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Foreword

The Investment Committee has developed an extensih@pemtion
programme with nomember economies. The framework guiding this co
operation is the OECD Investment for Development Initiative, launched in
Johannesburg in 2003. The Annual Report reinforces accountability of the
Initiative, brings together in a single lhication a record of the main
achievements and makes available to a wider audience some of the
background analytical work developed under the aegis of the OECD
Investment Committee within its investment policy work programme with
nonmember economies ovire past year.

Queries concerning the contesftthis publication should be addressed
to the Investment Division of the OECD Directorate for Financial and
Enterprise Affairs (Jonathan Coppel, Editdel.: 331 45 24 14 47; Fax:
331 44 30 61 35; emailjonathan.coppel@oecd.qgrgPamela Duffin,
Communication®fficer. email:pamela.duffin@oecd.ofg
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Preface
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Manfred Schekulin, Chair Richard Manning, Chair
OECD Investment Committee OECDDevelopment Assistanc
Committee

Investment, both domestic and foreign, is a major driver of sustained
economic growth, poverty reduction and development. Throudhititstive
on Investment for Developmenthe OECD is working to facilitate
devel oping and tr ansi tmobhiiseinvestnemtto mi esd® endeavec
boost competitivenesgo create more and better jolsid to promote
economic growth

These endeavours can require ggovnents to make reforms at home
and deal with the trade offs that result from deeper and wider ties between
economies around the world. Inclusive globalisation is our objective and
managing this process oéconomic integration to the benefit of all
necestates ceoperation. There is consequently an important role for
countries to share experiences and learn from each other.

The OECD Investment for Developmelnitiative involves three closely
inter-related projects. These ar®:use of the Policy Framewlo for
Investmen{PFI) i the most comprehensivmultilaterally backed approach
to date for improving investment conditionsii) building policy
implementation  capacity and iii) using official development
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PREFACE

assistancéODA) more effectively to support parte r countriesd efforts
mobilise private investmefbr development

Through policy dialogue and capacity building aci@gt often
organized in cepperation with international institutions such as the World
Bank, wehelp to build a consensus for reforrrsline with internationally
recognised good practiceand their effective implementationThe
Investment for Developmeifritiative addresses a multitude of important
investmenfind developmerygolicy issuesncluding:

1 How to tackle the obstacles that hold back investment, such as
weak infrastructure, cumbersome regulations and corruption.

1 How to extract the full development benefits of investment, for
instance by strengthening human capacity and creating more
and béter jobs.

A key methodology used in support of thegsmjectsi s t he OECDO®G s
long-standing and unigue peer learning approach, supported by the
adaptation and development of investment policy tools and instruments. The
tools and instruments are designedetbgr with transition and developing
country partners using a consensual approach and -stakiéholder
consultations, and tested through pilot assessments of volunteering
countries. This ensures their applicability to individual region and country
conditions as well as ownership by those using the tools.

Thel ni t i mogramme @fsinvestment policy -aperation resulted
in a number of major achievements in 2007. In July, Egypt became the first
Arab and first African country to sign th©ECD Declaration on
International Investment and Multinational EnterpriseSeveral other
countries have applied to adhere to theclaration Requests from both
OECD and nosmember economies to use the Policy Framework for
Investment have come from every continent and regional investment
initiatives have each applied the PFI in 20@@plications have ranged from
selfassessments to measuring progress made in investment climate reform
through the Investment Reform Index, which is structured on the PFI in
South East Ewpean economies he Heiligendamm G8 Summit in June
also called for active use of our policy tools and instrumentsably the
PFI

Official development assistance can play a critical role in improving the
environment for private sector activity in devalog countries. It can do so
in particular by supporting policy and institutional reform; by helping to
remove physical and other barriers to investment, for example lack of
infrastructure or trained people; and by directly supporting productive
activity in ways that facilitate, rather than inhibit, the development of local
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capital markets. However, while bilateral ODA has been increasing,
especially since 2002, not enough has yet been done to enhance investment
in the countries that most badly need it, é@ample countries operating in
fragile environments, such as in much of-8aharan Africa. ODA can be
better targeted to address the major constraints holding back investment and
to help develop entrepreneurship. It is true that donors are suppori@sg a v
range of activities that affect investment. But in line with the principles of
the Paris Declaration on Aid Effectivengsthese activities can be better
co-ordinated and, should, to the extent possible, be better aligned with
devel opi ng catonahdevelopenendstraiegies.

This Annual Reporbrings together a full record of the activities and
accomplishments of thdnvestment for Developmennitiative, thus
reinforcing accountability. It also makes available to a wider audience
selected bdground analytical work carried out over the past year in
support of our caperation programmes

Much, however,remains to be done, anae wish all the stakeholders
working with us to meet our mutual goals another successful year.

%r

Manfred Schekulin, Chair, Richard Manning, ChailOECD
OECD Investment Committee Development Assistanc@ommittee
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Chapter 1.

OECD Initiative on Investment for Development:
Overview of Progress

The OECD Initiative on Investment for Development provide
framework and an overarching strategy for organising OECI
co-operation on policies for investment with developing and
transition economies. In 2007 investment policyperation
with nonrmembersesulted in a number of major
accomplishments, and new demands at a high pollgeal
from our members and at the Heiligendamm G8 Summit, as
as from our partners in transition and development for deepg
co-operation. This chapter overviews progses each of the

I nitiativeds projects, the
directions over the coming year.

Full details on the activities of the Investment for Developme
Initiative can be downloaded from the OECD website at:
www.oecd.org/daf/investment/development

Contact:jonathan.coppel@oecd.org
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1. OECD INITIATIVE ON INVESTMENT FOR DEVEL@PMENT: OVERVIEW OF ROGRESS

INVESTMENT FOR DEVELOPMENT: THE YEAR IN BRIEF

On 11 July 2007, Egyptbecamethe first
Arabandfirst Africancountryto signthe

OECD Declaration on International
Investment and Multinational
Enterprises

TheDeclarationis a way for governments
to committo improvingtheir investment
climates, ensuring equal treatment for
foreign and domestic investors and
encouraging the positive contribution
that multinational companiescan bring
to economicandsocialprogress

Egypt has been active in several
Investment for Development co-
operation programmes They
participatedin the task force developing
the Policy Frameworkfor Investment -
the most comprehensivemultilaterally
backedapproachto date for improving
investment conditions -, were the first
country to pilot using the PFl at the
Global Forum on International
Investment(seeChapter2) andasa basis
for an InvestmentPolicyReviewof Egypt
Since2006 Egyptalso chairsthe MENA
OECD Investment programme (see
Chapter3.2).

b ’?'YATIRIMLAR

\'\ GLOBAL
‘0RV

Demandto usethe PolicyFrameworkfor
Investmenthasbeenlarge,with requests
coming from every continent and from
both OECEand nhon-membercountries

Several countries volunteered to pilot
the PFlasatool for seltevaluationof the
investmentclimate at the Global Forum
on Internationallnvestment(GFlheld in
Istanbulin November2006

The regional investment initiatives -
NEPABDECD  Africa Investment
Initiative, the MENAOECD Investment
Programmeandthe InvestmentCompact
for South East Europe - have each
appliedthe PFlin 2007 (see Chapter 3).
And Vietnamis carryingout an in-depth
selfassessmentf its investmentclimate
based on the first five chapters of the
PFI, which will be presented and
discussedat the March 2008 GFlI(see
Chapter3.4).

Theglobal, regional and bilateratbased
investment co-operation activities are
also being used to test and vet the
developmentof a PFIUser'sToolkit

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007



1. OECD INITIATIVE ON INVESTMENT FOR DEVEL®MENT: OVERVIEW OF PROGRESS

INVESTMENT FOR DEVELOPMENT: THE YEAR IN BRIEF

Policy capacity building featured

Investment for
co-operation

strongly in all
Development
programmesn 2007.

Bilateralco-operation with Chinaover

the pastyear,for example focusedon

helping Chineseenterprisesto better

understandinternationally recognised
normsof businessconduct,and on FDI
statistical methodology (see Chapter
4.1).

The MENAOECD  Investment
Programme and the Investment
Compact for South East Europe
strengthenedtheir activities aimed at
supporting  countries  in the
implementation of reforms and in
assessingrogress

One result from this was the
publication by the Investment
Compactin November2007 of four
How to Implement Reports covering
investment promotion, regulatory
reform, human capital and anti-
corruption (seeChapter3.3).

» Billion

Rising ODA for private sector development

The third pillar of the Investmentfor

Developmentlnitiative draws lessons
on the use of ODA in support of

developing countries' efforts to

promote private investmentand uses
these to develop policy guidancefor

donors

Over the past year efforts have
focussed on the implementation of
guidance developedin 2006 and an
exchange and assessment of
experiences among donors, partner
countries and the private sector with
using ODA to promote private
investment

One of the outputs from this work
includes the compilation and
publication for the first time of
detailed statisticsand trends on how
ODA:Iis being usedto support private
sector development, by geographical
area and by type of assistance(see
Chapterb).

- % & z ¥ &®
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1. OECD INITIATIVE ON INVESTMENT FOR DEVEL@PMENT: OVERVIEW OF ROGRESS

Initiative Overview

Continuous efforts to strengthen national policies and public institutions
to create sound investment environments is what counts most in government
endeavours to attract beneficial investment. TOECD Initiative on
Investment for Developmestu pports devel oping and
sustained efforts to attract and generate more and better investment through
peer learning, sharing of experience and by providing policy tants
instrumentgha build investment climate reform implementation capacity.

Proposed at the OECD Ministerial in May 2003, thiiative was
launched by the OECD Investment Committee in Johannesburg in
November 2003 at the Global Forum on International Investment. It
recaved further strong support at the 2004 Global Forum hosted by India
and at the 2005 OECD Ministerial, where Ministers reiterated their support
to the Initiative and their commitment to helping countries build sound
investment environments.

The Initiative on Investment for Developmegtan overarching strategy
for furthering OECD cepperation with developing and transition economies
and includes three closely interlated projects:

91 the development and use dPalicy Framework for Investment

9 building plicy capacity based on OECD peer learning methods; and

transi ti

f using ODA more effectively to support pa

mobilise private investment.

Different applications of the Policy Framework for Investment are
being piloted

In April 2006, the tak force established to develop the Policy
Framework for Investment (PFI) finalised its work, and in May at the OECD
Ministerial meeting, Ministers welcomed the PFI and its importance as a
policy tool that will help governments improve investment climafésey
also called on the OECD to continue to work with -moember
governments and other intgovernmental organisations to promote the
active use of the PFI.
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1. OECD INITIATIVE ON INVESTMENT FOR DEVEL®MENT: OVERVIEW OF PROGRESS

What is the PFI?

The PFl is a tool, providing a checklist of issues in ten policy donfiaimsonsideration by
any government interested in creating an environment that is attractive to all investors
enhancing the development benefits of investment to sodiy.policy areas covered ai
widely recognised, including in the Monterrey Gensus, as underpinning a healt
environment for all investors, from domestic smalind mediurrsized enterprises tq
multinational enterprises. These policy areas are: Investment policy; Investment pror
and facilitation; Trade policy; Competition po}; Tax policy; Corporate governance
Responsible business conduct; Human resource development; Infrastructure and fi
sector development and Public governance.

The PFI gives a list of questions under each thementmurage policy makers to ag
appropriate questions about their economy, their ingtitatand their policy settings and {
help governments determine whether their policies are likely to encourage inve#tiserit
a volume of readynade prescriptions, nor is it bindinghe quesons are supported by
annotations and complemented by references to OECD and other selected policy res
such as the World Banko6s I nvestment CIi

The PFlpromotes transparency and appropriate roles and responsibilities for mewesn
business and others with a stake in promoting development and poverty reduction, anq
on universally shared values of democratic society and respect for human rights, ing
property rights.Policy coherence, transparency and accountalglity regular evaluation o
policies are three principles that apply throughout the PFI.

