence in 1964, Zambia retained the strongly centralised and exclusive
administrative structure of the colonial system. Over the years since independence,
successive governments have failed restructure the inherited system of local
governance, resulting in the lack of significant transfer of responsibilities, authority,
functions, as well as power and appropriate resources, to provincial, district and sub
district levels.

The current MMD Geernment is making an attempt to decentralise authority to
provincial, district and suMdistrict levels. In 2002, GRZ adopted a new National
Decentralisation Policy (NDP), which was officially launched by the President in
September 2005. Under the Decahsation Policy, the district level is expected to be
the focus for the planning and delivery of public services.

One of the processes of decentralisation
of revenue responsibilities and the ratioratien of expenditures between and among
various tiers of government (basically between the central and local governments). It is
envisaged that fiscal decentralisation will improve implementation of programmes and
service delivery at the local level.

Fiscd decentralisation is expected to start in 2007. Underlying this process is the
recognition that successful decentralisation, especially fiscal decentralisation, is
dependent on municipal authorities that have the capacity to carry out their service
delivey assignments. When municipal authorities lack such delivery capacity,

transferring additional capital resources and/or recurrent responsibilities will not produce
desirable results/outcomes.

In recognition of this, GRZ has identified three steps whiehsaen as key towards the
establishment of a sustainable irg@vernment transfer system. These are:

1 That local authorities are appropriately structured with adequate human
resources and systems to conduct their core business;

1% |bid.
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1 That local authorities hawedequate recurrent financial resources to retain the
capacity to deliver services; and

1 That local authorities optimise the generation of their own resources,
rationalise and reassign sectoral responsibilities and resources, and
conditionally fund capitarequirements through predictable and transparent
mechanisms.

The government has in this regard identified three modalities of fiscal transfers to
municipal authorities, which are currently being worked out: restructuring grant,
recurrent grant and capitgtant.

1 Restructuring grant this is meant to facilitate the restructuring of local
authorities by clearing retrenchment/retirement costs and other debts;

1 Recurrent grantthis is intended to support the recurrent costs of running local
authorities in addion to their own resources such as property tax, personal
levy and user charges and thereby address both vertical and horizontal fiscal
imbalances. It is envisaged that the recurrent grant would replace the current
ad hocgeneral purpose grant being giterlocal government; and,

1 Capital grant this grant is meant to serve as a mode through which resources
for development will be channelled to local authorities.

However, it is yet to seen how these measures will work out in practice. The burden of
runninglocal government in Zambia is enormous. Critics argue that most local authorities

in Zambia are either dysfunctional or insolvent, or both. This raises some fundamental
guestions about government capacity to restructure local authorities in Zambia. The CRC
should seriously explore this issue.

PFI Ch 2, Q.2 Has the government established an investment promotion agency
(IPA)? To what extent has the structure, mission, and legal status of the IPA been
informed by and benchmarked against international good gliaes?

In order to improve the business environment in the country, GRZ has established the
Zambia Development Agency as a estep investment shagnder Act 11 of 2006 which
became effective on July 11, 2006. The ZDA is responsible for fostering economic
growth through promotion of Micro, Small and Medium Enterprises (MSMESs) and trade
and investment promotion in the country.

ZDA was formed after five separate institutibnsollapsed by repealing the Acts which

set up their operations. The ZDA formationa®snestop shop came as a result of the
need to improve efficiency and effectiveness of the five merged institutions. The board
composition of the ZDA, however, was dominated by officials from the Government and/
or publ i c i nstitut exdude thoseTGoeernmdnts minsstries) ere d
departments from the Board of Directors (BoD) that were not essential to achieving the
ZDA mandate. Critics argue that the domineering presence of Government ministries on

" These are the Export Board of Zambia (EBZ), Small Enterpiidevelopment Board (SEDB), Zambia
Export Processing Zones Authority (ZEPZA), Zambia Investment Centre (ZIC) and Zambia Privatisation
Agency (ZPA).
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the BoD compromises board independence, églhethat it is constituted and dissolved
by the Minister, MCTI. It has been suggested that Parliament should appoint and ratify
BoD to guarantee autonomy.

Before the formation of the Zambia Development Agency (ZDA) in 2006, the role
investment promotiomwvas carried out by the Investment Centre. Trhestment Centre
following the formation of ZDA, is now operating under ZDA. The Investment Centre
was, however, plagued with funding problems and was therefore not able to carry a
number of its designatedrictions effectively and efficiently.

ZDAOGSs Vi sion I S ai med at maki ng It t he
development body in the region by attracting a high quality and motivated staff. But for
ZDA to succeed in achieving goals and objectivese is need to spend 90 percent of its
resources on operations and the remainder on staffing costs. There is also need for
physical reduction in red tape and increased internal synergies for export promotion,
MSME development and investment promotionthatZDA.

A conference on the ZDA Act held from June™1® 20" 2007 at the Intercontinental
Hotel, Lusaka, was challenged to come up with an Action Plan anchored on the following
three pillars:

1 Make ZDA fully operational. There was need to address itranal issues.
The Government has already provided in the budget an allocation of ZMK 23
billion for redundancies. This also includes recruitment of a new CEO for
ZDA. All this is earmarked for®1July 2007;

1 Need to set up operational and strategic perémce benchmarks for ZDA.
The Board of ZDA needs to be informed of what private sector needs are
constituted of; and

1 Medium and longerm direction of ZDA. How does the current-sgt of
ZDA lead to accomplishment of the Fifth National Development Progmam
(FNDP) Vision 2030. The nation also needs economic growth higher than 6
percent.

The three pillars were anchored on reducing the cost of doing business, expanding the
export base, increasing investment flows and creating an imvféstadly environment

The minister challenged ZDA and ZBF to hold quarterly meetings with MCTI to monitor
and review performance.

However, it is not clear the extent to which the structure, mission, and legal status of the
ZDA has been informed by and benchmarked againstnetienal good practices.
Information on this was not made public. But much pressure is being put on ZDA by
stakeholders and partners to follow good practices in the region and further afield, while
domestic investors are pressuring ZDA to support losastment initiatives.

Economic Governance and Management

APRM Obj 1, Q.3: What sectoral or microeconomic policies has your country
developed and implemented to promote economic growth and sustainable development?
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In order to improve the business climathe tgovernment has, as previously noted,
established the Private Sector Development Programme. The PSD programme action plan
covers 72 measures. These can be grouped into policy environment and institutions, trade
expansi on, i nfr ast rmem,tbusmess factitationi ance ecgandémice mp o w
diversification, and laws and regulation.

Despite attempts to strengthen the implementation structure in order to quicken the pace
of PSD reforms, the general consensus among senior Government officials, PSD Desk
Officers and Working Group Chairpersons and programme staff is that the pace of
implementation has been very low and should be increased.

In interviews, several PSD Desk Officers, Working Group Chairpersons and other
stakeholders admitted that the reformare still in their infancy. They were, therefore,

not able to give any tangible programmes that had been implemented. Where there was
some progress, as in the case of the labour law reform, participating ministries have been
forced to use their own resmes to drive the reform process forwatd.

The government officials and members of the private sector interviewed for this study
commonly cited the following as some of the major reasons that account for the slow
pace of the PSD Reform Programme impleméarigprocess:

71 Delays in formalizing and standardizing processes (took time to create common
standards);

1 Lack of commitment in some government ministries;
1 Lack of time (owing to many assignments);
1 Capacity problems in some working groups;
1 Resistance to chge among some civil servants; and
1 Bureaucracy and lengthy approval processes and procedures.
Other challenges identified by the officials were:
1 Delays in decisiormaking with regard to release of PSD funds;

1 Mutual suspicion between the public and privagetors (although the relationship
has now considerably improved);

1 Delays in implementing activities that require cabinet approval; and

M The 2006 elections.

These challenges have resulted in a gap between reforms and implementation. However,
there is alsssome consensus among various stakeholders that the PSD programme has
achieved some limited success. The notable successes include the establishment of the

8\While the Labour Working Group has not done much, the Ministry of Labour has used its own funds to
undertike the labour law reforms. The Implementation Committee just approved a work plan and budget of
this Working Group. As a result, the labour law reforms have almost been completed without any financial
contribution from the Private Sector Management Uedbading to ministry officials.
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Zambia Development Agency (ZDA); minimum wage legislation; and, the establishment
of the Citizens Eacsomic Empowerment Commission (CEEC).

PFI guidance

A case could be made for the whole of the PFI applying to this question. More narrowly,

it most closely relates to all of the PFI questions in Chapters 1, 3 and 4. While micro
economic policies generally ¢as on investment, the question in the APRM
guestionnaire is too general to bring out
Moreover, the indicators under this question in the APRM questionnaire are not specific
to an investment climate.

APRM Obj 1, Q.4: What has your country done to increase domestic resoyrce
mobilisation including public and private savings and capital formation, and reduce
capital flight?

The Government has taken a number of measures to improve domestic resource
mobilization:

1) GRZ has reduced its borrowing in an effort to free up capital for
private investment;

2) GRZ is gradually raising government revertudsy improving tax
administration and widening the tax base by further bringing in the
informal sector into the tax baseavhile exercising strict control on
government expenditures;

3) Government is exploring the scope for revising the taxation of mining
(given the current high copper price and increased copper production),
without violating existing agreements;

4) Expected incre&s in donor assistance, including in the form of budget
support, as a result of HIPC qualification would provide room for a
greater expansion of government spending; and

5) A strengthening of budget execution will not only be critical to enable
donors to inaease budget support, but also to improve public sector
service delivery and investment.

| PFI guidance

A case could be made for the whole of the PFI applying to this question. A more limited
interpretation on capital formation would relate to Chapters 12afithus,in a narrower

sense, the emphasis on the creation of a robust investment climate can be seen as an
attempt to increase domestic resource mobilisation by attracting investment for enterprise
creation. The assumption is that an increase in thdiameaf new enterprises or an
increase in production and productivity in existing enterprises can broaden the tax base in
a country. But this should be seen as one of the measures needed to increase domestic
resource mobilisation. As the response to theRKMPquestionnaire shows, there are
several measures that can be taken to increase domestic resource mobilisation. In this
sense, the question in the APRM questionnaire is much broader and more encompassing
than the PFI Guidance.
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APRM Obj 2, Q.2: What measues has your country taken to make economic policjes
predictable?

GRZ has initiated several national planning frameworks to make economic policy
predictable. In July 2002, the Zambian Government officially launched its first Poverty
Reduction Strategy PapdPRSP) for the period 2062004. In October 2002, the
Government adopted the Transitional National Development Plan (TNDP) for the period
20022005 incorporating and expanding the scope of the PRSP. The TNDP encompassed
all the areas in the PRSP and ud#d others such as the Judiciary, Law and Order, and
Defence and Security. GRZ has now launched the Fifth National Development Plan and
Vision 2030. In addition, GRZ relies on the Medium Term Expenditure Framework for
medium term budgeting.

To make polioes predictabl e, these planning frame
2030 and goals and objectives (FNDP) which should be pursued in order to attain this
vision. On the other handhe MTEF is a mediurterm (threeyear) budget framework

within which resarces, from government and donors are allocated to achieve set
objectives. It is based on current projections and resource commitments. The objectives

and the targets for the MTEF are the same as those under the FNDP. Moreover, the
MTEF is supposed to baugportive of the medium term development plans of a country

anyway. Critics, however, argue that despite their good objectives, the FNDP and Vision

2030 do not set any specific programmes or indicators that can be monitored.

PFI guidance

The predictabiliy of policies, is closely related to the concept of transparency, a principle
that transverses the PFI. But it should be noted that in the PFI guidance, there are no
specific questions on economic policies. Moreover, the PFI takes the existence of a stable
macro economic environment as a-pomdition for an enabling investment climate.
Hence, the focus is mainly on the transparency of policies for investment. In contrast, the
APRM questionnaire appears to be strong on economic policy and weak on specific
issues relating to the investment climate.

APRM Obj 2, Q.3: What are the main challenges that the country faces with respect to
coordinating the efforts of various departments in implementing sound, transparent
and predictable economic policies?

In Zambia,development planning and economic policy formulation is highly centralised.
This is mainly due to the nature of the current administrative system in the country,
which successive governments have so far failed to address through effective
decentralisation

At national level, there exists the Cabinet Office, which is responsible for the
management and coordination of the civil service. In order to enhance the operations at
national level, Cabinet Office is expected to coordinate development activitieghhrou
the National Development Coordinating Committee (NDCC).

In terms of development planning, sector ministries prepare plans based on their core
functions, which they submit to the Ministry of Finance and National Planning (MoFNP)
for funding. Although setoral ministerial plans were to be submitted to the NDCC for
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scrutiny and approval, this has not been the case due to administrative and management
problems, which has resulted in poor coordination. The focus has now shifted to the use
of multi-stakeholde Sector Advisory Groups (SAGSs). The SAGs are supposed to provide

a public forum for discussing developmental programmes in a particular ministry.

PFI guidance \

Although thePFI is a flexible tool with multiple applications, it does not specifically
addres the issue of coordination in the same manner that the APRM questionnaire does.
While there is potential for users in the centres of government and the-stamtoiral
government policy departments, whose responsibilities include ensuring policy ceherenc
across government, to use the PFI guidance as-aa@ifation mechanism, the absence

of specific questions on coordination challenges might make it difficult for policy makers
to do so. Guidance on how to instigate aocdinated process of investmetitmate
assessment is a gap in the PFI that the first part of the PFI Users Toolkit will usefully
address.

APRM Obj 5, Q.1: Is your country a member of any regional economic integratipn
arrangement and what are the benefits and challenges of such memhg?shi

Zambia presently belongs to two regional groupings: the Southern African Development
Community (SADC) and the Common Market for Eastern and Southern Africa
(COMESA). The country derives benefits from both organizations.

