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Working Group on Investment Climate Policy and Promo

U Policy in context: Current economic environment in CA

U Overview of OECD Initiative for Central Asia
U The need to focus on Investment Policy and Promotion

U Next steps
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GDP growth in the region is impacted by the financial crisis
Average GDP growth falling in 2009

GDP growth (per cent)
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A measure of competitiveness: FDI growth is slowing doy
How to support the quality and quantity of FDI?

How to improve both quantity and quality of FDI?

FDI in USD
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Source: EBRD Transition report 2008, OECD Analysis
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Agenda

U Policy in context: Current economic environment in CA

U Overview of OECD Initiative for Central Asia

U The need to focus on Investment Policy and Promotion

U Next steps and proposed work agenda
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OECD Eurasia Competitiveness Programme
New OECD Mandate (2008) covering two regions and 11 col

The South Caucasus and Ukrain Central Asia

Armenia Afghanistan
Azerbaijan Kazakhstan
Georgia Kyrgyz Republic
Ukraine Mongolia
Tajikistan
Observers: Republic of Moldova Turkmenistan
Uzbekistan
Chaired by Poland and Sweden Collaboration with
Collaboration with OSCE, EC, Germany and Czech Republ

EU Presidency and BSEC
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The OECD Initiative for Central Asia
A regional and country specific Initiative

» Prioritisation of policies to improve competitiveness

NERER Rl - Regional Policy Networks involving business

SENEEelgEley Intermediaries
» Competitiveness report on Central Asia

» OECD Sector Competitiveness Strategies by country

InloJeRIsRNEeEEIN > Surveys of investors and private sector perception
Sl RUOEUEERY | F\q)uation of policy barriers and reforms

» Supporting in implementing reforms
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Deliverables in the form of study and implementation
Focus on publiprivate dialogue and policy reforms

Competitiveness in Central Asia

A regional Investment Strategy

» Policy dialogue through
regional policy networks

» Recommendation and
support in implementation to
enhance competitiveness in
Central Asia

» Country specific business
climate implementation
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At the regional level: Dialogue through regional policy
networks

Which key areas need to be address to enhance investment
and competitiveness in Central Asia?

Human Capital How to tailor human capital

for financial and policies and practices to support
Lbusiness services financial and business services?
£/ Sustained \
£/

“  Competitiveness ~/

Investment
climate policy
and promotion

Financial Markets |
L Development . /

How to address the impact of How to support FDI by removing policy
the financial crisis, especially in barriers and supporting specific
access to finance? sectors?

Focus on industry sectors
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Example of results from other OECD regional
programmes

Middle-East and North Africa South East Europe

MDeveloped andiligned tax regimesn Alnstitutions: OECD hasaajor

North Africa contribution in the creation of Regional
Cooperation Council for SEE and the

ADeveloped and implemented anti regional Secretariat for the trade (CEFT

corruption guidelines
HEIE APolicy impactComprehensive

engagement of countries of the region ti
develop a framework for policy
iInvestment

ADeveloped and implementekky
frameworks of investment laws fotrak
leading to better FDI

High impact and benefits for the region
including impactingnvestment,
promotion policies and human capital
policies and reformgIndependent report
on OECD impact)

Almplemented reforms with Egypt,
Tunisia, Morocco and Algeria across
several policy dimension@-inancial
contributions from the countries
themselves to do so)
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Governance: An inclusive approach
Active involvement of OECD Members

OECD donors
and partners

Advisory Council CA country
economic teams

Regional Policy Networks*:

Alnvestment climate policy International
i Organisations
and pr_omotlon OECD and grivate sector
Ainancial Market P

Development Secretariat representatives
Aduman capital for financial ‘/
and business services

- _ Private Sector
Country specific projects Council

Regional presence:
Kazakhstan Eurasia Expert

(other countries being Council
considered)

Partners: OSCE, European Commission,
Collaboration with OECD members like Germany, Czech Republic and France

* Note: Tentative groups being discussed with countries of the region i Focus on policy barriers ,
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Agenda

U Policy in context: Current economic environment in CA

U Overview of OECD Initiative for Central Asia

U The need to focus on Investment Policy and Promotion

U Next steps and proposed work agenda
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External financing is impacted by the financial crisis
~ On average 10% of GDP for Central Asia region in 2008

Externalfinancing
Central Asia

USD Billion
External Financing / GDP (%

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

mmm External financing/GDP (rightand axis) = FDI Inflows
—— Capital inflows e QDA
Workers' remittances and compensation of employee  ««---- Capital inflows (Kazakhstan

External financing

FDIlinflows are a more stable source of external financing

SourcelMF, EBRD Transition Report 2008, OECD Analysis
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Growing FDI stock in the region

Central Asia:
FDI Stock FDI Stock and FDI net inflow per capita from 198®09 FDI inflow
per capita per capita
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FDI growth rate is slowing down

Source: UNCTAD World Investment Report 2008, EBRD Transition Report 2008, OECD Analysis OECD Private Sector Development
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Measuring FDI potential and FDI performance
Methodology

Indicators to measure inward FDI potential

o To  To o To To o o T o To o

GDP per capita

Rate of GDP growth over the previous 10
years

Share of exports in GDP

Average number of telephone lines
Commercial energy use per capita

Share of R&D spending in GDP

Share of tertiary students in the population
Country risk

World market share in exports of natural
resources

World market share of imports of components
for automobiles and electronic products
World market share of exports of services
The share of world FDI inward stock

Source: UNCTAD 2004-07, Ranking of 141 countries

Measurement of Inward FDI performance

The Inward FDI Performance Index ranks
countries by the FDI they receive relative

to their economic size. It is the ratio of a
O2dzy i NE Qa &KIFINB Ay 3f
share in global GDP.
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FDI potential is not yet fully tapped

FDI Performance and Potential

Low FDI Performance

Below potential
Luxembourg 'Norwa

High FDI
Potential

Median of 141 countries

High FDI Performance

Front-runners

Hong Kong,

- UAE China *

Ukrai
‘¢ Kazakhstal

Azerbaijan

Low FDI

Potential bek|§tan

Turkey

Czech Republic « Jordan

Georgia

Above potential

| ) |

FDI Inflows < 0

FDI/GDP ratio =1

(world shares)

FDI Performance is measured
through the rati
share in global FDI inflows

to its share in global GDP.

FDI Potential is measured
through a wide set of
indicators such as:

AGDP per capita and growth
Ashare of global exports
Ashare of R&D spending
Kountry risk

Ashare of world FDI stock

Improvement of FDI attractiveness through policy reform

Source: UNCTAD 2004-07, Ranking of 141 countries, OECD Analysis
No data for Afghanistan and Turkmenistan available
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High risk according to OECD country risk classification
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Quantitative and qualitative assessment of country credit risk (index from O to 7), based on risk indicators such

A the payment experience; A the economic situation ;
A the financial situation; A political risk and/or other risk factors.

Index measures the likelihood that a country will service its external debt

Source: OECD 2009 OECD Private Sector Development 17



Heritage Foundation 2009 index of economic freedom

Methodology

Index of Economic Freedom

Business Freedom

Trade Freedom

Fiscal Freedom
Government Size
Monetary Freedom
Investment Freedom
Financial Freedom
Property Rights

Freedom From Corruption
Labour Freedom

Thelndex of Economic Freedois built upon
analysis of 10 specific components of
economic freedom, some of which are
themselves composites of additional
quantifiable measures. The 10 component
scores are equally weighted and averaged t¢
get an overall economic freedom score for
each country.
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Source: Heritage Foundation 2009 Index
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