The G8 Heiligendamm, June 2007 Summit Declaration also endorsed

the economic development value of the Policy Framework for Investment. It

call ed on t he n$§lded intd catiofiaé practices ramd

development strategies, especially for countries under the New Partnership

for African Development (NEPAD) and Asia Pacific Economic Cooperation

(APEC) framewor ko, and invited t

organisations surcas the World Bank to consider providing the necessary
support for this purpose.

As part of the response to this call from the G8 foioperation, the
2008 Global Forum on International Investment is being jointly organised
by the OECD and UNCTAD and ivilead to the development of best
practices and policy implementation capacity for creating an institutional

he

environment conducive to increased investment in support of sustainable

development (se€hapter 2). Looking further ahead, Investment Global
Forums will be used to review the PFl and its scope with-member
partners and stakeholders in light of experience with its use.

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007
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1. OECD INITIATIVE ON INVESTMENT FOR DEVEL@PMENT: OVERVIEW OF ROGRESS
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Dr Mahmoud Mohieldin, Minister of Investment, Arab Republic of Egypt, and OECD
Secretary General, Angel Gurria at the launch of the Egypt Investment Policy
Review

The PFI can be used in a variety of ways. -8e#luation, peer reviews,
regional ceoperation and multilateraliscussions can all benefit from the
insights offered in the PFI and contribute to establish where to prioritise
investment policy reforms. It also provides a reference point for
international organi sations6 capacity
promotion agencies, for donors as they assist developing country partners in
improving the investment environment and for business, labour and other
non-governmental organisations in their dialogue with governments. In each
of these ways, the PFI advances itihplementation of the United Nations

Monterrey Consensus.

A number of these PFI uses are already being implemented, with
requests coming from every continent and from both OECD and non
member countries. The highlights in these PFI applications over the pas
year include:

T I'n the context of E g y[petlabaton one q u e s t
International Investment and Multinational Enterpriseshe
Investment Committee Secretariat prepared a background report on
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1. OECD INITIATIVE ON INVESTMENT FOR DEVEL®MENT: OVERVIEW OF PROGRESS

Egypt 6s i nvest ment p o édi tleei P&Isto which ext el
survey Egyptés achievements and consider
that lie ahead. (The executive summary and recommendations of the

Egypt Investment Policy Review are reproduced in the box below.)

9 Vietnam is carrying out a detailed sasssment of its investment
climate based on the investment policy, investment promotion and
facilitation, trade, competition and tax policy chapters of the PFI.
The findings will be presented and discussed at the March 2008
Global Forum on International Insgment. This application follows
an APEC HighLevel PublicPrivate Dialogue on the PFI in
Melbourne in April 2007 (se€hapter 3.4).

1 The NEPADOECD Africa Investment Initiative Lusaka roundtable
held in November 2007, building on the dialogue initiatedhat
Brazzaville roundtable developed and tested guidance on how to
complete the investment related questions in theassiéssment
phase of the APRM Afri cabds own peei review mech
through the development and use of PFI user guidelines (see
Chapter 3.2).

1 The Investment Compact for South East Europe (SEE) published in
November 2006 the first Investment Reform Index (IRI) report. The
IRI covers 8 of the 10 PFI policy chapters. The results of the IRI
provide an informed basis for SEE governments tdueta the
strengths and weaknesses of their investment climates and to
communicate progress achieved in implementing policy reforms
(seeChapter 3.3).

A number of lessons have been learnt from these initial applications of
the PFI. For example, one of tlwenclusions from Professor Mucavele,
Executive Head of the NEPAD Secretariat, drawn from the NER&QTD
Africa Investment Initiative Brazzaville roundtable in December 2006 was
the need to develop a handbook of methodologies on how the PFI can be
usedina African country context. More gener al
PFI invariably sought from the OECD a methodology explaining how
exactly to use the tool.
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Executive Summary and Recommendations of the
Egypt Investment Policy Review

Historically, Egypt hasot been a major destination for international direct investm
However, inward flows have been rising rapidly and steadily in recent years. Be
2000/01 and 2006/07, foreign direct investment (FDI) inflows increased more than-f
fold. The distrbution of these flows has also been changing, with the share of flows
into manufacturing and services increasing from around 30% in 2004/05 to around ]
2005/06, while the share going into petroleum has experienced a commensurate declir

These increasing FDI inflows have been largely in response to the ambitious
programme started in 200@penness to foreign direct investment has been a core elem
these reformsThe principle of national treatment of foreign investors is enstlrin genera
investment legislation. Foreign investment in manufacturing has been fully liberalised
the exception of defeneelated industries), and foreign equity participation in finan
services and privately operated telecommunications cgsnis now permitted up to 1009
With the recent migration of the investor protections and many of the benefits provig
the specialised Investment Guarantees and Incentives Law to the more generally ap
Companies Law, the Egyptian authoritiee grogressing towards a fully unified investme
regime, in line with OECD recommended best practices. However, further effort
improving the broader policy framework for investment are still needed.

Egypt maintains certain limitations on foreign intreent. Sectoral exceptions to nation
treatment include limits on foreign ownership in construction, maritime and air tran
courier services, foreign trading intermediation and preferential treatment arrangeme
domestic bidders in public pro@ment. These are reflected in the list of exceptions w
Egypt haslodged under the National Treatment instrument of the OECD Declaration
agrees to subject to periodic examinationaccordance witlthe instrument's disciplineés
part of the procgs of Egypt's adherence to the Declaration, the government has indig
timetable to phase out the restrictions in construction, courier services, and with res
commercial agents in relation to expor@ther discriminatory restrictions apply toréign
commercial presence in the form of branches in the insurance sector and in legal, acg
and other professions which can only be practiced by Egyptian natural persons.
exceptions and other restrictions aleo present in a number of OEC&nd other adherin
countries.

Maximum quotas for foreigners sitting on companies' boards of directors in certain g
or as a percentage of employees can also discourage foreign investment. Remainin
monopolies in some sectors, such as fixed tieecommunications and electricity producti
and distribution, are important obstacles to market access as well. These barriers are
in Egypt's list of "other measures reported for transparency" under the National Tre
instrument.

While regstration procedures have been considerably simplified in large part dhe
onestopshop facilities offered to enterprises, some licensing procedures remain lengt
unduly complex. The temporary suspension of issuing licenses to investors, fangig
domestic alike, which at present appears to apply in banking (pending consolidation
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sector), travel agency services (pending passage of new regulations) and in selecte
that are especially energy intensive (as part of government effantanage energy demal
and supply) is another probleimvestors have frequently encountered which calls for r.
resolution

Addressing these impediments to investment (including domestic investment)
important part of the ogoing reform agenda, hich includes the continued progress
privatisation of stat®wned enterprises, egping support for the recently establish
competition authority, further improvements of the customs administration, effe
enforcement of the intellectual propertghts law, promoting public sector integrity a
intensifying the fight against corruption.

With regard to the Guidelines for Multinational Enterprigdgch are an integral part ¢
the OECD Declaration, Egypt will establisiNational Contact PoinfNCP) @ the Ministry
of InvestmentThe Egyptian NCP should be vis#h accessile, transparenand accountdb
and serve to ake tke Guidelines btter known to businesses, labour representatives,
other interested partof Egyptian civil societyEgypt hasalready subscribed to most of t
multilateral instruments underpinning the principles and standards embodied i
Guidelines.

As an adherent to the Declaratiomet Egyptiangovernment hasalso accepted the
commitments under thimternational Investmernincentives & Disincentiveinstrumentby
which countries recognise the need to give due weight to the interest of other ac
countries affected by laws and practices in this field and endeavour to make meag
transparent as possiblend under th Conflicting Requirementanstrument by which
countries shall coperate so as to avoid or minimise the imposition of conflic
requirements on multinational enterprises.

Recognising this need the Investment Committee initiated in 2007 a
two-year progamme working with nomembers, partner organisations,
donors and stakeholders, to further promote use of the PFI by assisting in
developing a user methodology, including indicators of progress, and in
institutional capacity building for the effective uséthe PFI in light of
different circumstances and needs. This project will lead to the creation of a
webbased PFI Userds Tool kit

The Toolkitwill provide guidelines that enable PFI users to:

1 Identify the specific issues, policy and institutional p@iwhich
need to be scrutinised to answer each PFI question;

1 Identify the criteria and indicators, both quantitative and qualitative
that relate to each question, enabling an assessment of where a
country/region is positioned relative to other countreggfms and
of the relative strengths and weaknesse
investment climate and how fast progress is being made with the
country/region; and
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1 Draw lessons from existing case studies which illustrate good
practice, lessons learnt, and bfi#se achieved etc from the
application of a principle(s) underpinning the PFI question.

It is also scheduled in the year ahead to produce derived thematic
chapters from the PFI. These will cover, for instance, the specific issues
associated with mobilisingrivate investment in the energy sector. In
related work, the OECD is developing policy guidance for participation by
international investors in infrastructure proje&sch as roads and airports.
The guidelines bid upon the PFI, and compleme@ECD work on aid
supported infrastructure and poverty reduction.

Working together to develop policy implementation capacity through
peer-based dialogues

Building policy capacity is the second pillar of thevestment for
Development InitiativePeer learning approaches are used and supported by
the adaptation and development of investment policy tools and instruments.
The tools and instruments are designed together with our transition and
developing country partners using a consensual appreach mult
stakeholder consultations, and tested through pilot assessments of
volunteering countries. This ensures their applicability to individual region
and country conditions as well as ownership by those using the tools.

In March 2007 a new tool waslded to the capacity building apparatus:
the OECD Principles for Private Sector Participation in Infrastructsee
box)? The Principles are intended to be used for government assessment,
action plans and reporting, international-aperation and publiprivate
dialogue, in conjunction with other investment instruments and tools, such
as the Policy Framework for Investment, the OECD Guidelines for
Multinational Enterprises and the OECD Risk Awareness Tool for
Multinational Enterprises in Weak Governanceongs. They also
complement DAC policy guidance for donors promotingoor growth in
the infrastructure sector.

A first sectoral application of th©@ ECD Principles for Private Sector
Participation in Infrastructureis currently under way, with water and
sanitation as the sector case in point. This worait of a broader OECD
project on Sustainablénancing toEnsureAffordable Access tdNVater and
Sanitation The pactical guidancewill help governmentsoptimise their
collaboration with the private sdor for the development andetter
management of water and sanitation infrastructiins. developed through
reviews of some 30 developing and emergioguntry experiencesind
multi-stakeholder dialogugsotably regional roundtables
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OECD Principles for Private-Sector Participation in Infrastructure

The OECD Principles for Private Sector Participatiom Infrastructure aim to help
governments work with private sector partners to finance and bring to fruition infrastry
projects in areas of vitalcenomic importance, such as transport, water, power supply|
telecommunications. Specifically, they offer a coherent catalogue of policy directions
assessed as a first step in the author
private sector in their infrastructure sectors, in light of their own national circumstance
needs.

The Principles cover five main issues: 1) deciding on public or private provision|
infrastructure services; 2) establishing an enabling policy framewarkinvestment; 3)
enhancing the publicbs acceptance and
policies; 4) making the coperation between the public and private sectors work; an
communicating government 6s essgordact ta their privad
partners.

The principles are of applicability to foreign and domestic operators, and to the v{
forms private sector participation can take. They can be used as a template for count
assessment at national and locaVgrnment levels, an aid for progress reporting by pu
authorities, a tool for structuring regional and other wgmrernmental coperation and
public-private dialogues. They may also be used by donors as a reference poin
complement donor guidar on prepoor growth in the infrastructure area.

Implementation of capacity building is carried out through the regional
and bilateral cepperation programmes, and mostly structured arouad th
organisation of evideneeased policy dialogues on a specific topic or issue

bearing on the investment climate. The geographic coverage of the co

operation programmes spans <dharan Africa (NEPAEDECD
Initiative), Middle East and North Africa (MENAECD Programme),

South East Europe (the Investment Compact), Russia, China, India and

Vietham. SeeChapter 3 for details on the regional initiatives and
Chapter 4 on the bilateral programmes of-operation.