SADC
Zambia has immensely benefit from SADC through trade (exports and imports). South
Africa is Zambiabs major source of i mports

cautious, Zambia hopes to gain more from the proposed SADC free trade zone.
COMESA

As in the case of SADC, Zambiarsdits in terms privileged market access to COMESA.
Although the volume of trade is not as high as that with SADC the potential for growth is
immense.

Zambiadbds dual member ship dil emma

With calls for countries in the SADC region to avoid dual membershipegibnal
organizations, Zambia finds itself in a big dilemma regarding which regional organization

to withdraw from. There are strong ar gume
membership in the two regional groupings.

In view of this, it is importantdr Zambia to conduct an analysis and carefully address the
issue of dual membership to SADC and COMESA with a view to designing a strategy to
avoid, or cope with, possible policy conflicts between the two regional groupings.

PFI Ch 1, Q.7 Are investmentpolicy authorities working with their counterparts i
other economies to expand international treaties on the promotion and protection of
investment? Has the government reviewed existing international treaties |and
commitments periodically to determine whet their provisions create a mor
attractive environment for investment? What measures exist to ensure effective

85



compliance wi t h t he countryos commi|t ments
agreements?

The Zambia Development Agency is working with otifeéAs in the sukregion to set

and adopt common standards for goods and services. Deliberations in SADC and
COMESA meetings constantly review existing treaties and regulations. Zambia is a
signatory to many treaties, protocols and resolutions but several i@ yet been
domesticated.

PFI Ch 2, Q.8 Has the government made use of international and regional initiatiyes
aimed at building investment promotion expertise, such as those offered by the World
Bank and other intergovernmental organisations? Has tHeA joined regional and
international networks?

GRZ has used international and regional initiatives to acquire investment promotion
expertise. At present, the government is udingCTAD and the Japanese Bank for
International Cooperation (JBIC) to assggdvernment in investment promotion and
facilitation.

But there is a need to ensure local capacity is built in the processrding to the
Chairperson of the Private Sector Development Association (PSDA), regional initiatives
have borne some fruits, wailinternational initiatives have had very little impact so far.

In the case of ZDA, it is not yet clear whether it is making use of such expertise since it is
not fully operational. It is also not clear whether ZDA has joined regional and
international infiatives to learn and adopt best practices.

PFI Ch 2, Q.9 To what extent has the government taken advantage of information
exchange networks for promoting investment?

The PSDP lacks a comprehensive and integrated communication strategy. There is
presenty adisjointed or an uncoordinated approdchinformation dissemination on the
PSDP, with isolated messages appearing in the m8diae working groups within the
PSDP have initiated their own communication programmes and have sponsored a number
of meetirgs, briefings and radio programmes to explain their reforms and the progress
made thus far. These messages do not provide a broader picture of the PSDP reforms.
Thus, far, no serious effort has been made to coordinate existing working group outreach
campagns and activities, and promote coherence or complementarities within the PSD
Reform Programme. As a result, there is presently lack of or little awareness of the PSD
reforms among the intended beneficiaries.

APRM Obj 5, Q.2: What measures has your coumyt taken to ensure that national
policies, including policies in respect of intrAfrican trade and investment promaotion),
are consistent with and supportive of regional economic integration objectives?

As a member of both SADC and COMESA, Zambia has takeasures to implement

policies that are agreed within the framework of regional cooperation. Sometimes, this

has been done at the expense of Zambiads n:
in tariffs. At present, Zambian manufactures are strugglo survive because of

increased competition from neighbouring countries. While duty on imported finished
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products has been significantly reduced, inputs or raw materials that local manufactures
use still attract duty. This makes their products unconigetitn the domestic market.

PFI Ch 1, Q.7 Are investment policy authorities working with their counterparts |in
other economies to expand international treaties on the promotion and protection of
investment?

Zambia has signed bilateral, reciprocal, prtiooand protection of investment protocols
with most of the Common market for eastern and Southern Africa and the Southern
African development Community member states, offering enormous trade and investment
opportunities. In November 2001, COMESA signet@rade and Investment Framework
Agreement with the United States, in which Zambia is included. In 2000, Zambia became
a beneficiary of the African Growth and Opportunity Act (AGOA), a framework for US
trade, investment, and development policy for-Salhaan Africa. Zambia is also party

to the Cotonou Agreement, which gives rise to new opportunities that allow foreign
investors preferential access to the markets of industrialised countries for a range of
products exported from Zambia. Zambia is also a sigpdo the Multilateral Investment
Guarantee Agency (MIGA), which guarantees foreign investment protection in case of
war, civil strife, disasters, other disturbances, or in case of expropriation.

Zambia is also a member of several multilateral agreenmenisvestment, notably, the
Washington Convention, which put in place ICSID (since 1970), and MIGA (since 1988).
The country has signed 12 Bilateral Investment Treaties (B|Tsjth Belgium, China,
Croatia, Cuba, Egypt, France, Germany, Ghana, Italyemimrg, the Netherlands and
Switzerland, of which only the BITs with Germany and Switzerland have been ratified.
Thus the BITs network is thin and important investors, such as the United Kingdom and
South Africa, are not represented.

In addition, Zambia k& entered into Double Taxation Agreements (DTAs) with 21
countries, including Canada, Denmark, Finland, France, Germany, Holland, India, Italy,
Japan, Kenya, Mauritius, Norway, Romania, South Africa, Sweden, Tanzania, Uganda,
United Kingdom, Serbia and Zimabwe. In principle, double taxation agreements enable
offsetting tax paid in one of the two countries against the tax payable in the other, in this
way preventing double taxation.

PFI Ch 2, Q. I Does the government have a strategy for developing a spbnobd
based business environment and within this strategy, what role is given to invesiment
promotion and facilitation measures?

All efforts aimed at attracting foreign investors and mobilizing local investment has
become a part o f elopment agemda.elr in goeeminént polidyety
promote private sectoir led economic growth and development. In this respect, the
strategy for developing a sound, brdzased business environment in Zambia is the
FNDP and Vision 2030. In line with the prowsis of the FNDP, domestic policies and
regulations on private sector development are being amended to facilitate private sector

BITs primary focus is the protection of investment of the investing country and promotion of investment
between the two signatory countries.
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led growth. Within the context of the PSDP, investment promotion and facilitation is one
of the key identified reform areas. Wever, business facilitation is still problematic.

PFI Ch 2, Q.6What mechanisms has the government established for the evaluatign of
the costs and benefits of investment incentives, their appropriate duration, their
transparency, and their impact on theenomic interests of other countries?

GRZ conducts codtenefit analysis on each investment permit application and evaluation
to ensure that investors meet their commitmeftsresent, the ZDA Act involves the
government in judging whether every proposagestment is desirable on a number of
broad criteria of promoting economic development, employment, exports and transfer of
technology.The ECZ also carries out environmental impact assessments (EIA) on certain
types of investment. GRZ has also set up fBitizens Economic Empowerment
Commission (CEEC).

However, the ZDA does not seem to have an effective tracking system to follow up on
investment commitmentdNot surprisingly, it has been observed that, under the first
Investment Act of 1992, before it waievised in 1996 and incorporated in the ZDA Act

in 2006, a number of foreign investors abused the incentives. They came in the country to
take advantage of the incentives and left immediately at the end of the incentive period

PFI Ch 2, Q.7 What stepshas the government taken to promote investment linkages
between businesses, especially between foreign affiliates and local enterprises?

GRZ uses foreign missions accredited to Zambia and Zambian missions abroad to
provide or obtain information, which asupport the development of linkages between
local enterprises and foreign affiliates. Available evidence, however, showsutiaess
relationships between foreign affiliates and local companies are limited. The mining
industry is linked to some suppaectors that provide maintenance and basic machinery.
Agriculture has provided more links with local producers, such as in the cotton and
horticulture sectors. Linkages have been established with the local population through the
use of outgrower schem&s.

In view of this, the government should recognise the importance of promoting the growth
of domestic enterprises. The presence (or absence) of strong local enterprises and
industries is one of the determinants for FDI location.

PFI Ch 2, Q.8 Has the govenment made use of international and regional initiatives
aimed at building investment promotion expertise, such as those offered by the World
Bank and other intergovernmental organisations? Has the IPA joined regional and

international networks?

As notal above, GRZ has used international and regional initiatives to acquire investment
promotion expertise. But, according to the Chairperson of the (Private Sector
Development Association) PSDA, regional initiatives have borne some fruits, while
internationalinitiatives have had very little impact so far. In terms of networking, ZDA
has joined regional and international initiatives to learn and adopt best practices.

“Where cotton and flower supply arrangements have been made with small indaichess.
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APRM Obj 5, Q.3: What measures has your country taken to ensure effective
implementation of @cisions and agreements made within regional economic
integration arrangements?

While some measures have been taken to implepwities that are agreed within the
framework of these regional organizations, as noted above, there has been a major
problem wth implementation. This is particularly the case with regard to international
treaties, many of which are yet to be ratified.

PFI Ch 1, Q.7 Has the government reviewed existing international treaties and
commitments periodically to determine whether theprovisions create a more
attractive environment for investment? What measures exist to ensure effective

compliance wi t h t he countryos commi|t ment s
agreements?

As previously noted, Zambia belongs to SADC and COMEBA@liberations in these
regional groupings constantly review existing treaties and regulations. Zambia has also
signed and ratified many treaties, protocols and resolutions but several have not yet been
domesticated.

Zambia is also a member of several muléitat agreements on investment, notably, the
Washington Convention, which put in place ICSID (since 1970), and MIGA (since 1988).
The country has signed 12 BITs, with Belgium, China, Croatia, Cuba, Egypt, France,
Germany, Ghana, Italy, Luxemburg, the Nellwetds and Switzerland, of which only the
BITs with Germany and Switzerland have been ratified. Thus the BITs network is thin
and important investors, such as the United Kingdom and South Africa, are not
represented.

In addition, Zambia has entered into D& Taxation Agreements (DTAs) with 21
countries, including Canada, Denmark, Finland, France, Germany, Holland, India, Italy,
Japan, Kenya, Mauritius, Norway, Romania, South Africa, Sweden, Tanzania, Uganda,
United Kingdom, Serbia and Zimbabwe. In prineiplouble taxation agreements enable
offsetting tax paid in one of the two countries against the tax payable in the other, in this
way preventing double taxation

Corporate Governance

APRM Obj 1, Q.2: What is the regulatory framework for economic activitiesd to
what extent does it facilitate commercial enterprise in the country?

GRZ has come up with laws and regulations aimed at creating a supportive regulatory
framework for companies. These include:

1 The Companies Act;

1 ZDA Act;

1 Employment Act; and

1 Industial and Labour Relations Act.

However, many of the current commercial or busineslated laws are outdated and
some modern business practices are not covered by current laws. As noted by UNCTAD
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( 2 0 Olévesbrent Policy Review in Zampia Z a mb i affom a bnepgryy state
command economy means that manyrelatefllansount r y
including labour legislation, the land tenure system, licensing, are lagging behind current
business practices.

PFI Ch 1, Q.1 What steps has the gernment taken to ensure that the laws and
regulations dealing with investments and investors, including small and medium sized
enterprises, and their implementation and enforcement are clear, transparent, readily
accessible and do not impose unnecessargdbus?

As previously notedGRZ passed the Zambia Development Agency Act (1996) which
has resulted in the establishment of the Zambia Development Agency (Zbé)estop
investment shop. The ZDA Act spells out the rights, obligations and incentives of
investors. Implementation is a bit problematic. While working groups within the PSD
programme can initiate reforms or recommend, it is not clear how far they could go in
pursuing the reforms with the government. This lack of clarity is a potential source of
mistrust between the private sector and the government. Moreover, GRZ does not seem to
have a good communication system in place, which it can use to raise awareness about
the contents of the ZDA Act.

PFI Ch 1, Q.4 Is the system of contract enforcemerffextive and widely accessible to
all investors? What alternative systems of dispute settlement has the government
established to ensure the widest possible scope of protection at a reasonable cost?

Zambia has a chequered history of investment disputésgdbaack to the period of
nationalization. However, the situation has improved since 1991. International arbitration
is a right for investors covered by BITs. Otherwise, and if both parties agree, investors
may resort to international arbitration, undee tB000 Arbitration Act. Zambia is a
signatory to the 1958 New York Convention, has signed the UNCITRAL model law and
is a member of the International Centre for the Settlement of Investment Disputes
(ICSID). This means that where international arbitrat®rused, the resulting arbital
award is binding and must be enforced in Zambia.

The 2000 Arbitration Act also provides for domestic arbitration, which was used
successfully in the case of private mobile phone provider Telecel versusstetd
ZAMTEL. The dispute was settled in seven months. The results of domestic arbitration
are also legally binding. USAID and the Law Association of Zambia are currently in the
process of reviewing the legal and institutional framework in favour of strengthening
nationalarbitration.

PFI Ch 10, Q.1 Has the government established and implemented a coherent|and
comprehensive regulatory reform framework, consistent with its broader development
and investment strategy?

As noted elsewhere, GR&stablished the Private Sectoe2lopment Programme. The
PSDP6s action plan covers 72 measures. The
and institutions, trade expansi on, infras
facilitation and economic diversification, and laws and reguiafThese measures have

now been mainstreamed into the FNDP.

90



PFI Ch 10, Q.2 What mechanisms are in place for managing and coordinating
regulatory reform across different levels of government to ensure consistent |and
transparent application of regulationand clear standards for regulatory quality?

In the area of PSD programme reforms, the level of coordination across different levels of
government is very weak. Anecdotal evidence shows that, despite interest in working
together among government officetisere is no forum for them to do so. Although the
relationship or level of cooperation between the working groups and PSD Desk Officers
was generally described as 6écordial 6, It
on coordination and informain sharing.