Capacity building highlights from these programrgsr the past year
include:

9 Dialogues with China focussed on helping Chinese enterprises to
better understand internationally recognised norms of business

conduct, and sharing experience on FDI statistical methodology.
More compatible and accurate statistwill enable China and its

i nvest ment partners to wunderstand

inward and outward FDI flows, providing a sounder basis for
analysis. (Se€hapter 4.1)
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1 MENA governments have developed National Investment Reform
Agendas (NIRs). The MENAOECD Programme organised
workshops in Egypt, Oman, Jordan, Morocco, Lebanon and the
United Arab Emirates to review and support the implementation of
the NIRA reform road maps in these countries. Seapter 3.1.)

1 The NEPADOECD Africa Invetment Initiative, Lusaka
Roundtable in November drew on t&&CD Principles for Private
Sector Participation in Infrastructuréo develop and test guidance
which can be used in an African country context and tailored to the
specificities of the water andasitation sector. It also tested and
vetted draft methodologies for applying the PFI in the context of the
APRM process. (Se€hapter 3.2.)

1 The Investment Compact strengthened their activities aimed at
supporting countries in the implementation of reforansd in
assessing progress made. Fdow to ImplemenReports, covering
investment promotion, regulatory reform, human capital and anti
corruption were published. (S&hapter 3.3)

The methods and results from tiwestment for Development Initiative
are creating new demands at a high political level to deepen investment
policy cooperation. At a wider level, the 2007 OECD Ministerial Meeting
recognised the need to further expand the
impact and relevance, and supportedrmsgjet heni ng OECD®&ds engagemen
with countries and regions of strategic interest to the Organisation. These
countries include Brazil, India, China and South Africa. Countries of South
East Asia were also regarded as having highly dynamic and influential
econones and deserving further attention.

The Heiligendamm G8 Summit also gave recognition to the OEGD co
operative work on investment and on investment for development and called
for its continuation and financial support (see Box). Details on how the
Organsation will respond to the work called for in the Heiligendamm
Summit Declarations and the processes used have yet to be agreed by all the
stakeholders concerned. Looking ahead though, a component of the
reinforced ceoperation programme and a part of thevestment for
Development Initiativavill be the firstOECD Investment Policy Review of
India, which is expected to be published in the second half of 2009.
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Investment for development and the Heiligendamm G8 Summit

Freedom of Investment, Investment Environment and Social Responsibility was one
key themes of the G8 Heiligendamm Summit e8 Gune 2007. (Annex 1 reproduces t
Summit Declaration relating to this theme.) The Declaration called for deepmrecgion
and closer engagement with transition and developing country partners.

The work of theOECD Investment Committeeincluding outreach activities organise
under the auspices of thevestment for Development Initiativeceived high recognitiohe
Summit Declarationc al | ed f or continuation of t h
l nvest ment , Nati onal Secur ity -nemhkeraih®rence
to the OECDDeclaration on International Investment and MultinatioBaterprisesactive
use of the Policy Framework for Investment in developing countxies wider disseminatior]
of the OECD Risk Awareness Tool for Multinational Enterprises in Weak Governance Z

The G8 Summit Declaration of 8 June 2007 on Africa endorsed th&ADEFECD Africa

Il nvest ment Il nitiative, stating i We wi |
initiatives whi ch addr es s t he FOE@De Afticen
l nvest ment Il nitiativeo.

Using ODA more effectively to mobilise inveshent for development

The third pillar of thelnvestment for Development Initiativdraws
lessons on the use of Official Development Assistance (ODA) in support of
countriesd efforts to create a so
countries. In 2005he Investment and Development Assistance Committees
presented to the 2005 OECD Ministerial Meeting a joint report on the role
of ODA to mobilise investment for development. The report pointed to the
need for donors to be more strategic, bettesrciinaked and guided by more
systematic learning of what works and does not work to address binding

und

constraints at national and sector levels that are holding back investment.

DAC highlights the PFI as a tool that complements its guidance for
identifying the obsicles that crimp investment.

During 2006 more specific policy guidance for donors was developed
within the Development Assistance Committee (DAC) in consultation with
a range of stakeholders including the Investment Commi@eapter 5
publishes newly copiled statistics on how ODA is being used to support
investmentbased private sector development programmes, by geographical
area and by type of assistance. This shows how ODA aimed at bettering
investment climates after having declined in the late 1986siken sharply
since the beginning of this decade (see Figure).
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Figure 1. DAC country ODA in support of bettering the investment climate

16

Constant USD billior

1998 1999 2000 2001 2002 2003 2004 2005

= Infrastructure Technical assistanc = Budget support Firm-level support

Source: OECEDAC, Creditor Reporting System

For its part, he Investment Committee supports efforts to use ODA
beter to help developing countries improve their enabling environraadt
to promote the observance of the OECD Guidelines for Multinational
Enterprises thereby enhancing the positive contribution of responsible
international business to developmedrr example, in November 2007 the
NEPAD-OECD Africa Investment Initiative Lusaka Roundtable provided
African countries advanced in the APRMAf ri cabs own peer
mechanisni an understanding of the principles and practices of ODA for
investment climie reform. This has helped African countries to mobilise
resources to support implementation of the National Programme of Action
that result from the APRM process. The Lusaka roundtable also examined
the role for donors in developing the uptake of findndgk mitigation
mechanisms to help to attract private investment in the water and sanitation
sector (se€hapter 3.2).

Notes

1. The text of the PFI can be downloaded from the OECD website at:
www.oecd.orgdaf/investment/pfi

2. ThePrinciplescan be downloaded from the OECD website at:
www.oecd.org/daf/investment/instruments
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Annex 1

Excerpt from G8 Summit Declaration on Freedom of Investment,
Investment Environment and Social Responsibility

G8 Summit 2007

~—— B

- W
N

GROWTH AND RESPONSIBILITY
IN THE WORLD ECONOMY

Summit Declaration (7 June 2007)

FREEDOM OF INVESTMENT, INVESTMENT ENVIRONMENT
AND SOCIAL RESPONSIBILITY

9. We recognize that the increase of cross-border direct investment is a
maj or factor shaping t he wor |l dbés economy.
framework conditions are in place, such inflows make a major positive
contribution to economic growth, social and environmental development.
We note four areas for action in order to maximize the benefits from
cross-border investment:

reinforcing our G8 commitment to the freedom of investment,

promoting an open investment environment in industrialised countries and

emerging economies,

1 enabling greater benefits from and sustainability of foreign direct
investments (FDI) for developing countries,

1 promoting and strengthening corporate and other forms of social

responsibility.

E ]

Freedom of investment

10. We will work together to strengthen open and transparent investment
regimes and to fight against tendencies to restrict them. Erecting barriers

*

The full text of the G8 Summit Declaration, as well as all other documentation relating to
the summit can be accessed via the G8 websitevatg-8.de
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and supporting protectionism would result in a loss of prosperity. We
therefore agree on the central role of free and open markets for the world
economy, respecting sustainability concerns, and the need to maintain
open markets to facilitate global capital movements. We reaffirm that
freedom of investment is a crucial pillar of economic growth, prosperity
and employment. We call on all developed countries, major emerging
economies and others to critically assess their investment policies, the
potential costs incurred from unnecessarily restrictive or arbitrary policies
and the economic benefits of open investment regimes.

11. Against this background we remain committed to minimize any
national restrictions on foreign investment. Such restrictions should apply
to very limited cases which primarily concern national security. The
general principles to be followed in such cases are non-discrimination,
transparency and predictability. In any case, restrictive measures should
not exceed the necessary scope, intensity and duration. Applicable
treaties relating to investment remain unaffected. We encourage the
OECD to continue its work on these issues, especially by identifying best
practices and by further developing general principles. We will work with
the OECD and other fora to develop further our common understanding
of transparency principles for market-driven cross border investment of
both private and state-owned enterprises.

The global investment environment

12. Emerging economies benefit considerably from inward FDI while
acting increasingly as countries of origin of FDI. We see the need and
the opportunity to work towards a level playing field for all investors.
Companies from G8 countries investing in emerging economies expect
to find the same open investment environment as companies from such
countries investing in G8 countries. Openness to investment is beneficial
for all parties involved.

13. We underscore that market-driven technology transfer is an
important globalisation catalyst. Governments have a role in establishing
and maintaining the appropriate institutions and legal regulatory policy
frameworks necessary to enable technology flows on a commercial basis
and assuring the respect of intellectual property rights.

14. Open and transparent procurement markets are an important
precondition for cross-border investments. We invite all our partners, in
particular the major emerging economies, to create a level playing field
for national and foreign tenderers. This may include considerations to
join the WTO's Government Procurement Agreement (GPA).

15. We call on the emerging economies to adopt the OECD Declaration
on International Investment and Multinational Enterprises. We invite the
major emerging economies to participate in a structured High Level
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Dialogue on investment conditions in industrialised countries and
emerging economies as part of the Heiligendamm Process. A
stocktaking exercise, an examination of best practices and the
implementation of peer review mechanisms to promote an open, efficient
investment environment that aims to remove remaining barriers to
investment should be a good start. We ask the OECD to provide a
platform for such a dialogue.

Investment in developing countries

16. Unlike industrialized and emerging economies, many less advanced
developing countries often reap only inadequate benefits from FDI. In
shared responsibility with our developing country partners we want to
enable quality FDI inflows to grow, inflows that help local infrastructure
facilitate the operations of national and foreign investors that improve the
skills of the local labour force and the advantages of transfers of
management skills and technology that accrue from FDI increase, and
that support the ability of domestic firms to supply inputs to foreign-
invested companies or strengthen international value chains. Economic,
social and environmental aspects of sustainability are crucial in order to
maximize the FDI benefits for all developing countries, including least
developed countries.

17. We support the regional and multilateral development banks (MDBSs),
including the International Finance Corporation (IFC) and the Multilateral
Investment Guarantee Agency (MIGA), in addressing the problem of
poor business environments in their borrowing members and urge them
to integrate efforts to address these impediments to investment in their
country strategies and budgets.

18. We support the initiative of G8 Finance Ministers to foster the
development of deeper, more liquid local bond markets in emerging
economies. This can make an important contribution to reducing the
vulnerability of individual countries to crises and to enhancing the
financial stability of emerging countries as a whole.

19. We support the OECD Policy Framework for Investment and
UNCTAD Investment Policy Reviews as valuable mechanisms in
defining a shared understanding of healthy investment climates in
emerging economies and developing countries. The OECD Policy
Framework for Investment could be translated into national practices and
development strategies, especially for countries under the New
Partnership for African Development (NEPAD) and Asia Pacific
Economic Cooperation (APEC) framework. We invite the OECD,
UNCTAD and other organisations such as the World Bank to consider
providing the necessary support for this purpose.
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20. We invite UNCTAD and the OECD to jointly engage industrialized
countries, emerging economies and developing countries in the
development of best practices for creating an institutional environment
conducive to increased foreign investment and sustainable development.
Such a comprehensive process should be closely connected with the
twelfth UN Conference on Trade and Development (UNCTAD XII)
planned for 20th to 25th April 2008 in Accra (Ghana).

Investment and responsibility i the social dimension of
globalization

21. Globalization and technological progress have resulted in rapid
structural change in many regions and economic sectors. We
acknowledge that structural change is the inevitable result of progress
and that it brings dislocations along with opportunities. Open markets
rest on political acceptance, social inclusion, gender equality and the
integration of traditionally under-represented groups such as older
workers, youth, immigrants and persons with disabilities. In order to
address the social dimension of the globalisation process, we identify the
four following areas of action.

22. Promoting and further developing social standards: We are
convinced that a globalisation that is complemented with social progress
will bring sustainable benefits to both industrial and developing countries.
We recognize our responsibility for an active contribution towards this
objective. Therefore, we support
(ILO) Decent Work Agenda with its four pillars of equal importance: the
effective implementation of labour standards, especially the ILO core
labour standards, the creation of more productive employment, further
development of inclusive social protection systems and the support of
social dialogue between the different stakeholders.

23. While stressing that labour standards should not be used for
protectionist purposes, we invite the WTO members and interested
international organizations, in close collaboration with the ILO, to
promote the observance of internationally recognized core labour
standards as reflected in the ILO declaration on Fundamental Principles
and Rights and its follow-up. We also commit to promoting decent work
and respect for the fundamental principles in the ILO Declaration in
bilateral trade agreements and multilateral fora.

24. Strengthening the principles of Corporate Social Responsibility: In
this respect, we commit ourselves to promote actively internationally
agreed corporate social responsibility and labour standards (such as the
OECD Guidelines for Multinational Enterprises and the ILO Tripartite
Declaration), high environmental standards and better governance
through OECD Guidelines6 National

t

he

nternat.
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corporations and business organizations to adhere to the principles in
the OECD Guidelines for Multinational Enterprises. We encourage the
emerging economies as well as developing countries to associate
themselves with the values and standards contained in these guidelines
and we will invite major emerging economies to a High Level Dialogue
on corporate social responsibility issues using the OECD as a platform.

25. We stress in particular the UN Global Compact as an important CSR
initiative; we invite corporations from the G8 countries, emerging nations
and developing countries to participate actively in the Global Compact
and to support the worldwide dissemination of this initiative.

26. In order to strengthen the voluntary approach of CSR, we encourage

the improvement of the transparency of private comp
performances with respect to CSR, and clarification of the numerous

standards and principles issued in this area by many different public and

private actors. We invite the companies listed on our Stock Markets to

assess, in their annual reports, the way they comply with CSR standards

and principles. We ask the OECD, in cooperation with the Global

Compact and the ILO, to compile the most relevant CSR standards in

order to give more visibility and more clarity to the various standards and

principles.

27. Reinforcing Corporate Governance: Corporate governance is a key
element in improving economic efficiency and growth as well as
enhancing investor confidence. Good corporate governance provides
proper incentives for the board and management to pursue objectives
that are in the interests of the company and its shareholders and
facilitates effective monitoring and surveillance. While corporate
governance challenges are present everywhere, they are particularly
acute in emerging economies. We encourage the widest adherence to
the OECD Corporate Governance Principles and support the
continuation of the work of the OECD / World Bank Regional Corporate
Governance Roundtables.

28. Investing in social protection systems: Social protection is an
investment in a country's economic future and a cost-effective way of
fighting poverty. It includes appropriate protection against life's major
risks and appropriate coverage for everyone, aiming at improved
education and health. Social protection has the capacity to contribute to
individual employability and to ensure that those who can work obtain
adequate support to find employment and to obtain skills demanded by
the labour market.

29. Social protection systems contain some universal elements and
should be based on values such as social equity, fairness, and justice in
order to promote equal opportunities and participation. We believe that
social security systems require further development and extension of
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coverage taking into accountnati ons é abil ities to provide
given their varying states of economic growth and recognizing the fact

that there can be no one size fits all model of social protection. We agree

to keep this issue on our development policy agenda, encouraging

relevant international organizations to work in close cooperation on this

issue. We recognize that in conjunction with economic growth and active

labour market policies, social security is an instrument for sustainable

social and economic development.
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Chapter 2.

Global Forums on International Investment:
Implementing the Policy Framework for Investment

The Global Forum on International Investment mission is to
promote investment for growimd sustainable development b
engaging governments wondde and interested stakeholders
in peer learning and dialogue on emerging issues facing the
investment policy community.

Earlier global forums in Johannesburg, New Delhi and Rio d
Janeiro have fagssed on the development of the Policy
Framework for Investment and using aid more effectively, tw
the three pillars of the Investment for Development Initiative
With the development of the PFI nhow complete, Global Foru
starting with the 200&FI in Istanbul, focus on using the PFI.
This chapter overviews the role and activities ofGife,
summarises the outcomes of the 2006 Ista@lFliland outlines
the theme for the ne@FI.

Full details on the Global Forum for International Investment
can be dwnloaded from the OECD Investment website at:
www.oecd.org/daf/investmeGif|.

Contact:michael.gestrin@oecd.org
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2. GLOBAL FORUMS ONINTERNATIONAL INVESTMENT

The annual Global Forum dnternational InvestmentJFl) is one of
the main OECD Investment Committee programmes aimed at addressing the
challenge of framing investment policies in a way that supports and
reinforces economic development. Through B&Is the Investment
Committee tkes an active role in helping to achieve the Millennium
Development Goals (MDG) by sharing its expertise in establishing and
organising platforms so that all stakeholders and players can work towards
maximising the potential benefits of investment from evedopment
perspective.

The GFls are designed to be open and consensual. This approach incites
the international investment community to come together to exchange views
and ideas on emerging issues in a receptive and inclusive context and fosters
a deep uoderstanding of best practices, which is especially apt for
investment policy, since many policy domains bear directly or indirectly on
the investment climaten short, theGFI provides the platform for peer
learning and policy dialogue on issues for vbhibe relevance of OECD
work is dependent on interaction with relevant M@mbers worlewide.

Global Forums also promote multidisciplinary and horizontal approaches
and foster partnerships with other intergovernmental organisations.

Objectives and resultsof the Global Forum on International Investment

The specific objectives of tHeFl are as follows:

9 to raise awareness among the wider investment policy community and
promote use of best practice instruments and other work produced by
the Investment Comntée and, as relevant, other OECD bodies;

1 to hear and better integrate the voice of -nmmber countries in
instruments and other work under development by the Committee with
observers and other nonember partners at the OECD;

9 to establish a global netwodft investment policy makers for facilitating
peer learning and capacity building;

1 to explore emerging issues of global relevance, likely to set the future
investment agendas.

The GFI has proven to be a useful vehicle for consulting broadly and
advancing tie work on the Policy Framework for Investment, the OECD
Principles for Private Sector Participation in Infrastructure and other
projects. TheGFIl was also an effective platform for launching the OECD
Initiative on Investment for Developmetself and layng the foundations
for closer ceoperation with new partners (e.g. India) and regional
investment initiatives (Africa/NEPAD, Asia/APEC, South America).
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Business and other civil society groups have taken an active p&flin
discussions.

Taken togetherthe deliberations at the rece@fls provided feedback
to the task force developing the PFI as well as enabling a regional
perspective and input. This was an important part of the process in the
development of the PFI. Now that the PFl is complete,GRé plays an
important role in promoting the use of the PFI, reviewing experience and
assessing its policy impact. They also enable countries that have used the
PFI, either individually or in the context of the various regional initiatives
outlined in Chapter 3, to share their experiences. This body of policy
experience helps to guide future uses of the PFI, as well as inform reviews
of the Frameworkand the development of methodologies aimed at helping
governments maximise the development benefits from the PF

The first GFI centred on the use of thé-IPtook place in Istanbul, on
6-7 November2006. Participating countries were invited to present their
investment climate and policies, applying the Policy Framework for
Investment by ways of seHfssessment anehcouraging peer discussions
and comparisons with the experiences of other countries. Egypt, Costa Rica
and Romania each made a self assessment of their investment climate based
on selected chapters of the PFI.

The main other individual topic of the Istail GFI was international
investor participation in infrastructure. Governments around the world are
increasingly inviting international investment into their infrastructure
sectors, to leverage public finance and in order to reap efficiency gains. Not
all projects have been successful. Thiel discussed the experiences so far
and aimed to establish success criteria, including regarding the domestic
investment climate, modes of pubficivate ceoperation and responsible
business conduct. Séanex 1for asummary report on the discussions and
conclusions drawn from the event.

Strengthening theGFI

Starting from 2007 the annual meetings of &t will be held in Paris,
backto-back with the meeting of the Investment Committee. This should
ensure fuller participation of Investment Committee members as well as
broadening the geographic composition ofnoember representation.

Another organisationathange designed to strengthen the impact and
visibility of the GFl is the establishment of a Steering Group for @t
open to China, India, Russia, South Africa, other-mambers which have
regularly participated in pa&Fls and the PFI Task Force,asll as Brazil
and other nomember adherents to the Declaration. The roles of the
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Steering Group will be to provide strategic direction, oversee the intellectual
design and content and to assist in the dissemination of outputs from the
GFl.

o VATRINLAR
X

GLOBAL

Mr Ali Babacan, Minister of State and Chief Negotiator with the EU, Republic
of Turkey addressing the 2006 Global Forum on International Investment

The theme of the nex®FI, scheduled for 228 March 2008, concerns
best practice in promoting investment for developin@he GFI will take
advantage of the valuable experience that has been gained from putting
different parts of the PFI into practice in both OECD and-@Q&CD
economies. This will include a number of sessions focussed on vetting the
content, user friendiiess and practicality of draft sections of the PFI Users
Toolkit (see Chaptet).

The relationship between investment and development was a key theme

duringthe 2007 &8 Summit, which called upon AUNCTAD

to jointly engage industrialized countries, emerging economies and
developing countries in the development of best prestfor creating an
institutional environment conducive to increased foreign investment and
sustainabl e devel opment-opératibnnther2@8 po ns e
GFl is being jointly organised for the first time by the OECD and
UNCTAD. The outcomedrom the GFI and other joint events will be

presented to the Ministerial Investment Roundtable to behaoed by the
Secretaries General of the two organisations during UNCTADNnXAlccra,

Ghana, on 2@5 April 208.
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2. GLOBAL FORUMS ONINTERNATIONAL INVESTMENT

Annex 1

Summary Reportfrom the OECD Conferenceon
Enhancing the Investment Climate: the Case of Infrastructure

Istanbul, Turkey
6-7 November 2006

oo (@
OECD GLOBAL FORUM ON
INTERNATIONAL INVESTMENT  Tyrkish Treaaury

Enhancing the Investment Climate: the Case of Infrastructure

Hosted by the Government of Turkey and
organised by the OECD Investment Committee

in partnership with the World Bank

The OECD Global Forum on International Investme@FIlj was
opened by the OECD Deputy Secret@gneral and Turkey's Minister of
State and Chief Negotiator for EU Affairs. TI&~l was attended by
representatives from governments, international organizations, business,
labour and civil society. The number dgistered participants was 208,
including a Minister of Finance (Turkey), a Minister of Trade (Costa Rica),
5 OECD ambassadors, and approximately 20 Directors or Deputy Directors
of investment promotion agencies. The World Bank was an official sponsor
of the Conference, providing financial assistance for participants from
developing countries.

Executive summary of discussions

The first GFI session centred on the use of the PFI took place in
Istanbul, on 6/ November 2006This session featured presentatioby
three countries at different levels of engagement ink@Bed exercises.
Costa Rica, represented by Trade Minister Marco Vinizio Ruis, is in the
early planning stages, and the Minister indicated that his main purpose in
attending theGFl was to leen more about options for using the PFI from
countries that had already started doing so. Egypt, represented by Mr. Ziad
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Ahmed Bahaa El Din, the Chairman of the General Authority for Investment
and Free Zones (GAFI), was one of these countries.

Within thecontext oftheoyoi ng process for Egyptds
OECD Declaration for International Investment and Multinational
Enterprises, Egypt began a Hidsed self evaluation in mRDO6 using the
chapters on investment, investment promotion and fatddlit and trade
policy. The results of this firstver selevaluation highlighted policy
challenges faced by Egypt for improving its investment climate as well as
methodological issues that future users of the PFI should be mindful of.