PFI Ch 10, Q.3 To what extent are regulatory impact assessments used to evaluate the
consequences of economic regulations on the investment environment? Are the results
of these assessments made public on a timely basis?

It is not clear the »x@ent to which regulatory impact assessments to evaluate the
consequences of economic regulations on the investment environment have been
conducted in Zambia.

PFI Ch 10, Q.4 What public consultation mechanisms and procedures, including
prior notification, have been established to improve regulatory quality, thereby
enhancing the investment environment? Are the consultation mechanisms open to all
concerned stakeholders?

At present, there is no institutionalised dialogue mechanism between ZDA and investors.
However, ZDA tries to dialogue with investors through workshops and seminars. In
general, however, policies are developed by a small group of technocrats who are not
representative of the private sector.

But, unlike in the past, there now appears to lgergerally and fairly reasonable degree

of trust between the private sector and the government. The PSD Reform Programme,
through the Zambia Business Forum, has created a good forum for the private sector to
interact with the government. However, the sgacénteraction is still limited.

Business associations have noted that there is need to further enhance the growing
relationship between the private sector and the government through:

1 More interaction between the public and private sectors;

1 Involvement of the private sector in the design of government
programmes;

Providing support to the private sector for capacity building; and,
1 Undertaking joint trade or investment missions abroad.

It is yet to be seen how GRZ will respond to the concerns raisethébypusiness
associations.

PFI Ch 10, Q 5 To what extent are the administrative burdens on investors measured
and quantified? What government procedures exist to identify and to reduce
unnecessary administrative burdens, including those on investors? Hadely are
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information and communication technologies used to promote administrative
simplification, quality services, transparency and accountability?

GRZ, through the PSD programme, is seeking to address many of the current
administrative barriers to iestment. This is being done through the working groups on
Policy Environment and Institutions and Regulation and laws. However, it has been
observed thathere has been an increase in the creation of new laws or regulations and a
rise in the levels of buaeicracy. This is said to be having a negative impact on the levels
of investment.

Moreover, as previously noted, the knowledge base of the PSD programme and its
potential benefits is very low among the intended target audiences. This is largely
because th PSDP lacks a coordinated and integrated communication strategy. However,
it is not clear whether the working groups have quantified the cost of the administrative
barriers to investors.

APRM Obj 1, Q.3: What are the external and internal factors that pact on business
activity?

There are several external and internal factors that impact negatively on business activity
in Zambia.

External factors

Externally, the main problem is market access for goods from Zambia. Apart from copper
and other primary pradtts that are mostly exported in raw form, slightly processed
products face several barriers. These barriers include:

1 Quotas;

1 Tariffs;

1 Subsidies; and

1 Quality control.
Internal factors

Internally, business activity is constrained by capacity problems. fnebeems mainly
arise from the following:

1 High cost of financ#;

High tax rates and cumbersome administration;
Regulatory policy uncertainty;

Crime and corruption; and

)l
1
1
1 Poor infrastructure.

2L Mr Yusuf Dodia, from Private Sector Development Association (PSDA) notes that the cost of money in
Zambia averages 45 percent, one of the highest in the region. This makes banking one of the most lucrative
business in the country today.
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Others include:
1 Complex custom regulations;
1 Labour regulations;
1 Business licensing and operating permits;
1 Lack of business information, and
1 Duty draw back.

Given these constraindpcal businesses are unable to effectively and efficiently
participate in the economic development of the country and job creation.

PFI guidance \

This question relates to many parts of the PFl. The APRMAsiéssment questionnaire

gives some guidance, citing the state of infrastructure and financial market development
(PFI chapter 9), investor promotion (PFI chapter 2) and SMEs (PFI opesiind
annotations, e.g. Q1.3{owever, the APRM question is broader in scope than the PFI
guestion in the sense that it also seeks to capture the impact of external factors such as
market access on local business activity. The PFI question only foonsegernal

factors.

APRM Obj 2, Q.1: Are there measures in place to ensure that corporations recoghize
and observe human and labour laws?

Labour or employment conditions in Zambia are covered b¥thployment ActThis is
Zambi abds f unda mkaw, twhidh previdgs!|for pasie entployment terms
such as the minimum contractual age, establishment of employment contracts, settlement
of disputes, and appointment of labour officers. It also provides for certain conditions of
employment, such as ordindeave, sick leave, maternity leave, redundancy and welfare

of employees.

The rights and obligations of employers and employees are covered mainly by the 1993
Industrial and Labour Relations Acthe Act encourages consultation with employees by
managementhrough work councils. The Act also defines the role of trade unions and
outlines frameworks for strikes and minimum wages. According to the Act, the Industrial
Relations Court is the final arbiter of disputes.

Despite these measurdbgre is growing aossensus among members of the public, as
reflected in press reports, that there is a need to review a number of labour laws to
address their current inadequaciésAlthough there is an industrial court, as noted
above, the general view is that employers ra respect the rights of employees.
Examples are Chinese and Indian copper mining firms.

27ambd a6s | ab @ne currantey raldr ieview svith a view to improving and refining existing
legislation, including th&mployment Acand thelndustrial and Labour Relations AcA comprehensive
social security programme has been designed but is petitaplemented.
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At the official company level, there is no report of violation of international labour
standards or the core labour standards at NFC Africa Mining Plc (Chines&CamdIc
(Indian). According to company policy, workers are free to organize and join trade unions
of their choice. Besides, there was no reported forced labour or child labour. Also, no
official case of discrimination or racism has been put on record. téetity, it might be

the case that while on paper, Chinese and Indian investors commit to respecting core
labour standards; such intent is often not matched by actual practice.

In some cases, adherence to national labour laws and regulations is at tilemsined

by the Development/Sales Agreements entered into between the companies and
government at the time of acquisition. The agreements tend to give a lot of leverage and
flexibility to the mining companies.

It is, therefore, not surprising that eveafety standards tend to be poor in these
companies. The nature of occupation health and safety in the Chinese and Indian owned
companies was recently brought to light following a spate of industrial accidents on the
copper belt, leading to the death of ab62 employees at a Chinese owned explosive
manufacturing company (BGRIMM Explosives) in April 2005. However, most of
Chinese and Indian companies could be said to have policy statements on occupational
health and safety. Konkola Copper Mines plc, fatance, has argued in one of its

policy statements that, Ain | ine with worl
and safety policy and management system embody the principles of sustainable
devel opment , as defined bthe ptobleen wBuldisdetn 'on d Co |

be that occupational health and safety practices are hardly consistent with policy
statements. Taking KCM as a reference point, it is unfortunate that at least 30 people are
reported to have died in industrial accidents over greg of four years.

The lax labour standards and human rights violations can also be attributed to
institutional constraints such as the weakness and lack of capacity in responsible
institutions. A case in point is lack of capacity by the Ministry ofdiabto undertake
labour inspections. The complexity of the judicial process is another constraint.

In view of this, there is need for the government to congid@noting compliancéo the
OECD Guidelines for Mand UN rGholiali Gompat TerCo mp a n i
Principlesas one way of promoting responsible business conduct by investors.

PFI guidance \

As noted in response to the APRM question, employment conditions in Zambia are
covered by th&mployment ActThe rights and obligations of employers and eypés

are covered mainly by the 199®lustrial and Labour Relations Acthe Act encourages
consultation with employees by management through work councils. The Act also
defines the role of trade unions and outlines frameworks for strikes and minimuis wage
According to the Act, the Industrial Relations Court is the final arbiter of disputes.

APRM Obj 2, Q.2: To what extent are corporations responsive to the concerns of| the
communities in which they operate?

Few companies in Zambia have corporate soespansibility (CSR) as a requirement or
a strategic business objective. As a result, it is difficult to determine the extent to which
corporations are responsive to the needs of the communities in which they operate. But
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the resistance shown by many comitias, especially those in rural areas, to give land to
foreign investors appears to be a reflection of the prevalent societal perception that
foreign investors are only interested in maximizing profits at the expense of local
communities.

In some caseshe corporations cause environmental problems for communities in which
they operate. Mining companies still emit sulphur dioxide in the atmosphere and
discharge toxic industrial waste without effective pollution and degradation control. In
addition, most dmit undefproviding for dust capturing systems at their smelter plants. A
more recent incident of negligence happened on 6 November 2006, following the
pollution of the Kafue River by a spillage of mining effluent from the KCM plant. The
result was thatesidents of Chingola township were deprived of fresh water for six days.
Beyond just deprivation of fresh water, however, continued consumption of water from
Kafue river, eating fish from the river, or plants with polluted water is likely to have
wide-ranging shoriterm and longerm health implications. Moreover, the chemicals
spilled into the river cause lung and heart problems, respiratory diseases and liver and
kidney damage. Brain damage effects in the local population are also likely to show up in
the future generation due to exposure to manganese. The costs for disregarding
environmental concerns are therefore huge.

Several major corporations are, however, now attempting to become good corporate
citizens by adopting corporate social responsibilityn8 of these firms have established
outgrower schemes in their areas of operation, while others have provided local
communities with social amenities.

Some observers have noted that Il nvestors n
communities and # Government for the ultimate development of the communities in

which they operate. It has further been observed that traditional leaders need to be
consulted more often in development 1issues
jurisdiction of cistomary or traditional leaders.

PFI guidance \

The above APRM question relates to PFI Chapter 7 on policies for promoting responsible
business conduct. As previously noted, few companies in Zambia have corporate social
responsibility (CSR) as a requirememtaostrategic business objective. As a result, it is
difficult to determine the extent to which corporations are responsive to the needs of the
communities in which they operate. Several major corporations are, however, now
attempting to become good corpte citizens by adopting corporate social responsibility.
Some of these firms have established outgrower schemes in their areas of operation,
while others have provided local communities with social amenities.

But the resistance shown by many communitesgecially those in rural areas, to give
land to foreign investors appears to be a reflection of the prevalent societal perception
that foreign investors are only interested in maximizing profits at the expense of local
communities.

APRM Obj 3, Q.1: What is the overall assessment of the corporate integrity in the
country?
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The behaviour of some firms, especially those that are seen as poorly treating workers,
has affected public perception of corporate integrity. This has not been helped by the lack
of CSRamong many firms.

There are currently three corporate governance codes with the aim of promoting good
corporate governance in especially the private sector:

7 Currently, the Lusaka Stock Exchange (LUSE) Corporate Governance Code for
companies listed on th&tock Exchange is the best guide on corporate governance.
The Code was issued in 2005;

fFol l owing the LuUuSE Code, Corpdrata GoveonnceZ a mb i a
Guidelin® f or b a-bdalsfinamaiatinstitutiams towards the end of 2006;

1 Recently in Apil 2007, the Institute of Directors of Zambia issued a draft
&Corporate Governance Code for SMEs and Large-Ndanst ed Compani es 6

1 The three constitutes currently the corporate governance framework whose
objective is to ensure transparency, accountabilgponsibility and fairness in the
conduct of affairs of enterprises in Zambia and an efficient economy;

1 Companies Act of 1994 has elements of good governance enshrined in law; and

1 The Ministry of Commerce, Trade and Industry (MCTI) is in the process of
amending the Companies Act and it is hoped that some best practices in corporate
governance will be incorporatéad the revised final Act.

However, these codes and guidelines are voluntary and have limited exposure. There is,
therefore, need for governmertt €ncourage investors to comply with the codes and
guidelines. On the core principles of good corporate governance, there is need to
incorporate these principles in relevant legislation as appropriate, as is currently the trend
elsewhere.

APRM Obj 4, Q.1: To what extent does the corporate governance framework pratect

sharehol derdés rights?

The protection of sharehol der sTheComgphigss 1 s e
Act does ensure equi t aAllsrearesshadl mnk eqallgparto f s h a
from differences due to their being in diff
Ot her pieces of | egislation that seek to pl

Bankers Act and Tax Act. The latter allows for full externalization of profits. These acts
are backed up by the judiciary. However, it appears that there is inadequate protection for
minority shareholders. Anecdotal evidence suggests that minority shareholders often do
not know their rights. As a result, they appear unaware of their abilitgfitcence
decisionmaking through voting by proxy or forming coalitions of shareholders.

PFI Ch 6, Q.2 How does the corporate governance framework ensure the equitable
treatment of shareholders?

As previously noted, t heisenshonederctheiCompanes s h ar
Act, ZDA Act, Bankers Act and Tax Act. The latter allows for full externalization of
profits. These acts are backed up by the judiciary. However, it appears that there is
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inadequate protection for minority shareholders. Ap&ld evidence suggests that
minority shareholders often do not know their rights. As a result, they appear unaware of
their ability to influence decisiemaking through voting by proxy or forming coalitions

of shareholders.

PFI Ch 6, Q.3 What are the proedures and institutional structures for legal redress |in
cases of violation of shareholder rights? Do they function as a credible deterrent to
such violations? What measures are in place to monitor and prevent corporate insjders
and controlling owners fromextracting private benefits?

It has been observed thite Companies Act provides mechanisms for legal redress in
case of infringements of shareholderdés righ

Sections 21820 of the Companies Act prohibits directors using their positions at the
expensef the company and shareholders, and acting in their own interests

In addition, sections 3.1 and 3.2 of the Institute of Directors of Zambia (loDZ) Corporate
Governance Code (Refer to Appendix 4), though voluntary, places on company directors
fiduciary duties of care and loyaltgespectivelyto the company and shareholders.

PFI Ch 6, Q.4 What procedures and institutions are in place to ensure that
shareholders have the ability to influence significantly the company?

As noted in the response to the APRMesgtion, the role that shareholders can play in
influencing the company is provided for in the Companies Act and the ZDA Act.

APRM Obj 4, Q.2: Does the corporate governance framework recognise the rights of
stakeholders (other than shareholders)?

As usedhere, other stakeholders comprigther shareholders, employees, suppliers,
customers and consumers, government and the community.

The Government has come up with measures aimed at protecting the rights of
stakeholders. These measures are included in rbvspns of the Cooperative Act,
Bankruptcy, and Receivership and Liquidation laws. However, there is a common
perception that these laws are ineffective in protecting the rights of stakeholders. This can
be attributed to lack of enforcement capacitiesl dhe perceived leniency of the
judiciary. There is also no clear policy for consumer protection.

PFI Ch 6, Q.6 How does the corporate governance framework recognise the rights of
stakeholders established by law or through mutual agreements and encouaatijee
co-operation between corporations and stakeholders in creating wealth, jobs and the
sustainability of financially sound enterprises?

There is great convergence between the APRM question and the PFI guidance question.
Thus, the response to the Plkgtion is similar to the one for the APRM question.

APRM Obj 5, Q.1: Does the corporate governance framework ensure that timely and
accurate disclosure is made on all material matters regarding the corporation?

The Companies Act requires companies toma@ a shareholders register, which is
available for inspection by shareholders and other persons.
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In addition, companies are required to submit to the Registrar of Companies annual
returns and other documents relating to the management of the complaimyangiiven
time period. These documents are available for inspection by the public.

Compliance by companies to a number of these requirements is however generally poor
despite the penalties if there is default by a company. Enforcement is also poor.

Further, as previously noted, the Zambia Revenue Authority (ZRA) requires companies

to submit their financial reports On the other hand, the Securities and Exchange

Commission requires companies that are listed on the Lusaka Stock Exchange (LUSE) to
make certan disclosures.

PFI Ch 6, Q.5 By what standards and procedures do companies meet the market
demand for timely, reliable and relevant disclosure, including information about the
companyos ownership and control structure?

There is great convergence betwelea APRM question and the PFI guidance question.
Thus, the response to the PFI question is similar to the one for the APRM question.

PFI Obj 5, Q.3: Does the corporate governance framework ensure the strategic
guidance of the corporation, effective moniiog of management by the board

(governing body or supervisory body) |and tF
and the shareholders?
The various bodies involved with a companyd¢

of Directors (loD) and thenktitute of Certified accountants do not seem to have formally
established fora to exchange views and come up with common strategies on how to
improve the status of governance at corporate level.

PFI Ch 6, Q.6a How does the corporate governance framewerksure the board plays
a central role in the strategic guidance of the company, the effective monitoring of
management, and that the board is accountable to the company and its shareholders?

The legal and regulatory framework does provide for a centmlfoolthe board to play

in the management of the compafhrygeneral, however, the role that the board can play

in providing strategic guidance of the company is guided by the shareholders mandate
who own the firm. I't can elleso be guided by

SocicEconomic Development

APRM Obj 2, Q.1 and Q.2 What is the country doing to accelerate so@oonomic
development and achieve sustainable development and poverty eradication? What are
the outcomes of the policies and mechanisms to achieve satée development and
poverty eradication?

Acceleration of soci@conomic objectives

With the formulation and implementation of the PRSP 22024 (and its related TNDP

covering 2002005), GRZ has set into motion an ambitious programme to reduce
poverty. The programme focuses mainly on promoting economic growth through
macroeconomic stabilization, diversification and improving the quality of service
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delivery, while addressing crosscutting issues of governance, HIV/AIDS, gender, and the
environment.

1 Raisng economic growth is a key government objective and a precondition
for poverty reduction

The Government is vigorously promoting growth in Zambia. In addition to sound
macroeconomic and financial policies, raising economic growth to over 7 percent a year
would be supported by strong private sector investment, an expansion of energy supplies,
and prepoor growth policies to encourage labotensive sectors, including smaltale
mining, agriculture, manufacturing, and tourism. Recent and ongoing-deaie
investment in the copper sector is expected to greatly boost mining sector output over the
medium term, while strong growth in both residential and infrastructure construction is
expected to continue. Monetary policgupported by prudent fiscal poligy will focus

on achieving price stability. External policies will be centered on maintaining a liberal
trade regime, while ensuring a competitive, expanded and diversified export base.

M The reduction in the Governmento6s dome
is the anchor to Zambiabds macroeconomic

The Government has reduced its borrowing in an effort to free up capital for private
investment. Further reductions will be achieved by gradually raising government
revenued by improving tax admmistration and widening the tax base by further bringing

in the informal sector into the tax béswhile exercising strict control on government
expenditures. In addition, Government will explore the scope for revising the taxation of
mining, without violaing existing agreements. Expected increases in donor assistance,
including in the form of budget support, would provide room for a greater expansion of
government spending. A strengthening of budget execution will not only be critical to
enable donors toncrease budget support, but also to improve public sector service
delivery and investment. The government has a large outstanding stock of arrears to the
Public Service Pension Fund (PSPF). Over 22088, about 1.5 percent of GDP will be
allocated to redting the stock of pension arrears.

1 The structural reform agenda is mainly aimed at increasing productivity

The Government expects the private sector to create wealth and employment.
Implementation of the Financial Sector Development Plan (FSDP) and ta¢ePsiector
Development (PSD) action plan are seen as instrumental in addressing the main credit
and administrative constraints on the private sector in Zambia. The structural reform
agenda will also include measures to improve the quaifigiency, cog effectiveness,

and delivery of public services. Increasing productivity in the public sector will rely on
continued progress with ongoing reforms to strengthen public expenditure management
and financial accountability, public service management, inetudghtsizing of the civil
service, and decentralization.

Outcomes of the policies and mechanisms

Af ter more than two decades of stagnati on
robustly, according to thDarind 200005 reddGbP est ec

23 Adapted from IMF Sourcewww.imf.org
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growth averaged 4.5 percent a year, as mining recovered and construction picked up
because of a surge in housing demand. According to the ZHDR (2007), real per capita
GDP has grown from K234,933 in 1998 to K276,416 in 2004.

In 2005, however, growthlmsved, owing to a droughelated shortfall in maize
production and disruptions in mining activity. But this was reversed in 2006 when the
country registered a growth rate of 6.2 percent, driven by strong growth in mining,
agriculture and construction. Tlmuntry expects to record a growth rate of over six
percent per year until 2010. While this rate is below the eight percent growth rate
required to achieve PRSP targets, this positive outlook is evidence that improved fiscal
management and macroecononiabdity are beginning to yield a dividend.

Gross national savings grew from 16.5 to 20.6 percent of GDP from 2002 to 2003.
Projections for 2004 to 2007, however, show a steady decline from 18.6 to 15.4 percent
of GDP. Overall, the balance of the cenigavernment budget is expected to decline
from 6.3 percent of GDP in 2002 to 2.4 percent by 2007, if tight fiscal discipline remains.

In terms of equity, there has been a reduction in income inequality. The Gini coefficient
declined from 0.66 in 1998 ta%¥ in 2004 (ZHDR, 2007). Whereas the last 20 percent of
households accounted for 67.8 percent of the total income in 1996, this dropped to 44.9
percent in 2004. Despite this improvement, income inequality remains extremely high at
0.57.

There has alsoden a steady growth in ndraditional exports most of which are
agriculturatbased, such as cotton, tobacco, floriculture and horticulture, and coffee.
Other non traditional exports including electricity, gemstones, tourism, and wood
products, have alsbecome growth areas. Zambia now has one of the most liberal
economies in the sutegion?*

Inflationd in double digits (15.9 percent) during most of 280%oderated at yeaarnd

partly in response to the sharp appreciation of the Zambian kwacha. The djgpreca

driven by strengthened market sentiment stemming from rdgghd world copper
prices, a perceived commitment to prudent
improved debt sustainability outlook. Zambia has now attained single digit inflaiti8

percent.

Through improved fiscal management, Zambia has reduced its overall deficit (including
grants) while allowing for increased spending for poverty reduction. As noted above, it is
also implementing structural reforms to increase the efficiamely effectiveness of the
public sector, improve debt management, deepen the financial sector, and promote
private sector development.

Zambia has further made efforts to strengthen public finances, which have helped
improve macreeconomic stability andlmost gr owt h, and the author
increase povertyeducing spending. Because of potential pressures during an election

year (2006), the authorities were urged to maintain disciplined financial policies to
safeguard the gains. They were alsacaraged to accelerate pension ref@ms

necessary to avert a major risk to the public finadicesmd to remove impediments to

24 UNDP; Zambia Human Development Report 2003
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business activity, expand access to credit, and improve infrastructure through the Private
Sector Development Programme (PSDP).

Debt relief, under the enhanced Heavily Indebted Poor Countries Initiative and the

Mul t il
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sustainability. The authorities have resolved to avoid building up new external debt.
Critics, however, note that Zambia is likely to incur some more debt as there is no safe
guard in place to prevent the government from doing so.

In spite of the positive developments in the economy, there remain a number of
formidable hurdles before the ewmy is able to offer the population a reasonable

opportunity to improve their position. Generally, economic growth in recent years has not
been broathased enough. As a result, poverty remains widespread (see Table 2), and the
economy is still vulnerabl® shocks.

Table 2: Poverty Status in Zambia (In Percentage of Total Population)

Location Total Poor (%) Extremely Poor | Moderately  Poor | Non-Poor (%)
(%) (%)

All Zambia 68 53 15 32

Rural 78 65 13 22

Urban 53 34 18 47

Source LCMS (2004).

Table 2 illustates the poverty status of Zambia. As seen from the table, the rural
population is predominantly poor with the overall poverty level at 78 percent compared to
urban areas at 53 percent. The incidence of extreme poverty is also high in rural areas;
two thirds of the poor are extremely poor, whilst one third is extremely poor in urban
areas. People who are moderately poor are more in urban areas at 18 percent than rural
areas at 13 percent. Furthermore, the-poor persons in rural areas are just aboutdfalf

the urban noipoor persons, 22 percent and 47 percent respectively.

Although, as shown in Table 2 above, the 2Dng Conditions and Monitoring Survey
claims that poverty actually declined from 72 percent in 1998 to 68 percent in 2002, some
critics have argued that the decline has more to do with changes in the definition and
measures of poverty. This presents some methodological problems for comparing
previous data sets on poverty with the current one.

PFI guidance \

Although the objective of the PF to mobilise private investment that supports steady
economic growth and sustainable development, and thus contribute to the prosperity of
countries and their citizens and the fight against poverty, it does not come out strongly on
the social outcomes afivestment. This is in contrast to the APRM questionnaire, which
has specific questions on so@oonomic development.

APRM Obj 3, Q.1 and Q2: What measures has government taken to strengthen
policy, delivery mechanisms and monitor outcomes in ordentake progress towards
the social development targets? What are the outcomes of the policies and mechanisms
on social indicators?
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Strictly speaking, this question is not very different from the previous one. Thus, the
response to this question will largddg similar to the one above. In terms of policies and
delivery mechanisms, GRZ has, as previously noted, taken a number of initiatives to
strengthen public services delivery. However, the quality of state capacity still remains
weak.

PFI guidance

Objective 3 of the SeAssessment questionnaire refers to policies, delivery mechanisms
and outcomes in key social areas including education and combating of HIV/AIDS and
other communicable diseases. This relates to PFI chapter 8 on human resource
development, geecially questions 1, 2 and 5. But the focus in the PFI is more squarely
centred on promoting investment.

PFI Ch 8, Q.1 Has the government established a coherent and comprehensive human
resource development (HRD) policy framework consistent with its bievadevelopment
and investment strategy and its implementation capacity? Is the HRD policy framework

periodically reviewed to ensure that it is responsive to new economic developments and
engages the main stakeholders?

The government in Zambia has not e$ished a coherent and comprehensive HRD
policy framework consistent with its broader development and investment strategy and its
implementation capacity. Attempts to review the school curriculum to make it more
relevant to the developmental needs of thientry have not been successful.

Nonetheless(GRZ, through the Ministry of Science, Technology and Vocational Training
(MSTVT), established the Department of Technical Education and Vocational Training
(DTEVT). The DTEVT framework was designed to operatestralised training system.
This was intended to improve effectiveness and efficient delivery of technical and
vocational training programmes. The Department offers a range ofinfiell crafts
certificates and diploma programmes in engineering fieldanuercial subjects, applied
arts and teacher training through a national network of trade schools.

In 2004, there were 319 registered technical and commercial training institutions in
Zambia, with an estimated total enrolment of 20,000. These institidrensperated by

the Government, industry, the Church, NGOs and private providers. Most of these
institutions are urbabased and found mainly along the line of rail. The rest are spread
throughout the country.

However, questions have been raised aboutffleetiveness and relevance of the training
offered by the DTEVT and the DoY. Evaluations of vocational education and technical
training (VET), though problematic, indicate that numerous initiatives to create more
relevant, vocationalised curricula havengrally failed in Zambia, as in many SSA
countries. Observers cite the following as problems that have constrained the operations
of DTEVT: inadequate funding; lack of qualified instructors; obsolete and inadequate
equipment; lack of training materialssragular updating of the curricula; rgdown
physical infrastructure; and poor staff morale. Not surprisingly, the enrolment in technical
colleges has been falling, while a growing number of DTEVT graduates are unemployed.
Similar problems face the skillsaining programmes run by the Department of Youth
(DoY) in the Ministry of Youth.
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PFI Ch 8, Q.2 What steps has the government taken to increase participation in basic
schooling and to improve the quality of instruction so as to leverage human resource
assets to attract and to seize investment opportunities?