The challenges fad by Egypt that emerged from the self evaluation
include a licensing system that continues to burden businesses, dispute
settlement mechanisms that operate adequately for large investors but that
remain difficult or even out of reach for SMEs, the relatbdllenge of
providing adequate financing for SMEs, and further opportunities to
encourage internationally competitive investment by reducing various
obstacles to trade. The representative from Egypt also indicated that their
ef forts t o -setsotpabslhiosphdo ah afido nneot been a pan

Methodological lessons learned by Egypt concerned issues of inter
agency ceordination. Although the representative from Egypt
acknowledged that interagency -operation can be difficult, he also
identified this inherentequirement of the PFI process as one of its particular
strengths. By requiring a certain amount of interagency cooperation, the PFI
can serve to sensitise agencies whose mandate is not specifically aimed at
improving the investment climate to their patahimpact (either positive or
negative).

Another methodological issue raised by Egypt concerned the role of
investment promotion agencies (IPAs) in fBked work. Investment
promotion agencies face an inherent conflict when it comes to providing
critical answers to PFI questions. This frank assessment (by the head of
Egyptbés | PA) of the potential for conf I
PFl-based assessments would seem to suggest the need for balancing
mechanisms (e.g. the involvement of ministriegh broad economic
portfolios) when- as will often be the case an IPA is given coordinating
responsibility for a PFI selissessment.

The next presentation, by the Deputy Director of the OECD Directorate
for Financial and Enterprise Affairs, was dretinvestment Reform Index
(IRI), a policy tool developed within the context of the South East Europe
Investment Compact initiative. This presentation showcased how the IRI is
structured and how it has been used as a metric for evaluating reform efforts.
The IRI methodology, which could be applied to future uses of the PFI,
encourages structured policy debate between the public and private sectors,
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2. GLOBAL FORUMS ONINTERNATIONAL INVESTMENT

and exchanges of good practices bet ween p C
combination of comparative scoring, an emgk on government

participation and the provision of concrete guidance on how to apply good

practices has created a strong impetus for effective policy reform.

Following this overview of the IRI, Mrs. Cornelia Simion, the Director
of Romani atbhvyiBosimeass UBIi t presented Romani
with the | RI. I n cont r-assessmantiapploacli; gy pt 6s qual
the IRl could be described as a quantitative regional benchmarking
approach. The IRI covers many of the same policy areas as théoPF
which specific indicators have been developed to allow a quantitative
assessment of where countries in South East Europe stand with respect to
their policy reforms. In this regard, Egypt and Romania highlighted the
broad range of implementation apis for the PFI depending upon the
objectives of the countries involved. Furthermore, despite their very
different approaches, both Egypt and Romania indicated strong satisfaction
with how their respective initiatives have worked, emphasising one of the
underpinning philosophies of the PFI, namely that one size does not fit all.

In short, the PFI selvaluation session of the Istan®FI had two
concrete outcomes. First, Costa Rica indicated that it favoured starting with
the HAEgypti an arimgrobjectivé of .a PAbhsed selfn d e
assessment would be to build on the policy reforms of recent years and to
help develop what the Minister referred to
competitivenesso (as opposed t o areas of €
traditionally relied upon tax or other incentives). Second, Egypt indicated its
plans to extend its se#fssessment to all ten chapters of the PFI. Originally
the pilot project in Egypt was intended to cover only the first three chapters.
However, inlight6 Egypt 6s positive experience duri ng
government decided to extend its sedessment to the whole PFI.

The second day of theFI focused on infrastructure and was organised
in accordance with the structure of the draft OECD instrunigninciples
for International Investor Participation in InfrastructureThe draft
Principles were introduced to participants by Investment Committee Chair
Manfred Schekulin, and comments were invited. The first part of the
discussion, recognising that maless successful infrastructure projects in
the past have faltered on institutional weaknesses, rather than project design,
focused on the link between the investment climate and infrastructure
investment. The second part explored the options for estalgia climate
of cooperation between investors, authorities and stakeholders to enhance
the chances of success in the duration of such-tlemg contractual
relationships. The final part of the discussion focused on the challenge of
ensuring responsibleubiness conduct in the infrastructure sector, including
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in developing countries and countries with weak public and corporate
governance.

Participants agreed with the notion that the general investment climate is
among the most important prerequisitestha success of privatelgvested
infrastructure projects. The outcome of projects depends strongly on the
quality of the political, economic and regulatory environment in which it
takes place. The quality of the legal environment is of paramount
importane, for unless the rule of law is firmly established, and regulation
consistently enforced, investment is fraught with risk. The fight against
corruptioni on both the supply and demand sidis considered aine qua
nonfor success.

Several discussantsautioned against a temptation to see private
investment in infrastructure as a panacea and argued that the Principles
should not be read as an unconditional endorsement of privatisation. The
choice between public and private provisioning should ultima&dyyon an
assessment of which approach serves better the public interest. In a similar
vein, civil society representatives opined that the public interest is
intrinsically linked with sustainable development and warned that the
Principles, while relevann their own right, could be losing an important
dimension by focusing more narrowly on the process of private investor
involvement.

Authorities need to ask themselves other important questions at the
outset of an infrastructure project. For examplaaadfer of infrastructure
services to the private domain gives rise to the question: how much
subsidisation will be needed, and available, to render services affordable to
households. Finally, authorities need to ensure that the involvement of
private investors in infrastructure does not lead to a breakdown in budgetary
discipline through ofbudget financing and failure to account for guarantees
and contingent liabilities.

Authorities need also to consider how much risk their private partners
shall be expcted to undertake, and how to obtain a realistic balance
between risks and returns. A difference of perspectives became obvious as
private sector representatives, on the one hand, argued that infrastructure
projects in the past have faltered because puatithorities shifted risks that
were essentially political onto their private partners. On the other hand, civil
society representatives warned that the Pplasicanot be seen to indicate
that the public sector invariably bears ultimate responsildlitg private
investors are expected mainly to perform-fettice and due diligence.

Several del egates noted the inevi
projects. Private investors are often invited into national infrastructure
sectors at a point whe basic services are already at risk. A shift to-cost
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2. GLOBAL FORUMS ONINTERNATIONAL INVESTMENT

recovery pricing to finance the new capital spending is often seen by
existing consumers as a denial of wedrned rights, and authorities have
sometimes felt a necessity to associate themselvesthigthcriticism. A
policy of transparency and inclusive dialogue with all stakeholder groups
produce the best loAgrm results.

There was general agreement that successful private involvement in
infrastructure is feasible only when both the public and phieate
participants are willing to enter into a bona fide partnership for a
considerable period of time. This gives rise to a number of issues, including:
(i) a need for authorities to make policy objectives, as well as the
expectations to individual pjects, clear; (i) an outptiased project
definition in which the general public rather than the public sector is seen as
the client; (iii) a need to secure a high degree of transparency in the-public
private partnership, including in the context of pcéit change, where all
projectrelevant data are fully disclosed.

Strong and enforceable contracts are vital to successful projects, but
they cannot cover all aspects of a partnership. Renegotiations of contracts
are a normal consequence of leegn parterships, but they should
nevertheless be kept to a minimum. The best
of the contracto with the necessary flexibil
stipulations specifying under what circumstances revisions to the original
agreement shall be considered. Political and regulatory changes are a fact of
life and need to be accepted as such by infrastructure investors. However,
they should they take place in an open and transparent fashion including
stakeholder involvement.

The disaission of responsible business conduct (RBC) opened with a
presentation of th@ECD Guidelines for Multinational Enterpriseand
their relevance to the infrastructure sector. Participants agreed that RBC
may be particularly challenging in the case of theyeé scald and often
environmentally and socially chargedl investment projects of the
infrastructure sector, particularly in poor countries and countries with weak
governance. The possibility of encouraging RBC through financing channels
T e.g. as parof project finance or ethical investment vehidlesn the basis
of instruments such as thguator Principlesvas also discussed.

Three particular areas of concern arose during the discussions. In the
construction phases, occupational health and sagetyf high priority.
Construction is one of the relatively few segments of the labour market
where serious accidents and injuries remain commonplace. In weak
governance zones responsible investors need to consider safety measures
that exceed regulatory qgeirements. Consultations with affected
communities, timely measures to protect the environment and a participatory
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approach to expropriation and resettlement programmes are also seen as
very important.

The issue of corrupt and other irregular practiceseived particular
attention. The scale of many infrastructure projects creates an incentive to
offer and solicit bribes in the awards phases, and it makes them a potential
source of patronage throughout their duration. In addition, allegations that
infradructure operators have brought political pressures to bear on the
authorities of some countries to privatise infrastructure assets contrary to the
public interest are problematic from a corporate ethics perspective.

Much of the discussion focused on thificlilties with responsible
business conduct, and the Guidelines in particular, outside the OECD area.
Several participants argued that developing country governments, in
addition to strengthening their legal and regulatory frameworks, may need to
establsh more formal structures for addressing corporate ethics. Some
pointed to the ANational Contact Pointso of
potentially, a vehicle for international cooperation.

Prior to the Global Forum, a Country Roundtable on Turkek pace.
Participants discussed which experiences to
efforts at structural reform in recent years, including work on the Turkish
investment climate. Most of the delegates felt that a successful programme
of macroeconomic stdbii sati on has been at | east as i mp
recent upswing in inward investment as concrete steps toward improving the
investment climate. Both a spectacular drop in inflation and a reduction of
the general government budget deficit to almost Zeree enhanced the
predictability of the macroeconomic environment. A concomitant-pcin
economic growth and the rollout of a privatisation programme have attracted
investors as well.

There was a shared view at the Turkey Roundtable that recent success
should not lead to complacency. Countries and regions develop investment
promotion strategies, and establish investment promotion agencies at a rapid
pace: the result is a heightened competition for direct investment. This is

further compounded by the tac t h a't countries -increasingly
value FDI O in prioritised sectors and henc:¢
same projects as a large number of other nations. The conclusion of this is

that smal | di fferences bet we en countriesbod

investment are likely to become increasingly important for the location of
international investment projects. Against this background, participants
encouraged Turkey to continue its process of structural reform, including in
areas such as the commerdatle, licensing procedures and fees, corporate
governance and access to land.
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Chapter 3.

Regional Initiatives: Driving Employment and
Economic Growth through Investment

3.1. MENA-OECD INVESTMENT PROGRAMME

3.2. NEPAD-OECD AFRICA INVESTMENT INITIATIVE
3.3. SOUTH EAST EUROPENVESTMENT COMPACT
3.4. EMERGING ASIA

The OECD has established in partnership with other players
the domain of investment a series of regional initiatives and
programmes that seek to promote and support policy reform
aimed at improving the investment climate and maximising t
benefits oprivate investment for development. The programi
also play an important role in providing capaecliyilding
capabilities for policy makers in these regions. The program
are resultoriented and focus on the coherence of policies fof
investment, usingbls like the Policy Framework for
Investment.

To date three initiatives have been launched: MENAOECD
Investment Programme of the MENA Initiative on Governan
and Investment for Developmegtite NEPABOECD Africa
Investment Initiativeand the Inveshent Compact for South
East Europe. The OECD also has aageration programme
with Asia on policies for investment.

This chapter summarises how these initiatives and program

operate, the results achieved so far and future directions.
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3. REGIONAL INITIATIVES: DRIVING EMPLOYMENT AND ECONOMIC GROWTH THROUGH NVESTMENT

3.1. MENA-OECD Investment Programme

The MENAOECD Investment Programme seeks to mobilise
investment as a driving force for growth, stability and prospeg
throughout the Middle East and North Africa region. The
Investment Programme aims to help upgrade investmegypo
standards, attract more and better investment and support
capacities for policy makers in the MENA region.

Thissection of theeport explains how the Investment
Programme is organised, reviews the progress made towarg
more open investment climatethe MENA region over the pag
year and outlines the second phase of the Programme.