The Government has implemented the Education Strategic Plan (ESP) which was
presented to the donors in February 2003. A memorandum of understanding was signed
at the same occasion, providing the feamork for donor support. Several Cooperating
Partners (CPs) have already signed the MOU. This means that there is harmonization
among these donors according to their comparative advantages, through dialogue. The
ESP is articulated in Annual Work Plans (AWPwhich follow the National
Implementation Framework. There is also direct EC support to the Ministry of Education
(MoE)

Most donor support has focused on the basic educatiesesibr. In accordance with the

Education Policy, the Basic Education séotor is oriented towards the final goal of

Universal Basic Education (MDG Goal No.2).The MDG educational indicators are
6strong6 for basic education in terms of en
reflection of a steady increase in enroitnén recent years. However, as noted above,

attempts to reform the school curriculum have so far proved unsuccessful.

PFI Ch 8, Q5: Does the government have a coherent strategy to tackle the sprepd of
pandemic diseases and procedures to evaluate puidialth expenditures aimed at
improving public health outcomes and, through intéinkages, the investment
environment?

Since 1992, there have been significant reforms in the Health Sector in Zambia, whose
underling principal was decentralisation of heedtfe delivery from the centre to districts

and hospitals. The reforms have been compl €
the realisation of the MDGs. The heal#lated MDGs presently serve as output
indicators on investments in the health sector.pAg of the health reforms, GRZ has

come up with action plans to tackle the spread of pandemic diseases, such as HIV/AIDS,
malaria, and tuberculosis.

The main sources of financing public healthcare services in Zambia include allocations

from the CentralGovernment, donor support, user fees and insurance schemes, employer
contributions and other miscellaneous receipts, including donations in kind. The
Government also receives financial support for the fight against HIV/AIDS from the

Global Fund for the figt against HIV/AIDS, the World Bank (under the Zambia National
Response to AID$ ZANARA T Pr oj ect) and the USA Presi dei
AIDS Relief (PEPFAR). This support is channelled through GRZ, NGOs, FBOs and

other projects at various levelsiofervention.

Under the current health reforms, GRZ and cooperating partners have been moving
towards targeted Health Sector budget support for Human Resources (HR) retention,
increased efficiency, financial management systems, drug supply systems and a
Management Information System (MIS). The Ministry of Health (MoH) plays the leading
role in the coordination of partners involved in the health sector. The key approach to
donor coordination is built on the secteide approaches (SWAps), which emphasize
poding of government and donor funds, and from which from the National Health Sector
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Strategic Plan (2001 2005) is financed. A good example of this approach is the district
basket, which supports the delivery of the basic health care package by providing
unearmarked funds directly to District Health Management Téams.

The other donors not placing their resources in the common basket participate in the
SWAp through ensuring that the activities they fund fall within the agreed sectoral
priorities. These donerinclude the multilaterals WHO and UNICEF, JICA, and USAID

as the major ones. These are also the main EPI donors. U ®058ercent of resources

from the cooperating partners, and 50 perc
district and healtlzentre levels. The balance of resources is made available for use at all
levels.

The basket funds are managed through the Central Board of Health (CBoH) and MoH, in
consultation with the Health Sector Support Steering Committee (HSSSC), which is
chaired bythe Permanent Secretary, MoH. The utilisation of funds in the basket is

reflected in the MoH and CBoH annual plan.

The shift under SWAps to common working arrangements ensures longer time horizons
of commitments for external support through an MTEF. THEEM is currently at the

stage of stakeholder input. Currently the basket is being expanded in order to include
hospitals human resource and drug supplies. Other cooperating partners allocate their
funds to the MOH on a project basis.

There are, howeveweak financial management systems at lower levels. The absorption
capacity (utilisation of allocated funds) in the Health Sector is also limited (as reflected in
low drug procurement).

APRM Obj 4, Q.1: What policies and strategies has the government put liacp to
ensure that all citizens, in particular the rural and urban poor, have affordable access
to basic needs?

GRZ has come up with a number of policies and initiatives aimed at promoting
affordable access to basic needs. However, these measures hdee=maffective in

I mproving poor peopl eds access to basic ne
poverty at 68 percent of the population, as discussed above, is very high. This high
poverty | evel mani fests it sasid necessities gf o pl e 0 s
such as food, clean drinking water and sanitation, decent housing, and electricity.

In rural areas, where most households are dependent on agriculture, challenges relate to
poor conditions of irrigation systems, lack of accessréalit, infrastructural deficiencies,

and lack of proper and consistent marketing channels. In addition, a human resources
crisis, directly related to income poverty, weak education and health systems and the

AIDS/HIVS endemic, continues to frustrate effoto increase productivity in agriculture.

In urban areas, many poor people live with low access to acceptable public services,
providing for all needs and contingencies through a variety of informal livelihood

% The EC member states and other CPs have signed the Harmoriisaio®ractice (HIP) memorandum

of understanding (MOU) to coordinate their fundingthle Health Sector. The Ministry of Health has its

own sector budget support. This is seen as a good arrangement by MoH officials as there is no guarantee
that the Ministry of Finance and National Planning (MoFNP) can fund the MoH priorities.
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strategies and coping mechanisms, some aottwhre harmful. The high and growing
poverty levels in Zambia have influenced the tendency towards the initiation of
survivalist economic activities in urban areas. In the absence of reliable employment
statistics, it isgenerally assumed that the labéonce outside the formal sector is working

in the informal sector

PFI guidance ‘

Although this question might relate to PFI chapter 9 on infrastructure and financial sector
developmentthe PFI discusses infrastructure and financial sector development in a
narrow perspective that does not really address the issue of access. The main focus is
mostly on the need to improve the investment climate.

5.0 Assessment of the Investment Climate Content of the APRM Questionnaire

The above responses suggest that the na@eantages of the APRM questionnaire are
that:

1 Itis a broad document that touches on the key dimensions of good governance.
This provides an opportunity for consultation on various issues;

It is used as a checklist for issues that are critical to ganem

It highlights the importance of the importance of good political governance and
economic management in creating a conducive business environAseie
World Bank (2006) notes, reform is most likely to succeed in a supportive
political climate; and

1 It helps in the standardisation of assessment reports across member countries.

5.1 Issues arising from the use of the APRM SelAssessment
Questionnaire

In responding to the APRM Self Assessment questionnaire, we identified the following as
the limitations othe APRM SeKAssessment questionnaire-a@sis investment:

1 There is an absence of specific questions on the investment climate. While there
are questions on the mieexzonomic environment under the theme on Economic
Governance and Management and the rieed friendly environment for private
investment is acknowledged, the questions relating to the investment climate tend
to be general and lack indicators specific to investment;

1 Related to the above, it is evident from the above responses to the APRM
gusestions that the questionnaire does not lead to a detailed discussion of the
investment climate in a country. The responses merely bring out general features
of the environment in which economic activity occurs. This makes it difficult to
gain adetaleduher st andi ng of a countryds invest

1 In particular, the APRM questions do not sufficiently capture the institutional
dimension of the investment climate. Key variables of organisations (i.e.
organisational form, administrative systems aodordination mechanisms)
pertaining to institutions that promote investment such as investment promaotion
agencies are not addressed;
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1 The APRM questions, while addressing the issue of implementation of sectoral or
micro-economic reforms, do not seem to wdd the issue of sustaining
investment climate reforms. This can be a critical component of the reform cycle;

1 The APRM questions relating to the investment climate do not address the
importance of measuring and monitoring the results of implementingtineat
policy reforms;

1 The general nature of questions relating to the investment climate in the APRM
questionnaire makes it difficult to translate the objectives into specific
performance targets or indicators that can then be independently monitored; and

i There is no discussion of international standards and codes on investment in the
APRM questionnaire.

5.2 Value of the PFI Toolkit in support of the Investment Climate
Content of the APRM Process in Zambia

The PFI Guidance is strong on the following:

1 Flexibility
The PFI can be used as a flexible organising framework for identifying where
i nvest ment bottl enecks i e, highlight.

investment climate, outlining government policies that address the barriers to
investment and for measng outcomes and the pace of progress;

1 Focus

The PFI Guidance has a very clear focus on the need to create a robust
investment climate in a country. It, therefore, asks specific questions on the
investment climate, which is helpful in pinpointing invasht measures that are

not treated in the APRM questionnaire;

71 Clarity, simplicity and transparency

The questions in the PFI Guidance are clear and easy to understand. They are
also critical in stressing the importance of transparency in policy foroalati
and implementation;

M Detail

Applying the questions in the PFI Guidance brings out detailed information on
the nature of investment climate reforms in a country. This is very useful in
gaining a detailed understanding of a <c

1 Monitoring

The PFI Guidance stresses the importance of measuring and monitoring the
results of investment climate reforms. This is an aspect that is usually
overlooked in policy discussion on the investment climate.

5.3 Issues arising from the PFI Guidance

Our responses to the PFI guidance questionnaire have led us to the following
observations:
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The PFI guidance appears to be silent on others forms of investment, such as
portfolio equity investment. It, therefore, seems to ignore the volatility and pro
cyclicality associated with this type of investment, especially in the context of a
weak institutional framework such as those found in Africa;

The PFI Guidance does not take sufficient account of the role of political factors
in the initiation, design, implemé&tion and sustenance of investment reforms.
While these may be taken as a given in developed countries, they still constitute a
critical component of investment reforms in developing countries. As previously
noted, reform is most likely to succeed in gortive political climate;

The PFI Guidance appears to take for granted the existence of a stable macro
economic environment in a country. While this might be the case in developed
countries, it certainly is not the case in Africa where there is a doo&nah
imperfect markets and limited information;

Similarly, the PFI takes for granted the strength and quality of institutional or
state capacity in African or developing countries. While this might be the case in
developed countries, it certainly is nbetcase in Africa;

Related to this is the role of structural and cultural factors in the success of
investment reforms. Any approach that puts strong emphasis on formal
institutions in promoting investment promotion without sufficient appreciation of
the ole of structural and cultural factors in the reform process is bound to face
problems in Africa where such factors may even be stronger than the formal
institutional framework;

Although the PFI guidance is a comprehensive tool foressdfuation and givea

good assessment of the investment climate in a country, especially favourable
measures for foreign investors, the perception one gets from reading the questions
in the PFI guidance is that it seems to be limited in its advocacy for the proper
treatmenof local or domestic investors;

Related to the above, the PFI Guidance appears to assume that foreign investors
may suffer undue discrimination in developing countries. While this might be true

in some cases, the tendency is for foreign investors toveegdiat is seen as
Ospecial 6 or Opreferentialé treat ment
countries. The PFI guidance should stress the importance of a vibrant domestic
private sector as being complementary to successful foreign investment;

The PFI Guidance is clearly focused on the need to create a robust environment
for investors, especially foreign investors, but less clearly and only implicitly
concerned with the social impact of investment. In a developing country context,
especially in Afrca where there are high poverty and unemployment levels, it is
important to pay attention to the social outcomes of investment. But this should
not be done within the narrow context of focussing on investment as the ultimate
goal. There may, therefore, heeed for inclusion of some soesmonomic
performance indicators in the PFI guidance;
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1 While the PFI talks of the need to include small and medium enterprises, this
leaves out the majority of enterprises in an African context. In most African
countries, thee is a dominance of the informal sector or miermerprises. This
reality is ignored by the PFI Guidance

1 The PFI guidance says very little about statkéinvestments. Instead, it generally
perceives investment to be driven by private companies with risupe
technologies. Not all investment, however, is driven by pesfgking private
companies. A clear example of this is the Chinese investment flowing into
Zambia and other African countries; and

1 The stance of the PFI guidance on the regulation of imeggtis not clear. The
PFI appears to take a very strong liberal view towards investment, especially
foreign investment. The assumption is that all regulation of investment is bad,
without carefully considering the circumstances under which such regutasigpn
be necessary.

6.0 Conclusions and the Way Forward

There is no doubt th&Z a mbi adés i nvest ment policy and | e
over the last couple of years, especially since the launch of the Private Sector
Development reform programme in 2004. w&ver, the use of the APRM Self
Assessment guestionnaire in assessing the investment climate in Zambia provided only
modest insightsThe general nature of the questions in the APRM questionnaire make it

difficult to gain a detailed understandingofacouny 6 s i nvest ment <c¢cl i maf
institutional dimension

On the other hand, the use of more specific investment climate questions from the PFI
gui dance as a separate supporting tool has
faces many fallenges. The main challenges relate to effective and efficient
implementation of the policy and legal framework reformitese challenges have

resulted in the absence of a robust investment climate.

Not surprisingly, Zambia tends to perform poorly orternational indicators of

i nvest ment. Accor di ngDoingBuginess 200Bemod, Zambidvo r | d |
was ranked among the bottom countries (116 out 178 economies) in terms of
international competitiveness. However, the PFI guidance is weak sodla outcomes

of investment, especially in the area of poverty reduction and access to basic services.
These are issues of great importance to African countries. In this sense, the PFI can draw
some lessons from the APRM questionnaire.

6.1 Main Lessons
Thefollowing are the key lessons that emerge from the assessment:

1 The investment climate content of the APRM questionnaire is small. The
guestions in the APRM questionnaire are very general. For this reason, they offer
limited support indentifying where spafic investment bottlenecks liélowever,
the APRM is broader in its focus and addresses the key dimensions of good
governance, especially good political governance and economic management;
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The PFI guidance has a useful focus on the investment climatespacific
questions that are relevantigrentifying investment bottlenecks, strong points of

a countryds investment climate,

barriers to investment and for measuring outcomes and the pace of progress. This
is very useful in highlighting the strengths and weaknesses of the legal and

institutional foundation for the investment climate in a coyntry

The investment content of the APRM questionnaire can be strengthened by

incorporating specific questions on invesnt;

Similarly, the PFI guidance can broaden its focus to embrace issues that it takes

for granted in order to be of greater relevance in the African context; and,

out |

In general, the legal and institutional foundation for a robust investment climate

which the PFI guidance seeks to capture is either weak or absent in many African
countries. The PFI, thus, outlines a useful tool and process which can greatly help

African countries to systematically strengthen their legal and institutional

framework for investmat.

6.2

Based on the discussion and observations in this paper, there is a need to strengthen the

Strengthening the Investment Content of the APRM Questionnaire

investment climate content of the APRM S&Esessment questionnaire.

My suggestions include thelfowing ideas:

1.

Incorporate specific questions on the investment climate in the APRM
questionnaire. In particular, there is a need to incorporate specific
guestions on the following:

a. Investment policy;
b. Investment promotion and facilitation; and
c. Trade polcy.

The incorporated questions must be institution sensitive or including, that
is, they should sufficiently capture the institutional dimensions of the
investment climate in terms of:

a. Organisational form;

b. Administrative systems;

c. Coordination mechanissnand
d. Benchmarking.

Include international standards and codes on investment under the theme
on Economic Governance and Management in the APRM questionnaire.
These codes and standards include the following:

a. Bilateral Investment Treaties (BITS);
b. 2000 Arbiration Act;
c. 1958 New York Convention;
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d. The Washington Consensus; and
e. WTO treaties.

4. Come up with some specific indicators on the investment climate such as:
a. Ratification and domestication of international standards and codes;
b. Ratification of all outstandingITs;
c. Full operationalisation of IPAs; and
d. Institutionalisation of dialogue mechanisms for investors.
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Matrix 1: Testing the

dr aft PFI User so

T aonwvebthkanttclimate cotemtrobthe®PRM or t h e

APRM Questionnaire

PFI Guidance

Observations

Democracy and Good Political Governance

Obj 2, Q.2: What weight do provisions establishi
the rule of law and the supremacy of ft
constitution carry in practice?

Obj 3, Q.2: What steps have been taken to facili
equal acess to justice for all?

Obj 5, Q.1: What measures have been taken in
country to strengthen institutions for an efficig
and an effective public service?

Ch 1, Q. 1: What steps has the government take
ensure that the laws and regulationglithg with
investments and investors, including small g
mediumsized enterprises, and their implementat]
and enforcement are clear, transparent, res
accessible and do not impose unnecessary burd

Ch 1, Q.4: Is the system of contract enforcem
effective and widely accessible to all investo
What alternative systems of dispute settlement
the government established to ensure the wi
possible scope of protection at a reasonable cos

Ch 1, Q.4: Is the system of contract enforcen
effective and widely accessible to all investot
What alternative systems of dispute settlement
the government established to ensure the wi
possible scope of protection at a reasonable cos

Ch 2, Q.2: Has the government established
investment pomotion agency (IPA)? To whg
extent has the structure, mission, and legal staty
the IPA been informed by and benchmarked ags
international good practices?

There is no convergence between the AP
question and the PRuestion.The APRM questin
is broagr in nature and focuses mainly ¢
constitutional democracy in a country. This impl
that the PFI guidance only implicitly covers issu
related to political governance.

There is a lot of divergence between the API
question and the PFI ques. The APRM focuse
on constitutional democracy while the PFI quest
focuses on contract enforcement.

The response to the PFI question indicates
there is no convergence between the AP
question on justice and the selected question f
the PFI The APRM question is broad in nature g
focuses mainly on the rule of law and politig
justice for all citizens in a country. Hence, t
response to this question differs from the map
PFI question. The PFI guidance question is ma
concerned withcontract enforcementwhich is
quite different from what the APRM guestionna
is trying to establish. This further underscores
weakness of the PFI on political governance.

The convergence between the APRM question
the PFI questions is implicit.hie APRM is mainly|

Sel f

concerned with the civil service and serv
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delivery. There is no specific mention of
investment promotion agency.

Economic Governance and Management

Obj 1, Q.3: What sectoral or microeconon
policies has your country developed a
implemented to promote economic growth &
sustainable development.

Obj 1, Q.4: What has your country done to incre
domestic resource mobilisation including pub
and private savings and capital formation, ¢
reduce capital flight?

Obj 2, Q.2: Whameasures has your country tak
to make economic policies predictable?

Obj 2, Q.3: What are the main challenges that
country faces with respect to coordinating f{
efforts of various departments in implementi
sound, transparent and predictableconomic
policies?

Obj 5, Q.1: Is your country a member of a

regional economic integration arrangement :

A case could be made for the whole of the
applying to this question. More narrowli, most
closely relates to all of the PFI questions
Chapters 1, 3 and 4.

A case could be made for the whole of the
applying to this question. A more limite
interpretation on capital formation would relate
Chapters 1 and 2.

A case could be ade for the whole of the PH
applying to this question

The PFIl is seen as a flexible tool with multig
applications.

Ch 1, Q.7: Are investment policy authoriti

working with their counterparts in other econom

There is convergare between the APRM questiq
and the whole of the PFIl. Howevéing question in
the APRM questionnaire is too general to bring
specific issues on a ¢

While a case could be made for the whole of
PFI applying to this qustion, it appears that the P
narrowly focuses on the issue of domestic reve|
mobilization. The creation of a supporti
investment climate is just one aspect of
measures that can be taken to support dom
revenue mobilization.

In the PFI, thereare no specific questions ¢
economic policies. It appears that the tool kit ta
the existence of a supportive economic pol
environment as a given. In contrast, the APH
questionnaire appears to be strong on econg
policy and weak on specific issueelating to the
investment climate.

Although thePFI is a flexible tool with multiple
applications, it does not specifically address
issue of coordination in the same manner that
APRM questionnaire does.

There is some convergence between ARRM
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what are the benefits and challenges of s
membership?

to expand international treatie: dhe promotion
and protection of investment? Has the governn
reviewed existing international treaties al
commitments periodically to determine wheth
their provisions create a more attracti
environment for investment? What measures €
toensureef fective complia
commitments under its international investm
agreements?

Ch 2, Q.8: Has the government made use
international and regional initiatives aimed
building investment promotion expertise, such
those offered bythe World Bank and othe
intergovernmental organisations? Has the |
joined regional and international networks?

Ch 2, Q.9: To what extent has the governm
taken advantage of information exchange netwq
for promoting investment?

question and the PFI questions. However,
APRM question is limited in scope and main
looks at regional integration as the ultimate e
The PFI questions are broader and bring out n
detail on a variety of issues, some of which are
relatedto regional integration.

Obj 5, Q.2: What measures has your country ta
to ensure that national policies, including polic
in respect of intréAfrican trade and investmer
promotion, are consistent with and supportive
regional economic tegration objectives?

Ch 1, Q.7: Are investment policy authoriti
working with their counterparts in other econom
to expand international treaties on the promot
and protection of investment?

Ch 2, Q. 1: Does the government have a stral
for devebping a sound, broabased busines
environment and within this strategy, what role
given to investment promotion and facilitati
measures?

Ch 2, Q.6 What mechanisms has the governn
established for the evaluation of the costs
benefits of invesnent incentives, their approprial

duration, their transparency, and their impact on

There is some convergence between the AP
question and the PFI question. However, the AP
question is moreslanted towards investmen
initiatives aimed at promoting regional econon
integration, whie the PFl questions are mo
focused on investment promotion within
international framework.
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economic interests of other countries?

Ch 2, Q.7: What steps has the government take
promote investment linkages between busineg
especially between foraig affiliates and local
enterprises?

Ch 2, Q.8: Has the government made use
international and regional initiatives aimed
building investment promotion expertise, such
those offered by the World Bank and oth
intergovernmental organisations? Hahe IPA
joined regional and international networks?

Obj 5, Q.3: What measures have your country ta
to ensure effective implementation of decisions i
agreements made within regional econor
integration arangements?

Ch 1, Q.7: Has the government reviewed exisi
international treaties and commitments periodicq
to determine whether their provisions create a n
attractive environment for investment?  Wh
measures exist to ensure effective complianite

the countryds commitm
investment agreements?

Although the APRM isslantedtowards regiona
integration, there is some strong converge
between the APRM question and the PFI quest
The PFI is broader and bring out matetail than
the APRM question.

Corporate Governance

Obj 1, Q.2: What is the regulatory framework 1
economic activities and to what extent doeg
facilitate commercial enterprise in the country?

Ch 1, Q.1: What steps has the government takg
ensurethat the laws and regulations dealing w
investments and investors, including small g
medium sized enterprises, and their implementa|
and enforcement are clear, transparent, reg
accessible and do not impose unnecessary burd

Ch 1, Q.4: Is te system of contract enforceme
effective and widely accessible to all investo
What alternative systems of dispute settlement
the government established to ensure the wi
possible scope of protection at a reasonable cos

The PFI questions areare focused and specific @
particular issuesf investment policy
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Ch 10, Q.1: Has the gernment established an
implemented a coherent and comprehens
regulatory reform framework, consistent with
broader development and investment strategy?

Ch 10, Q.2: What mechanisms are in place
managing and coordinating regulatory refo
acros different levels of government to ensy
consistent and transparent application of regulat
and clear standards for regulatory quality?

Ch 10, Q.3: To what extent are regulatory imp|
assessments used to evaluate the consequeng
economic  regulans on the investmen
environment? Are the results of these assessni
made public on a timely basis?

Ch 10, Q.4: What public consultation mechanis
and procedures, including prior notification, hg
been established to improve regulatory qual
thereby enhancing the investment environme
Are the consultation mechanisms open to
concerned stakeholders?

Ch 10, Q 5: To what extent are the administraf
burdens on investors measured and quantif
What government procedures exist to identify
to reduce unnecessary administrative burds
including those on investors? How widely g
information and communication technologies ug
to promote administrative simplification, quali
services, transparency and accountability?
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Obj 1, Q.3: What are the external and inter
factors that impact on business activity?

This question relates to many parts of the PFI.
APRM SelfAssessment questionnaire gives g0
guidance, citing the state of infrastructure g
financial market development (PFl chapter
investor promotion (PFI chapter 2) and SMEs (}
guestions and annotations, e.g. Q1.3).

There is some convergence between the AP
question and the PFI questioBut, while the PFI
addresses most of the internal factors that impag
business activity, they hardly address the exte
factors. This is a major concern for Africa
countries.

Obj 2, Q.1: Are there measures in place to en
that corporations regnise and observe human a
labour laws?

Obj 2, Q.2: To what extent are corporatic
responsive to the concerns of the communities
which they operate?

Obj 3, Q.1: What is the overall assessment of
corporate integrity in the country?

Obj 4, Q.1: To what extent does the corpori
governance framewor k
rights?

Obj 4, Q.2: Does the corporate governal
framework recognise the rights of stakehold
(other than shareholders)?

This question relates to PFI chapter 7 on poli
for promoting responsible business conduct. It
relates to Ch 8, Q.6: What mechanisars being
put in place to promote and enforce core lab
standards?

This question relates to PFI chapter 7 on polig
for promoting responsible business conduct.

This question relates to several parts of the |
The APRM SeKAssessment questionnaigives
some guidance, citing measures to com
corruption (PFI chapter 10, Q. 6 to Q.9) 4
regarding the effectiveness of measures to pror
adoption of good business ethics with reference
inter alia, capacity and appropriate skills
government ingtutions (PFI chapter 2, Q.2 ar
Q.3, chapter 4, Q.2 and chapter 10, Q.3).

This question relates to PFI chapter 6 on corpg
governance, especially Ch 6, Q.2: How does
corporate governance framework ensure
equitable treatment of shareholders?

Ch 6, Q.3: What are the procedures 4
institutional structures for legal redress in case
violation of shareholder rights? Do they function

There is some convergence between the AP
question and the PFI questio®.6 in Chapter 8
because of its focus on the enforcement of ¢
labour standards.

There is some convergence between the AP
question and the PFI question.

There is some convergence between the AP
guestion and the PFI question.
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Obj 5, Q.1: Does the corporate governal
framework ensure that timely and accur
disclosure is made on all material matters regar
the corporation?

Obj 5, Q.3: Does the corporate governal
framework ensure the strategic guidance of
corporation, effective monitoring of manageme
by the ard (governing body or supervisory boc
and the boardbs accou
and the shareholders?

a credible deterrent to such violations? W
measures are in place to monitor and pre
corporate insids and controlling owners frorn
extracting private benefits?

Ch 6, Q.4: What procedures and institutions ar¢
place to ensure that shareholders have the abili
influence significantly the company?

Ch 6, Q.6b: How does the corporate governg
framework recognise the rights of stakehold
established by law or through mutual agreemg
and encourage active -operation betweel
corporations and stakeholders in creating wea
jobs and the sustainability of financially sou
enterprises?

Ch 6, Q.5:By what standards and procedures
companies meet the market demand for tim
reliable and relevant disclosure, includi
informati on about t he
control structure?

Ch 6, Q.6a: How does the corporate governg
framework ensure thboard plays a central role
the strategic guidance of the company, the effeg
monitoring of management, and that the boarg
accountable to the company and its shareholder

SocioEconomic Deglopment

Obj 2, Q.1 and Q.2: What is the country doing
accelerate  socieconomic development an
achieve sustainable development and povi
eradication? What are the outcomes of the polii

and mechanisms to achieve sustaine

The objective of the PFI is to mobilise privg
investment that supports steady economic gro
and sustainable development, and thus contribu
the prosperity of countries and their citizens and

fight against poverty (Preamble). TiFI can be

Unlike the APRM questionnaire, the PFI is weak
the social outcomes of investment.
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development and povergradication?

used as an organising framework for identifyi
where investment bottlenecks lie, gininting the
strong points of a c(
outlining government policies that address

barriers to investment and for measuring outco
and the pace of progress.

Obj 3, Q.1 and Q.2: What measures |
government taken to strengthen policy, deliv
mechanisms and monitor outcomes in order
make progres towards the social developmg
targets? What are the outcomes of the policies
mechanisms on social indicators?

Objective 3 of the SelAssessment questionnai
refers to policies, delivery mechanisms ¢
outcomes in key social areas including edioca
and combating of HIV/AIDS and othg
communicable diseases. This relates to PFI cha
8 on human resource development, espec
questions 12 and 5.