Full details on the activities of the MENA Programme can bg
downloaded from the MEN®ECD Investment website at:
www.oecdrg/menal/investment

Contact: Alexander.boehmer@oecd.org
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Programme Overview

The MENA-OECD Investment Programnveas established in 2004 at
the request of Middle East and North African (MENA) countries to provide
advice on implementing investment policy reform. The key objective of the
Investment Programme is to mobilise private investriigoteign, regional
and danestici as a driving force for economic
growth and employment throughout the region.
The Programme seeks to accomplish this
objective by offering a forum for resultgiented
policy dialogue bringing together MENA and
OECD practitioners. It supports reforefforts of
MENA governments to enhance the investment
climate by:

9 Strengthening country capacity for
designing, implementing and  monitoring
investment policy reforms;

1 Creating a network of dialogue
between investment policy makers from MENA and OECD
countries;

i Creating a favourable environment for employment creation through
investment climate improvements;

9 Assisting ministries and government agencies tomerate and co
ordinate their work;

1 Reinforcing the impact of development initiatives supmbrigy
international, regional and bilateral donors.

The Investment Programme operates through activities on the regional
level as well as country dialogue on specific investment reform items. The
regional and national dimensions of the Programme are addrds/ 5
working groups which serve as a forum for discussing regional issues. The
objectives, roles and expected outputs of each working group are outlined in
Annex 1. In addition, taskforces focus on topical areas including business
integrity, investmentreaties, investment statistics and country teams work
on national investment reform targets. The Programme is currently chaired
by the Arab Republic of Egypt, represented by His Excellency Dr.
Mahmoud Mohieldin, Minister of Investment.

1 ©OECD Photos/Michal Sawyer
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Achievements of phase | of the MENAOECD Investment Programme

The first phase of the Investment Programme had three main objectives:

i to take stock of the relevant legal and regulatory framework in the
region;

i to establish timdound targets to reform investment policies in the
participating countries and work towards their implementation;

1 to create regional networks of private sector participants, key
organisations, and Ministries and Agencies in theNMIEEountries.

The first MENA phase has succeeded in mobilising the investment
reform process in participating countries and has managed to build networks
for regional cooperation on investment policy issues. It has developed
partnerships with internationaind regional organisations, created political
support through a Ministerial Declaration, established a dialogue with the
private sector and encouraged regional initiatives. More recently, the
Programme has focussed on the implementation of reforms, ta firs
assessment of which was made at the Ministerial meeting held in Cairo on
27-28 November, 2007. The remainder of this section provides a detailed
account.

In relation to the first objective, the Programme has taken stock of the
regulatory environment,ecent developments and key challenges in areas
related to investment policy, investment facilitation, taxation, financial
sector devel opment, corporate governance an
This work was synthesised in thirteen reports issued for thestdiial
meeting held in February 2006. The reports reflected inputs from the five
Working Groups and seven Taskforces. Most participating countries
developed national investment reform agendas and presented them at the
Ministerial Meeting.

Work atthenai onal | evel focused on the Programm
- establishing timéound targets for improving the investment environment.
MENA governments have developed National Investment Reform Agendas
(NIRAs) that include concrete measurable targets toch&waed in 6 to 12
months. The Steering Group reviewed these Reform Agendas at its meetings
and has provided overall support to this process.

The targets in the Reform Agendas have subsequently been further
refined. The following ten countries have defirlbdir Reform Agendas and
appointed national contact points to implement these reforms: Bahrain,
Egypt, Jordan, Lebanon, the Palestinian Authority, Oman, United Arab
Emirates, Morocco, Tunisia, and Yemen. Other countries are discussing
their Reform Agendado be finalised in the coming months. A National
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Investment Reform Agenda has equally been prepared with the government
of Iraq; it contains projects aimed at establishing an independent investment
promotion agency and strengthening the legal and utistital framework

for investment.

NIRA workshopswere held in Egypt, Oman, Jordan, Morocco, Lebanon
and the United Arab Emirates in 2006/07 to review and support the
implementation of reforms in these five countries. These workshops were
attended by Miniers and high level participants from Ministries of
Investment, Industry, Finance and Economy as well as from investment
promotion agencies. The workshops showed measurable progress in several
areas and allowed the identification of new targets, as wéillasy up of
the existing ones. Each NIRA workshop has produced and published policy
briefs that include recommendations and targets for further reféumher
NIRA workshops are envisaged to be hel@ahrain, YememndSyria

Ministers and high levefficials from 16 MENA countries attended the
Ministerial Investment Meeting and Business DayJordan in February
2006. The meeting adopted a Ministerial D
Investment to MENA CountriesCo mmon Pr i nci ples and Good Pr .
Ministers endorsed an ambitious programme for regional dialogue and
capacitybuilding developed by the Working Groups. Ministers also noted
the National Investment Reform Agendas developed by MENA countries
and encouraged the implementation of these Refayendas.
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Regarding the Progrt thenecrematrs of tedional d obj ecti ve

networks- the Programme has developedviale network of government
experts in its 5 Working Groups which met in 3 rounds of meetings since
2005 and supporting Taskforces. It has also created a substantial network of
private sector organisatiorfse. the Arab Business Council, Business and
Indudry Advisory Committee to the OECD, the Arab Union of Banks,
TOBB), among other private sector participants that attend the meetings of
the Programme. In addition, the MENBECD Business Network organised

a Business Day in conjunction with the Ministefidéeting, and presented

Al nvestor of the Year o awards to 24 compani

their innovation and employment creation.

To support entrepreneurship in t he
entrepreneurship and to strengthen activities with theatarigector, the
Programme launched an initiativehe MENA-OECD Enterprise Financing
Network i in 2006. This networkaims at improving the regulatory
conditions for financing entrepreneurship by using the Programme as a
forum for dialogue between businemsd government representatives from
the MENA and OECD countries. It has held two meetings and a Steering
Board was constituted to guide the network which met twice. Furthermore,
the Programmeds pwill prowileea vehiele ftoromore par t ner
strudured private sector participatidhrough regional business associations
networks Joint projects are planned with the Council of Arab Economic
Unity, which has an investment committee consisting of regional industry
organisations and investment promotagencies.

Several MENA countries are interested in participating inaittevities
of the OECD Investment Committeand in adhering to the OECD
Declaration on International Investment. Egypt officially adhered to the
Declaration in July 2007 (se€hapter 1) and Jordan and Morocco have
begun the process of adherence. Other countries have stated their interest as
well.

The role of regional centres

The opening ofegional centrefiasan important role in disseminating be
practices and in improving tHausiness climate for private sector developm
and are the strongest expression of regional owner8aiprain has created
regional Centre for Investment and the United Arab Emirates a reg
Institute for Corporate Governance (Hawkamah). Egypéneda regional
centre for public management and tax policy, for whichambitious work
programmehas been developed@hese centres provide valuable support to
Investment Programme and demonstriatereasingregional ownershipf its
activities
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The two pillars of the MENA Initiativé Governance and Investment
have proven to be highly complementary. Investment policy reforms have
an impact on public governance in areas, such as regulatargrenent,
use of PPPs for infrastructure financing, and enhanced business integrity.
Rigorous public governance reforms in turn influence the investment
climate. Consequently, the two pillars of the Initiative are implemented
together as demonstrated by:

9 Continuous exchange of information between the OECBECGairs
of the two pillars and within the Secretariat;

1 Co-chairs or Secretariat attending all key meetings of the other
pillar;

1 Joint workshops (e.g. MENA PPP Infrastructure Financing
Workshop, IstanbulNovember 2006 and Transparency in Recovery
and PublidProcurement, Lebanon, February 2007); and

9 Joint capacitybuilding missions of Secretariat and OECD country
experts to help implement reforms.

The Investment Programme has strengthened its cooperaditin
regional and international organisations that are active in the MENA region
in order to avoid duplication and increase synergies. (See Annex 2 for a list
of the MENA Programme ecoperation partners.) There is active
cooperation on corporate governaneath the International Finance
Corporatoro s PEP MENA I nitiative in the context
Other joint projects with IFC partners are being explored, including on One
StopShops and activities to support entrepreneurship. A Workshop on the
Natioral Investment Reform Agenda of Jordan was organised jointly with
UNI DO, | everaging synergies with UNIDO6s inv
Development Bank has agreed to finance the investment policy review of
Libya and possibilities to collaborate on otheojpcts are being explored.
Co-operation with the GCC is strengthening and the Programme will also
co-operate with the Arab Monetary Fund in the area of financial market
development.
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Participating countries and partners in the MENA-OECD Programme

The Rogramme is taken forward in -@dination with the following countries an
partners: Algeria, Bahrain, Djibouti, United Arab Emirates, Egypt, Irag, Jordan, Ku
Lebanon, Libya, Morocco, Oman, Qatar, theeBtinian Authority Saudi Arabia, Syria,
Tuniga, and Yemen. Other partners include the Islamic Development Bank,
Cooperation Council, World Bankinter-Arab Investment Guarantee Corporatig
Islamic Corporation for Insurance of Investments and Export Creditgd) Monetary
Fund, European Investment Bankuropean CommissionMultilateral Investment
Guarantee Agency, International Finance Corporation, Arab League, Council of A
Economic Unit, United Nations Industrial Development Organisatid@yro-

Mediterrmean Network of Investment Promotion Agencies, Arab Business CoGaci
Investment Taskforce, Arab Science and Technology Forum, Union of Chamber
Commodity Exchanges of Turkey, Arab Union of Bank¥prld Association for
Investment Promotion Agencies, Arab Labour Organisationion Méditerranéenne de
Conf ®d®r at i o nGoundldoE Ardbr Baginess $Vensen, Arab Internatio
Women Forum, Lebanese Transparency Association, Egyptian Busines
Association,WordBusiness and Industry Advisory Committee to the OECD.

Co-operation with the European Commission is increasing and the
Commission has received counspecific proposals for eoperation in line
with the objectives of the European Neighbourhood policy country action
plans. A joint project with the European Cmimssion has been developed
assessing SME policies in 9 MENA countries as part of the EU
Mediterranean Partnership, using the SME Policy Index developed in the
context of the South East Europe Investment Compact.

The Programme avoids overlap with other initiatives and develops
synergies with the work of other regional and international organisations
active in the region. During MENA | eoperation activities were organised
with the Islamic Development Bank, the GC@he Arab Science and
Technology Forum, the Union of Chambers and Commaodity Exchanges of
Turkey, the Arab Union of Banks, the Council of Arab Economic Unity, the
IFC PEP MENA initiative, UNIDO, WAIPA and the EU Commission
Neighbourhood process. These-gmeration initiatives will be formalised
for the second phase of the Programme and work on their implementation
has started.

Phase Il of the Investment Programme
As well asdemonstrahg the success of cooperation among the MENA

and OECD member countries ime framework of the MENADECD
Investment Programmehe secondMENA-OECD Investment Ministerial
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Meeting which took placein Cairo on 2728 November2007 launched
Phase Il of the investment programme

Held with the participation of the Prime Minister Egypt, Ahmed
Nazif, and the OECD Secretatyeneral, Angel Gurria, th&inisterial
Meeting was preceded by a Women Business Leaders Forum and & Private
Public Sector dialogueThe meetingattractedabout 80 delegations from
MENA and OECD countries as webl énternational organizations and over
one thousand participants from Egypt and all over the MENA region.
Business Associations and company representatives participated in
impressive numbers from all MENA countries.

The meeting was opened and closed by Hugyptian Minister for
InvestmentMahmoud Mohieldinandthe OECD Secretargeneral, Angel
Gurria, who also participated in the Women Business Leaders Forum.

Speaking at the opening of the Business Forum, Mr. Ghailad the

advances made over the past few years. AThe
growing at a solid annual average rate of fi
AForeign direct invest ment flows to the reg
during the past threeewrs, while exports have expanded spectacularly and

unempl oyment has fallen. o

But this is just a beginning, Mr. Gurria added, insisting on the need for
further reforms to improve the investment climate. One of the keys to future
development, he pointed qutill lie in the ability of countries in the region
to enable women to engage in business and economic activities.