Ch 8, Q.1: Has the government establishe
coherent and comprehensive human reso
development(HRD) policy framework consisten
with its broader development and investm
strategy and its implementation capacity? Is

HRD policy framework periodically reviewed {
ensure that it is responsive to new econo
developments and engages the maikettalders?

Ch 8, Q.2: What steps has the government take
increase participation in basic schooling and
improve the quality of instruction so as to leverg
human resource assets to attract and to ¢
investment opportunities?

Ch 8, Q.5: Does thgovernment have a cohere
strategy to tackle the spread of pandemic dise
and procedures to evaluate public hed
expenditures aimed at improving public heq
outcomes and, through intknkages, the
investment environment?

The convergence betweerwhat the APRM
guestionnaire seeks to achieve and what the P
looking for is implicit. The APRM questionnaire
specific on social outcomes, while the PFI tend
view these outcomes within the narrow context
promoting investment.

Obj 4, Q.1: Wha policies and strategies has t

government put in place to ensure that all citize

Objective 4 of the SelAssessment questionnai

refers to access to infrastructure seegi like water,

The APRM questionnaire is specific on access
and affordability of basi services while the PH
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in particular the rural and urban poor,
affordable access to basic needs?

ha

sanitation, energy and finance. This relates to
chapter 9 on infrastructure and financial seg
development.

guidance narrowly addressethese within the
context of investment promotion.
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Introductory Note

The introductory notealys out the rational for this sectoral application of the OECD
Principles for Private Sector Participation to Infractructure. It describes the scope of
the work and identifies the key concepts.
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Applying the OECD Principles for Private Sector Participationin Infrastructure
The context

1. Water and sanitation is a key sector where much effort is needed: with over a billion people
without access to drinking water and 2.6 billion lacking basic sanitation, developingelthant
infrastructure constitutes a major challenge. Halving the proportion of people without access to drinking
water and sanitation by 2015 would require investments of some 30 billion USD per year, which is twice
the current spending level. To mee¢db tremendous needs, many countries have sought the involvement
of the private sector. Ensuring that such partnerships yield the fimpbdnefits to all constituencies is a
necessity to policy makers.

2. The last entury has seen dramatic changes in the organization and the governance of the water
sector.Frommassive infrastructure developmgnnanagement issues have evolyeat the least because

of growing financing constraint$pwards resource allocation, giyalcontrol, improved maintenance and
preservation, i.e. demand managemd@ihtis has been accompanied by deep changésrins of policy
making,and the emergence néw paradigms, such as decensadlon and local governance; participation

I partnerships- and equity; financial viability; and environmental sustainabili§ome of these
developments have also been linked with the parallel consolidatidineointegrated Water Resource
Management approach (see H)x

3. Meanwhile,a number of experiences involvitige international private sector as witnessed since

t he 1have falfers short oéxpectations and led smmetimesighly politicized debates. Today, there

is a need foreconsidering théessuesmore sereely and laying some basic principles based on the lessons
learned from the different country experiences. There is also a need to take into account the rapid changes
in the terms of involvement of private sector, notably the trend towards less riskgcter(service,
management contracts and greenfield projects), the emergence of new actors (local and regional), and the
growing recognition of the role of the alternative (i.e. sraaille, very often informal) private providers.

4, The water and sanitatiosector cumulatesnost of the features thahabitually make the
cooperation between the public and the private sector difficult: (i) high fixed costs coupled witarlong
irreversible investments and inelastic dgm make it a monopolistic sector where competition is difficult

to introduce, (ii) water is a basic need and quality of access has important externalities on health, gender
equality and environment justifying political interest, (iii) water and sanitaieriocal issues calling for

local management, but the importance of externalities and of taking into account the full water cycle
requires an integrated water resource management approach, (iv) the organization of the sector is complex,
both due to the umber of stakeholders and segmentatibmesponsibilities across government tiers and
public agencies(v) the water and sanitation sector cumulates contractual risk, fardfrmnge risk, sub
sovereign risk and political interferences, and (vi) pricieaga complex issue in the sector due to its
multiple objectives: cost recovery, economic efficiermywironmental objectivegquity and affordability.
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Box 1. Defining Integrated Water Resource Management (IWRM).

IWRM is a process that promotes the co-ordinated development and management of water, land and related
resources, in order to maximize the resultant economic and social welfare in an equitable manner without
compromising the sustainability of vital ecosystems. This approach promotes more co-ordinated development and
management of land and water, surface water and groundwater, the river basin and its adjacent coastal and marine
environment, and upstream and downstream interests.

IWRM is also about reforming human systems to enable people to obtain sustainable and equitable benefits from
those resources. For policy making and planning, taking an IWRM approach requires that:

A Water development and management takes into account the v
needs;

A St dders hre given a voice in water planning and management, with particular attention to securing the
involvement of women and the poor;

A Policies and priorities consider wa t-way relatienshopu betwees i mpl i
macroeconomic policies and water development, management, and use;

A Warelated decisions made at local and basin levels are along the lines of, or at least do not conflict with, the
achievement of broader national objectives; and

A Wwater pl anni nginmmpaated into broadergocialsecoaamiz, and environmental goals.

An IWRM approach focuses on three basic pillars that aim at avoiding a fragmented approach of water resource
management:

A An enabling environment of gislationtfoadudtainable avater mdowces development|e gi es
and management
A Putting in place the institutional framework througlh which
A And setting up the manage me rstitutidnsitsdo theirjpb.nt s requi red |[by thes

Source: Global Water Partnership

The debateon public versus private provision of water services

5. There is a heated debate on tiet benefits from involving the private sector in infrasture
development and management. The usual expected benefits include relieving budgetargnhaaehe
private actor is an investometwork expansion, improved efficiency in service delivery, reduction in cost,
long-term sustainability, and techmaly transfef®. However, empirical studiedargely based on the
performance of international investoshiow’’ thatbenefits do nobccurautomatically (increased financial
flows did not materialiZ, improved efficiency is debated, and competition laagely bypassed by high
concentration of sector and contract renegotiatfpris addition, they also show that expectations might
have been disproportionate and the sometimes lmhgof expected benefits mightave endedip
accommaodatingontradictoryobjectives Finally, external factorshaveundoubtedlyplayed a determining
role in some highly mediatised cases.

6. The private vs. public debate is largely misleading for two main reasons. First, the obstacles to
waterand sanitation infrastructure development are largely unrelated to ownership. As noted by Franceys
(2006), the legal framewonremainsvery similar whatever the providePrivate sector participation brings

to light the tensions that the development otewanfrastructure generates, tensions that remain largely
hidden when infrastructure is kept closely in the public sektdhat sensenostOECD Rinciplesremain

#BJAC position paper (2004)
" Estache (2005RPI partnerships versus PPI divorces in LDCs.

% patricia Clarke Annez (2006)rban infrastructure finance from private operators: what have we learned from
recent past experience?

# Guash (2004)Granting and renegotiaij infrastructure concessians
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relevant tools to facilitatenfrastructure development projects regardless of the par{pablic agencies,
municipalitiesé).

7. Secondly, the private vs. public debate largely focuses on the large networked utilities run by
international corporations. It consequently overlooks the diversity of practas that are concretely
involved in water and sanitation: the srmsdhle actors but also a continuum of partnerships between
private operators, public actors and communities. Most systems are hybrid and never either purely public
or purely private. ltalso largely overlooks the current situation where small private systems are already
ensuring a large share of provision.

8. Final ly, PAntifles ar©ifiehded as guidance to public authorities contempthagng
involvement of private enterprises as one, among several, options to improve the provision of
infrastructure services. They shall not be construed as advocating the privatization or private management
of publicly owned i nfythesfitstrptncipleytheeprivate &.spublicidgbhté dag ht e
only be answered locally and through tailor made models. Once the decision made, the paimifges

offer an approacttombining thdevelling of the playing field and corporate responsibility.

What is the purpose of this guidance on Private Sector Participation to Water and Sanitation?

0. This sectoral application of the Principles for Private Sector Participation in Infrastructure aims
to offer practical guidnce to optimis@rivate sectoparticipationin the development and management of
infrastructurein view of improving access to water and sanitation. This guidance builds on the most recent
experiences of a selection of countries to highlight the kegsstaced by the governments and the private
actors in their cooperation and the good practices that have developed.

Box 2. The OECD horizontal water project

This guidance contributes to the broader OECD horizontal project on Sustainable financing to ensure affordable
access to water and sanitation that addresses the economic basis for sustainable water service provision and sound
water management. To achieve the water and sanitation Millennium Development Goals, it is essential to ensure
sustainable financing to operate, maintain, expand, and upgrade infrastructure for service provision. Consumer tariffs
for water and sanitation services play a crucial role in this respect and constitute the object of the first pillar of the
OECD horizontal water project led by the E.P.O.C., but policy-makers face difficulties in reconciling revenue efficiency
with other policy objectives, particularly with the need to ensure affordability of services for all. As they face great
difficulties in closing the financing gap, countries need to make special efforts to develop realistic water strategies
(second pillar of the project). Additional sources of financing must also be identified. The OECD horizontal water
project investigates innovative financing schemes. Part of the solution may also come from the involvement of private
actors as investors but also as drivers to improve the fundamentals of the sector so that more financing may flow to it.

Who will find this guidance useful?

10. The practical guidance on water and sanitation is primarily addressed to governments and other
tiers of the public sector that are responsible in last resort for the provision of drinking water and sanitation
services. The guidance may however be of use &r ofinstituencies, such as the private sector, users and
the international donor community, for a better understanding of the issues at stake and as a platform for
policy dialogue.

What makes this guidance different?
11 The guidance is a concise tool that, within a unique logical framework, provides a checklist of
the main specificities of the water and sanitation sector that bear on the cooperation between the public and

the private sector; identifies the most pragniasues for governments; and presents some good practices,
building on the most recent country experiences. It is intended to help governments and other stakeholders
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properly assess and manage the implications of involving private actors in the finaesielppment and
management of water and sanitation infrastructumeuding appropriate allocatioof roles, risks and
responsibilities anérameworkconditions necessary to make the best of such partnerships.

12, This documentoes not provide a@etailedapproach of the stepghat should beaken when
engineering a partnership. For this, other tools exist such as the Toolkit on Approaches to Private
Participation in Water Services (developed by PPIAF) and theyPpliinciples and implementation
guidelines for Publi®rivate Partnerships for Water Supply and Sanitation (developed by the Swiss
cooperation). These tools are largely complemerttatiie OECD Principles in providing, once the nature

and implications opartnership fully understood, guidance on specific steps to take.

13. The guidance draws on a wide corpus of material from governments, international organisations,
NGOs,academia and builds on the experienceaidctedcountries in Africa, Latin America and Asia, for
which informationis beingcollected according to a common framework on seven key dimensions of water
and sanitation (see box).

Box 3. An evidence base of country experience

In order to support the conceptual work, a systematic review of country experiences is being carried out based on a
common framework. It allows a comparative assessment of the level and nature of private sector involvement in the
water and sanitation sector and the identification of good practices and typical bottlenecks holding back private
investment in the sector. The expected output is a database involving some 30 to 35 countries in Africa, Latin America
and Asia/ Pacific in 7 "dimensions" of key importance for private sector involvement in the water and sanitation sector,
such as access rates, institutional setting and pricing policies.

Tentative list of countries:

BRICS Africa Asia & Pacific Latin America MENA
Brazil Burkina Faso Bangladesh Argentina Algeria
Russia Ghana Cambodia Bolivia Egypt
India Kenya Indonesia Chile Jordan
China Mauritania Malaysia Colombia Morocco
South Africa Mozambique Nepal Honduras Tunisia

Senegal Philippines Mexico

Tanzania Singapore Peru

Uganda Thailand

Zambia

Tentative list of indicators

Environment: Demography, Economic and business environment

Basic water and sanitation data: Resources, Uses, Access

Operational Performance indicators

Financing: Investment needs, Available financing tools

Pricing policy

Water institutional and policy framework

Private sector Participation: State of the art of private sector participation, Perspectives

NogahkrwdhpE

14. The scope is not limited to international private sector. The diversity of the private sector
opemting in water and sanitation is recognised throughout the application of the Principles, including the
contribution of the smakcale, sometimes informal, private actors.

126



Defining the scope of the work

15. The work aims to facilitate the development of infrastructure with a view to increasing
sustainable access to safe and reliable drinking water and proper sanitation facilities. The focus is therefore
mainly on developing and emerging countriadere extending therelevantinfrastructure constitutes a

major challengeHigh-income countries also face substanti@estmenneeds in terms of maintaining and
replacing ageing networks But issues and conditions differ depending on the level of development, most
notabl in terms of institutional and regulatory framework development (the rooting of institutions, the
decentralization process) and of level of access to water and sanitation (low access combined with multiple
alternatives).The experience of an OECD countsyexamined and more might be added as the project
develops.

16. With a focus on increasing access to drinking water and sanitation, this work excludes other uses
of water such as irri g@wever, another dinyedsioroaf thee @ECD hodzortay |, e
water project is addressing water for agriculture, more specifically tackling the pricing and sustainable use
issues. In the context of the private sector participation component of the OECD project, ndater a
sanitation infrastructures include upstream facilities, as well as distribution and sewerage networks. Water
delivery systems involve 6 componetits(1) capture of the natural resource, (2) treatment to ensure
adequate quality for use, (3) transportat{primary network: aqueducts and mains), (4) delivery to users
(secondary network: pipelines and taps), (5) wastewater capture and (6) treatment. The sanitation sector is
highly segmented and involves many different actors around the initial provisitecibifies, waste

removal and transport and treatment of waste.

17. Among these activities, upstream water activities, such as extraction, water treatment and
downstream activity of wastewater treatment involve a bobfoften international) private sector activity,
generally in the form of Build, Operate and Transfer (BOT) contracts. Thriving business opportunities are
developing in water purification and desalinization. Direct services to users also involve seate pri
sector participation in the form of concession, lease or management contracts, although public ownership
and management of the main networks remain the norm in many countries. However, substantial private
participation is recorded in most countries $ervice delivery in the poorer and isolated areas in the form

of smaltscale and informal SMEs. Worth noting, there is also a thriving emerging market for bottled water.

The private actors

18. The water and sanitath sector calls on a wide variety of private actors: international investors,
local and regional actors, smaltale water operators, private sector whose core activity is not water (such
as construction companies), including joint ventures between pabficprivate companies as well as
public companies operating abroad as private participant to competitive bidding. For the purpose of that
work, there is no need to adopt a restrictive definition of private sector as the principles and their
application arevell adapted to most partnerships. However;fapprofit systems (NGOs and community
based organizations), although essential in water and sanitation service provision in most developing
countries, are not included as their motivations and therefodesign of incentives differ.

390ECD (2006)Infrastructure to 2030Felecom, Land Transport, Water and Electricity
31 Kessides (2004 Reforming infrastructure. Privatisation, regulation and competition.
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Table 1. Categorizing Water Supply Small-scale Private Service Providers

Features

Dependent

| Independent

Piped networks

System

Operator buys water in bulk from utility g
develops distribution subetworks connecty
directly to households, institutions and pu
kiosks stand posts.

Operator develops own water sources (wells or boreh
and connects network to households and other users.

Organization

Private company or individual, communii

Sole proprietor, cooperative, private land and hous

organization or neighbourhoodsmciation. developer, water user association, commubiged
organization.
Regulatory Issued Contract with utility, business licen| Groundwater lastraction permits, title deeds, resg

customer agreements, bulk rates, cust
tariffs.

permits/licenses, water quality testing, business licer
rights to own infrastructure and/or to lay networks in pu
rights of way.

Country
examples

Operators in partnership with water utilities
Marinilla (Colombia), Manila (Philippines) a
Banteay Meanchey (Cambodia).

Registered operators in Guatemala city.

Unregistered operators in Kampala (Uganda) and Cebu
(Philippines).

Private land and housing developers and homeow
association in Cordoba, Maail

Point Sources

System

Kiosk or stand post connected to the |
network (could be household supply); by
water in bulk - at a special tariff- or |
household tariff.

Water point linked to own source (well or borehg
underground or abovegroundtorage tank) installe
privately and operated on a {fprofit basis. Water may b
purchased from a tanker.

Organization

Individual, enterprise, setielp group.

Neighbourhood association, microenterprise, commu
based organizations

Regulatory Issueg

Contract with utility, license/permit, custo
tariff, bulk purchase price, performg
incentives.

Groundwater abstraction permit, license, tariff structy
water quality testing.

Country
examples

Water kiosk and taps in Nairobi (Kenya)
Franchisers ofpublic bathing facilities in
Delhi (India).

- Development of own water points for profit in Kampg
and Gitaru (Kenya)

- Private baths with independent source of water in L
(Peru).

- Private owner of well or borehole selling bulk water
public or private mobile vendors in Lima (Peru) and Kara|
(Pakistan).

Mobile distributors

System

Tankers or truckers obtain water in bulk frg
the utility (or municipal supply) and deliver
directly to the customer, including publ

utility water storage tanks, opununal
cisterns, or individual households al
institutions.

Tankers, truckers or carters develop source or obtain
from a private well for distribution to households; p
utility water storage tanks, communal cisterns, or instituti

Organization

Sole proprietor, tanker association, less
informal sector.

Sole proprietor, tanker association, lessee, informal sect

Regulatory Issueg

Transport license, business license, tg
cleanliness, bulk rate, utility contract, custo
tariff.

Transport license, business license,

abstraction permit

watequality,

Country
examples

Private, registered trucks buying water in
from utilities or municipal sources
distributing to storage tanks or indivi
households in Chennai (India), Teshie (Ghg
Carters, street vendors purchasing water
tankers / kiosks and delivering water by th
in Dakar (Senegal) and Dar es Sé
(Tanzania).

Bottlers and vendors of tap water in Né

(Kenya) and Kano (Nigeria).

Trucks purchasing water from privatgells or untreate
sources, registered or not and distributing to storage taf
individual households in Lima (Peru), Kathmandu (Nepal
Carters, street vendors obtaining water from private we
untreated sources and delivering water by the canainobi
and Mombasa (Kenya).

Bottlers and vendors of purified water in Manila (Philippir
and Shanghai (China).

Source: Kariuki and Schwartz (2005)
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19.

In most developing countries, the progress of conventiondicpséxvice provision has barely

kept pace with rapid population growth and migration to urban areas. In that contextscatealiocal

actors have made up for the deficiencies in public service provision and have sometimes ended up
accounting for most ofvater and sanitation service delivery. As a result, the market is fragmented and
accommodates a large variety of different agents. The African Water Utilities Partnership classifies these

alternative providers into intermediate and independent serviogadprs: the intermediate providers

purchase bulk water from utilities for resale while independent providers develop their own supply systems

in parallel to the formal utility. Table 1 lists the activities of sksakile private service providers
dependingn their link with the formal system, basedKeriuki and Schwartz (2005).

Table 2. Categorizing recent market entrants

Categories of recent market entrants

Examples

Diversification into water of
companies with core busing
elsewhere.

Firm moving intowater as a business
opportunity. Boosted by dynamism of B(
in wastewater treatment plants and in
desalinisation projects.

Wastewater treatment plants: China
Desalinisation projects: MENA

Multiutility spreading to water to enjoy
economies of scale andosssubsidies.

RUS & CES (Russia), NWS Holdings
(China), JUSCO (India), Ranhill & YT
(Malaysia), Davao Light & Power
(Philippines).

Spread of construction firms, notably
through the development of housing
estates.

In Asia and Latin America.

Financid and investment
companies including water
services in their portfolio

Growing worldwide interest of banks ang
financial groups in buying water service
companies.

Consortio Financiero (Chile), CITIC
(China).

Expansion by established
water operators

Local private operators taking over other
projects internally or externally.

Latin Aguas (Argentina), Aguas Neva
(Chile), Tianjin Capital (China), ILFS
and IVRCL (India), Ranhill (Malaysia)

Public companies acting in a commercia
fashion and venturing intdv¢ market.

Rand WatefSouth Africg bidding
jointly with Vitens for a management
contract in Ghana.

Privatisation of former public utilities

EMOS (Chile), SABESP (Brazil)

Joint ventures with foreign
operators

To benefit from foreign investors knew
how, while mitigating the foreign exchang
risk and facilitating local insertion.

Common in Latin America and Asia.

Graduation of smalécale
water operators

Official recognition of the role of small
scale operators through their insertion in
the institutioral and policy framework.

Mauritania

Association of local operators to have th
voice heard and share information and

practices.

Uganda

Source: OECD Investment Division, based on OECD/ENV/EPOC/GF/SD(2006)1

20.

32World Bank Water Week, 2007
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Even among official operators, the landscape of service provision has become more diversified in
the last 10 year®uring the 1997, five operatoraccounted fob3 per cent of projects awarded (Suez,
Veolia, Thames, Agbar and SatfrFive years after, thieshare had dropped to 23 per cent (over 2003
2005). The new players come from diverse backgrounds: they are water construction or engineering




companies, industrial conglomerates seeking to diversify, local companidsrthatjoint ventures with
intermational operatorand local companiemxpanding andoing regionalsee table 2).

21 Meanwhi | e, the Atraditional o6 international
active international company in meessions during the first phase of private sector involvement, is today
largely withdrawing. By contrast, Veolia has become the most active international operator as of 2005,
mostly through development of local partnerships. Agbar is also developirsgemygtof local partnerships,
through joint ownership with local government. Other international players are concentrating on less risky
arrangements such as management and service contracts (Severn Trent).

pl

Nature of involvement: the key issue of risiharing

22, Infrastructure and Participation are understood in their broad definition: includinfinamaial

forms of participation that involve managing infrastructure services. Table 3 provides a typology of
contractubarrangements and their consequences in terms e$histtng between the public sector (G) and
the private actor (P).

Table 3. Typology of contractual arrangements

Service Management | Affermage/| Concession BOT Joint Divestiture
contract contract Lease venture
Asset ownership G G G G P/G G/P P
Capital investment | G G G P P G/P P
Commercial risk G G Shared P P G/P P
Operations / G/P P P P P G/P P
Maintenance
Contract duration | 1-2 yrs 3-5yrs 8-15 yrs 25-30 yrs 20-30 yrs Infinite Infinite
Retribution of Municipality Municipality Users Users Municipality | Users Users
operator
Examples Mexico city Johannesburg | Céte Nelspruit China Cartagena | England
Chennai d 61 v o i Casablanca | India Netherlands| Chile
Senegal Jakarta Malaysia
Buenos Aireg Mexico
Morocco

Source: OECD Investment Division, based on Budds and McGranahan, 2003.

Box 4. Definition of the different contractual arrangements

Under asubcontracting arrangementi typically a service contract-, the private party performs specific, time
bound tasks,uxch as supplying inputs, taking care of planning studies, computing and payroll services or publi¢
relations, construction, maintaining assets, installing meters or billing customers, usually in exchange for a fixed fee.
In this situation, the private sectbears very little risk and there is very little uncertainty around the expected outputs.
In recent years, more and more activities have been outsourced that way to the private sector, including the task of
reducing norrevenue waté.

Under amanagemeih contract, a private firm is appointed by the government to provide managerial services, gften

for a fixed fee. The contract typically requires the private party to manage a utility and provide services to the |public
for a given period of time. The remuaéon of the private operator may be fixed at the outset, in which case the
commercial risks of the operation are borne entirely by the public sector, or it may be linked to the performange of the
utility, in which case the private operator bears somenceraial risk.

A leaseis a written agreement under which a property owner allows a tenant to use the property for a specified period
of time and a specified rent. The privatector operator is responsible for providing the service at its own risk,
including operating and maintaining the infrastructure for a given period of time. The operator is not responsihle,

¥ Kingdom, Liembergr and Marin (2006)The challenge of reducing neavenue water in developing countries.
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however, for financing investment such as the replacement of major assets or expansion of the network. If payments

from users cover more thanthper at or 6s remuneration, the operatof
the public authorities in order to coverAfferrhageonly st

i s
of

differs from a lease in terms of revenue for thiggie sector. In both cases, the private operator collects the tariffs and
pays, on top of the operation and maintenance costs, a fee to the public sector. But while this fee is fixed in the first

case, it is proportional to the volume of water sold axgacond case.

A concessions similar to a lease except that the private operator is responsible for asset replacement and nefwork

expansion as welBOT (build -operate-transfer) contracts correspond to greenfield concessions. These contracts
involve takeor pay provisions, i.e. revenue guarantees, that subject governments to contingent liabilities. On
expiration of a BOT, the assets are returned to the public sector. BOOsquilnperate) are similar to BOTs
except that they do not involve transfeitioé assets to the public sector after agetrmined period of time. The

private operator thus remains responsible for carrying out all the investment required to meet its service obligations.

Under BOOT (buildown-operatetransfer) schemes, the privatector obtains the capital needed for construction,

builds and operates the infrastructure for an agreed period of time (anywhere between 15 and 30 years) and then

transfers ownership back to the relevant government. BOTT is another variation of BOTwitherphvate operator
commits to train the public sector for a smoother transfer. It was used by Suez in South Africa.

In ajoint venture, a new company is formed that combined private and public sector. With a public limited company

(PLC), a commercialampany is formed but owned by local, provincial and national government. In water
cooperatives, customers are members of board, but uncommon in large cities (rural water i@hitByestiture,
ownership of the existing assets and responsibilitytfaré upkeep and expansion are transferred to the private
sector™*

23. In addition, here are very specific risks for commercial funding in the water and sanitation sector,
asstressedy the Camdessus partelThe vater and sanitation projects are usually capital intensive. They
involve high initial investment, long payback periods and low rate of return. The resulting infrastructure is

fixed, very specificand cannot be used for other purposes or removed from thetryo This profile

generates higleontractual riskespecially in a context of poor initial information and a weak regulatory

environment. The revenues come mainly from user fees or government subsidies in local currency while

funding is largely in foreigicurrency, exposing the investor to higineign exchange riska true constraint

for international investors, but also for national operators in a context of poorly developed local financial

markets The foreign exchange risk is compounded by a compldxpalitically sensitive pricing process.
Management of the projects is mainly local, exposing the investdrsetoftenweak management and
financial capacities of the stgmvereign entitiessgbsovereign risk Finally, as a basic need, water has
important political repercussions, and therefgemerategolitical involvement, often justified as a way to

protect final users from possible abuse of a monopolistic position on the part of service providers. This has
often taken the form of control ovre tting of tariffs with the consequence that these rarely reflect the

full reality of costs andead to undeinvestment and deterioration of service quality

24. Some of thee constraints may also apply to other infrastructure sectors. However, the water
sector differs in that it cumulates all these features, combination that in effect amplifies the different risks.

Such a project profile tends to deter commercial finandingeed, the most recent trends show some
reluctance on the part of private sector to commit to investment obligations and the development of

contracts that do not involve much financing implicationswidlevelopments in the area of guarantees and

risk mitigation mechanismsiay however helgo enhancehe attractiveness of the water sector and make
subsovereign financing a viable option. Talléighlights the water related risks and the available risk

mitigation instruments.

% Based on OECD (2004privatisation in SutSaharan Africa. Where do we stand?
% Winpenny(2003. Financing Water for All: Report of the World Panel on FinancingéWefrastructure
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