ANo country can raise the standard of I i v
contribution of half of its emwegul ation, 0 Mr
OECD countries shows that women are fundamental agents of economic
growth and devel opment. 0

In his address to the opening of the 2nd MERECD ministerial
meeting, Egyptian Prime Minister Ahmedazif described the MENA
OECD Investment ®gramme asfit h e means t o support t he r

economic growt ho. iThe economies of MENA co
they need to grow faster and there is still a huge gap between OECD and
notOECD countries economically and technol ogi

The Egyptia Minister of Investment, Mahmoud Mohieldine, said the
second phase of the MENBECD Investment Programme would work
with countries to achieve reform through evaluation of needs, definition of
priorities and support in implementation using the new Busidissate
Development Strategy.
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Tangible outcomes resulting from this meeting include:

1 A mandate for the second phase of the MENA Investment Initiative
from the Ministers and Heads of Delegations wedainedand
directions for the future work of the Progmme, including the
Business Climate Development Strategy (BCDS) were outlined in
the Ministerial Declaration;

1 The Business Climate Development Strategynew instrument for
the second phageintly developed by the OECD and the World
Bank - was launchedt the Ministerial Meeting. Several countries
such as Algeria, Tunisia, Jordan, Egypt and Morpegpressed an
interest to be in the first group of countries covered byittitiative
which will provide a comprehensive and interactive approach to
priority setting for reform, evaluation result and capacity building;

91 For the first time, a Declaration emanating from a Women Business
Leaderd Forumon Fosteri ng Womenos Entrepreneurs
MENA region was presented to Ministerdhe Declaration
advocaes measures to increase wordegparticipation in the
economies of the region. Thestablishmenof a MENA-OECD
womerd entrepreneurship network is being considered follovaimg
expression of interest by participants.

1 The Business Statement, drafted jointly tine Chairman of the
Federation of Arab Businessmen and the Business and Industry
Advisory Council, with input from national chambers and business
associationsshowed the significant input provided by the private
sectorinthePr ogr ammeds activities;

1 A Declaration on Tax Policy Development Supportive of
Investment resulting from the work of the Working Group on
Taxation was noted,;

1 Ministers agreed on a new regional activity on responsible business
conduct to be conducted within the framework ofRhegranme

1 A kick-off meeting for the Iragi National Investment Reform
Agenda held with government and private sector representatives
agreed on the work plan for investment and-eotruption activities
to be conducted,;

1 Qatar has expressdd wish to lead a ne Task Force on capital
market®development and supervision;

i Stronger cooperation with regional and international institutions and
organisationswill occur in the second phasand to this end, a

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007



3. REGIONAL INITIATIVES: DRIVING EMPLOYMENT AND ECONCQMIC GROWTH THROUGH NVESTMENT

Memorandum of Understanding svasigned by the OECD
SecretanGeneral and the UNIDO DirecteGeneral during the
Ministerial Meeting.

1 The meeting offered opportunities for creating investment linkages
through amatchmaking facilitywhich was hosted by UNIDO and
attended by 300 businesses from across thenmggi

1 New prioritieswere setfor the future work of the MENADECD
Investment Programme, including human resources development,
infrastructure, youth integration in the economy and access to
finance.

Further information about the Ministerial Meeting, including the text of
the Ministerial Declaration, can be found on the website of the MENA
OECD Investment Programmevaivw.oecd.org/mena/investment
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Anrex 1

MENA-OECD Programme Working GroupsRoles and expected outputs

Working Group 1: Transparent and open investment policies (chair:
Jordan; cechair: Japan)Expected output

I Conduct policy dialogue with a view to improve common
understandings ofremaining restrictions to FDI, investment
protection and promotion function of treaties and the OECD
Guidelines for Multinational Enterprises. Support the process of
adherence to the OECD Declaration for International Investment for
interested countries tifie region subject to the relevant criteria.

1 Work towards ownership and implementation of a regional-Anti
Corruption Action Plan for MENA built on the successful approach
developed in the context of other regions, which would, among
other measures, defirthe objectives and standards for combating
corruption and bribery in business transactions, identify priority
measures to be undertaken by participating countries and set a
common framework for regional ezperation.

1 Implement recommendations developedsirpport of transparent
and least distorting incentives and of shifting to broader,-hdssd
policies to improve the investment climate in MENA countries.

Working Group 2: Encouraging Investment Promotion Agées and
business associations to act as driving forces for economic reform (chair:
United Arab Emirates; cohair: Switzerland)Expected output

1 Peer dialogue on capacity building of MENA investment promotion
agencies through implementation of MENA istreent promotion
guidelines. Capacity building support for policy advocacy function
of investment promotion agencies in the region.

1 Strengthening the OECBIENA Business Network and fostering
implementation assistance for independent business associations i
the region. Capacity building support for policy advocacy function
of business associatioaad chambers of commeritethe region.

9 Broaden the communication/information t®obn investment
promotion and investment climate capacity building in the regio
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91 Develop projects to reinforce FDI integration and creation of
linkages with domestic economiesiming to assist investment
promotion agencies, business associations and regional promotion
groups.

Working Group 3: Providing a tax framework for investmeand
assessing tax incentives (chairs: Bahrain, Egyptchaor: Turkey).

Expected output

1 Strengthened policy dialogue (both within and amongst MENA
countries) drawing on current OECD work examining: linkages
between taxation and investment performaneesults of an upo-
date review of empirical studies of tax effects on FDI flows and
alternative frameworks for analysis; main policy considerations in
the taxation of inbound and outbound crbssder investment,
including efficiency implications of alteative tax treatment, and
the implications of increasing pressure to provide internationally
competitive tax treatment.

1 A strengthened analytical base in tax policy branches of Ministries
of Finance of MENA countries, drawing on OECD assistance in
implementing cutinge dge OECD wor k odomewét ax indicato
approaches to tax burden measurement that take into account the use
by multinationals of tayplanning techniques, including the use of
tax haven finance affiliates. This work is essential for accurate
measures of the tax burden on investment and required to inform
policy decisions over the setting of the host country tax burden, and
on the treatment of general expenses (e.g. interest) used to fund
outbound FDI.

1 Preparation of a report in 2007 ®ax Ircentives for InvestmeitA
Global Perspectivewhich will provide a review of the use of tax
incentives for investment in many countries and regions, review the
pros and cons of alternative tax incentive designs, analyse the
relationship between the preion of tax incentives and investment
performance, and provide recommendations on the use of tax relief
mechanisms.

1 Adoption of aTax Policy Framework for Investmergport to be
developed with input of senior tax policy officials in MENA
countries, takingaccount of input from business, setting out main
policy considerations to be used by tax and-tzonspecialists in
guiding tax policy development.

1 Organisation and delivery of a first set of tax policy seminars in the
new Taxation and Financial ManagemgTraining Centren Cairo.
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Working Group 4: Promoting policies for financial sector and
enterprise development in support of diversification (chair: Saudi Arabia;
co-chair: United Kingdom)Expected output

1

Economic Diversification in MENA Countries: Redialogue on
economic diversification challenges of MENA Countriésalysis

and policy recommendationsn diversification related issues
selected by national Country Teams of participating countries in the
framework of the National Investment Reform Adardialogue.

Financial Sector Development of MENA Countries: Peer dialogue
and support in the Taskforce of capital markets regulators of MENA
countries, in cooperation with regional partners such as the Arab
Monetary Fund; project on Financial Educatiamn the MENA
region, drawing on the Financial Literacy project being carried out
with  OECD member countries; peer dialogue in a regional
workshop on fixed income securities market in the MENA region;
continue peer dialogue on strengthening regulatory frameafor
public private partnerships for infrastructure financing.

Organisation oiWomen Business Leaders Forlased on regional
and international initiatives and developing policy recommendations
for youth integration into the economy.

Implementing theMENA-OECD Enterprise Financing Network
action plan to close the equity finance gap in the region and examine
concrete steps to develop institutions for SME finance.

Working Group 5: Improving corporate governa@¢chair: Hawkamah
Institute, Dubai, Dr. Nasser Saidgxpected output

1

Regional peer dialogue on thigamework for promoting and
reviewing progress on agreed priorities for improving corporate
governance in the region.

Co-organisation of implementation work withawkamah, the IFC,
Global Corporate Governance Forum, CIPE and other potential
partners.

Capacity building on development and implementation of National
Corporate Governance Codes.

Developing policy briefs on cporate governance of banks and
stateowned enterprises and other upcoming issues.

Development of common elements for insolvency legislation.
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Annex 2

Co-operation Partners of the MENAOECD Investment Programme

Project Partner

Co-operation

The Arab League/
Council of Arab
Economic Unity

Mutual attendance of investment meetings, formalisation ¢
relationship for MENA I1.

The Gulf Cooperation
Council (GCC)

Discussions with the GCC ongoing regarding GCC model
investment law and joint projects in Yemen.

The Islamic
Development Bank
(IDB)

Common  projects foinvestment  policy reviews
Possibilitiesfor collaboration on other projects and regio
activities ae being explored and raemorandum of
understandings under discussion with the Islam
Corporation for the Insurancd Investment and Expo
Credit(ICIEC), a branch of the IDB.

The Arab Monetary
Fund (AMF)

Co-operation with the AMF strengthening inagbn to
activities of the WG 4, and agreement has been reached t
organise joint seminars and conduct joint missions.

The Arab Union of
Banks (AUB)

The AUB has been a strong supporter of the Programme,
has hosted meetings of the Programme, in additio
participating in meeting of the Programme.

The World Bank (WB)

Coordination with the WB since establishment of the
Programme, and attendance by officials of WB of Progran
activities. Coeoperation on investment climate assessment;
and on the launch of the Business Climate Development
Strategy, a jointly developed tool for measurement and
assessment of investment policy.

The International
Monetary Fund (IMF)

Coordination with the IMF ongoing; participation of IMF
officials in evens organised by the Programme, in particulg

financial sector development.
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Project Partner

Co-operation

The European
Commission (European
Neighbourhood Policy)

Discussions are under way with the Commission in view @
establishing an improvement of investment climate
programme to follev up the implementation of the Country
Action Plans concluded between the Commission and Arg
countries participating in the European Neighbourhood
Policy.

Additionally, a joint project is being established on the SM
Policy Index, where the MENAECD Investment
Programmaewill act as implementing business climate
assessment | everagi ng OECDO&s e
countries.

United National
Industrial Development
Corporation (UNIDO)

Strong ceoperation with UNIDO ongoing in the area of
investment ppmotion and company matchmaking. A joint
UNIDO-OECD event took place in Jordan, where UNIDO
has organised a matchmaking forum for Jordanian compa
Organisation of a similar matchmaking forum in conjunctig
with the Second Ministerial Meeting of the Bramme.

World Association of
Investment Promotion
Agencies (WAIPA)

Strong ceoperation with WAIPA ongoing in the area of
investment promotion, in particular in relation to activities
the WG 2 of the Programme. A workshop on policy advoc
function of MENA IPAS was ceorganised with WAIPA.

International Finance
Corporation (PEP
MENA Programme)

Strong collaboration with the IFC PEWENA Programme,
particularly in activities of the Working Group 5. Joint
projects to help implement priorities identifisdNational
Investment Reform Agendas and to undertake other techn
assistance projects identified by the Programme and coun
officials.

Euro-Mediterranean
Network of Investment
Promotion Agencies
(ANIMA)

Co-ordination of activities with ANIMA and grticipation of
officials from ANIMA in activities of the Programme.

The Arab Business
Council (ABC)

Working together on implementation of a private sector
Investment Taskforce; mutual meeting attendance.

Multilateral Investment
Guarantee Agency

(MIGA)/FIAS

Joint activities relating to WG 2 and WG 3 projec®o-
operation on investment policy capacity assessment.
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Project Partner

Co-operation

The Union of Chambers
and Commodity
Exchanges of Turkey
(TOBB)

Strong collaboration with TOBB ongoing, particularly in
relation toactivities undertaken by the Working Group 2 of
the Programme

Business and Industry
Advisory Committee
(BIAC)

BIAC is the main representation of OECD business in the
Programme. It has been collaborating with the Programmyg
since its establishment in 2004.particular, BIAC provides
input in the organisation of the Business Day which takes
place in conjunction with the Ministerial Meeting of the

Programme and is participating in numerous events under
Programme.
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3.2. NEPADOECD Africa Investment Initiative

The NEPABOECD Africa Investment Initiative aims to foster
sustainable growth, employment creation and poverty reductior
supporting African countries' own efforts to advance national
investment climate reform agendas and building policy
implementation capacity through regional and international poli
dialogue. This section reports on the Initiative and its future
directiors.

Full details on the activities of the NEPADECD Africa
Investment Initiative can be downloaded from the Initiative web
at: www.oecd.org/daf/investment/afrioawww.nepad.org

Contact:Jonathan.coppel@oecd.org
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Programme Overview

The NEPADOECD Africa Investmentinitiative aims to foster
sustainable growth, employment creation and poverty reduction by
advancing private sector development in African coun{ges Annex 1 for
an overview of thenitiative).

Political support for thénitiative is strong.The Communiqué on Aita
adopted by G8 Heads of State in July 2005 at Gleneagles states that "African
countries need to build a much stronger investment climate: we will
continue to help them do so, including through the promotion of a stable,
efficient and harmonised legal usiness framework”, noting "the
improvement of the investment climate through the OECD/NEPAD
Investment Initiative". Political support was renewed, and a call for
additional financial support made at the G8 Heilingendamm Summit on 8

June whenthe G8 Declaat i on st ated Awe will i ndi vidual |l
continue to support initiatives which address the investment climate, such as
the NEPADOECD Africa I nvestment Il nitiativeo.

During 2007, the work of thimitiative focused on:

I The investment climate ctent of the African Peer Review Mechanism
(APRM);

i The role of tools,such as the Policy Framework for Investment to
support the implementation of investment climate reform policies and
effective participation in the APRM process; and

i The investment climat conditions and governance arrangements
conducive to beneficial private sector participation in the water and
sanitation sector.

Lusaka Roundtable

These topics were examined at a roundtable in Lusaka, Zambiazs 27
November, 2007. The meeting was ateshcby 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 attended by a large number of senior
officials from both the wter and sanitation sector, as well as the investment
community. Private sector and civil society also participated.

The Lusaka roundtable compared and shared experiences relating to the
investment climateontent of the APRM.The following issues were ised
in this regard:
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1 The role that the APRM process can play in addressing investment
climate bottlenecks was emphasized. There have been already positive
follow-up measures taken, as a result of the review process, to carry out
specific reforms of the irastment climate in countries like Kenya,
Ghana and Rwanda.

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

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

I The decision to review the selfsessment country questionnaire has
been taken by the APRM process. This would include deepening the
guestions on corporate and economic governance, which will bring out
issues around investment climate reform. The Roundtable advanced the
reflection on how this review could be usefully informed by elements in
the Policy Framework for Investment (PFI) framuek.

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

The discussion on the PFI centered on the
Toolkit and its application in Zambia, as a tool to supporttrapletion of
the investment climateontent of the APRM questionnaire. The following
points were raised:

1 The PFIl was welcomed, as a useful resource to support countries keen to
i mprove their policiTesl Kiotr pmojesdtmie nwas Tdle:
welcomed as a way of providing practical and tfsiendly policy
guidance to support the effective application of the PFI.

1 In the development of the PFbolkit a number of considerations were
made:

o It should include guidance that assists in enhancing ppbliate
dialogue.

o0 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 FBbIKit.
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I The need to have a sharper focus @iomal mechanisms and how they
can be supported in order to play an active role in the sharing of
experiences and pekarning (such as OHADA in West Africa).

9 There is a need to have a stronger political momentum in Africa around
the question of investmeé climate reform. Setting an ambitious
milestone or target would give a strong signal. For example, setting the
goal of 06Africa being the most or the bes:s
certain agreed date6 could be considered i

The Honourable Felix Mutati, Minister for Commerce Trade and Industry of Zambia
(left) greets the Honourable Semakula Kiwanuka, Minister of State for Finance,
Planning and Economic Development (Investments) of Uganda, in the presence of
Prof Mucavele, Executive Head NEPAD Secretariat and Mr Amano, Deputy Secretary
General OECD at the Lusaka roundtable.

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

9 Infrastructure remains one of the key impediments to improving the
investment climate in Africa. More attention should be given to building
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capacity in policy design and implementation to invotiie private
sector in infrastructure.

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

The gap between investment in infrastanet 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 toolso properly assess and manage the implications of this
involvement such as the OECD water and sanitation guidelines for
private sector participation in infrastructure. This is based on a review of
specific experiences supported by an information baasleo presented

at the meeting on the extent of international and local private sector
participation in the water and sanitation sector.

There have been important changes recently in the nature of private
involvement in the water and sanitation sector tolwahorter, less risky
contracts that involve limited or no investment obligations. In parallel,
the sector has seen the emergence of new actors, such as the local and
regional actors, and a growing recognition of sraallle private
providers.

Beneficid relationships between all the stakeholders in the sector imply

a right allocation and understanding of roles and responsibilities. It is a
precondition for a respectful cooperation. The partners face a constantly
changing environment. Their relationsisipould allow for the flexibility

of adapting to these changing conditions. In this type of environment,

negotiations are necessary and healthy.

Promoting transparency is a critical element in the relationship between
the partners and in tackling corruptio

Monitoring and addressing regulatory questions at the appropriate level
is an issue that requires more attention. In this regard, regional sharing
of regulatory experiences and benchmarking is particularly useful in the
water and sanitation sector.

Financing of infrastructure extension remains a key issue. There are
notably big challenges in terms of serving the poor. Howetrer
participants shared an optimistic assessment. The opportunities exist and
some promising avenues lie in Output Based A@BA) schemes,
blending financing sources (hybrid schemes bringing together public
and private finance) and tapping into domestic sources of funding like
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social security funds (ex. The recently established -Afdoan
Infrastructure Fund)

9 Assistance is 8t needed to overcome the challenge of preparing
bankable projects to be able to access finance needs to be addressed.

A full report on thelLusakaroundtable has been published and is
available from thénitiative website atvww.oecd.org/daf/investment/africa
To obtain a paper copy please send an ematta.shodu@oecd.org

Creation of the Initiative Steering Group

Following the decision at the Brazzavitieundtable in December 2006,
a Steering Group governing thiitiative has been establishedhe
inaugural meeting of thet&ering Groupwas held during the Lusaka
roundtable andchaired by Prof. Firmino Mucavele (CEO of NEPAD
Secretariat) with Mr. TakesMagi-Japan, as Vicehair.

The Seering Grougemphasied the importance of tHaitiative working
in partnership with other relevant organizations and initiatives while:

9 focusing only on areas which result in policy impact on the investment
climate;

building capacity within the African region, and

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

Initiative collaboration with other organisations over the past y&s
taken sever al f or ms. For exampl e, the | ni
Manager is a member of the Expert Panel ad
Regulation for Growth programme on improving the governance framework
for investment

In March 2007, th@©ECD manager of thinitiative organised a panel
on "Building Policy Capacities for a Positive Trade and Investment
Climateo. This was part of a major conferen
and Fighting Corruption: New Frontiers in PubHdvate Partnershgl
organised by the World Bank Institute, OECD, and the Belgian government.
It centered on the challenges of creating good governance with the co
operation of the private sector.
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Conference on Improving Governance and Fighting Corruption:
New Frontiers in Public-Private Partnerships, Brussels, Belgium

Further information about this event can be found on the conference
website atwww.improvinggovernance.beOne of the outcomes of the
conference recogniseatle need for more work on identifying the obstacles
to mobilising investment and building the capacity to establish a sound
investment climate, by strengthening pksarning methods like the APRM
and using capacituilding tools like the Policy Framewof&r Investment.

As noted above, these points were developed at the Lusaka roundtable.

Way Forward

The Steering Group will continue to guide the priorities and activities of
the Initiative. In this regard, further guidance will be sought from Steering
Group members through the designated Electronic Discussion Group.

A number of ideas where expressgdhe Lusaka roundtabfer future
work, including private sector participation in infrastructure sectors that
have a direct impact on regional integratisach as the transportation and
energy sectorsSeveral African countries' also demonstrated interest in using

the PFI for: seklevaluation, publigrivate dialogue, and measuring
progress.

The government of Uganda has offered to host the next roundtable,
which will take place in the second half of 2008.
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Annex 1

NEPAD-OECD Africa Investment Initiative, Programme Overview

The Initiative aims to foster sustainable growth, employment creation
and poverty reduction by advancing private sector development in African
countries. The Initiative has three distinct objectives:

1 To support African government efforts to develop an integrated
policy roadmap based on concrete measures for improving the
investment climate in African countries;

1 To raise the profile and image of Africa as a place in which to
invest, to facilitate regional eoperation among African countries
and to give an African voicaiinternational dialogue on policies for
investment; and

T To strengthen and support African count
design, implement and advance a resuknted national reform
agenda to improve the investment climate.

In collaboration with other orgésations, thelnitiative harnesses the
comparative strengths of OECD -operation with nohmembers on
investment, by drawing on its multilateralbhacked investment policy
instruments and expertise in peer review work methods.

Thelnitiative follows a segence of three phases:

1 A collective and comparative stocktaking of the current reform
efforts in African countries, bearing on specific elements of the
investment climate.

1 The development of country reform road maps based -alepth
self evaluation andger dialogue on investment policy action plans.

1 Peer monitoring of the implementation of policy reform action
plans.

The Initiative uses the Policy Framework for Investment (PFI) and other
tools and instruments to identify where the obstacles to ineestlie, to
assess where the priorities for reform need to focus and as a basis for
building capacity in African countries for investment climate assessment.
The Executive Heads of the African Peer Review Mechanism (APRM) and
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NEPAD Secretariats endorse ther exploring the use of the PFI in support
of the APRM process, which was piloted at a Roundtable in Brazzaville in
December 2006.

The Initiative is governed by a Steering Group. The roles of the
Steering Group are to provide strategic direction, oeerfe work
programme, mobilise political and financial support and assist in the
dissemination of outputs of the Initiative. Professor Mucavele, Executive
Head of the NEPAD Secretariat, chairs the Steering Group with Vice Chairs
from a NEPAD and an OECD uaotry. Other members include senior
investment experts from NEPAD and OECD countries, the AU
Commission, the Regional Economic Communities, multilateral
development organisations, the donor community and the private sector.

Activities

Each phase of the woresults in two Roundtable events. These events
are structured to be resudltiented and proceskiven, with the outcomes at
each phase of thdnitiative aimed at producing impact on policy
development and capacibgilding within the African region.

The work of the Initiative and each of the Roundtables focuses only on
areas of technical need and where OECD experience, expertise and work
methods add maximum value. It harnesses the comparative strengths of OECD
co-operation with nomimembers on investmemhese strengths include:

1 A partnership approach to policy capacity building based on sharing
experience and peer learning.

1 The availability of multilateralijbacked investment policy tools
which African countries can adapt and develop to their speeiéds.

T A forum for policy ceoperation and dialogue based on
comprehensive, coherent and proesssnted policy assessments.

1 Mobilisation of other fields of OECD expertise, and its role as a
facilitator.

Anticipated impact

The Initiative is expected to iprove government policy aimed at
attracting private investment for poverty reduction, job creation and
sustainable development in Africa. Specific anticipated impacts are:

1 Better informed decisiemaking and more effective policies for
investment.
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1 Enhancedwhole of government sensitivity to policies influencing
the investment climate.

9 Strengthened capacity in African countries to reform and implement
policies which create a level playing field for all investors.

91 Improved perceptions and reality of Africaauntries as locations to
invest.

Beneficiaries

African countries are the main beneficiaries of linigative. The added
value attributed by African partners to-operation with the OECD is linked
to its role as a catalyst and hub for internatiopalicy dialogue for
developing and adapting policy tools and peer learning methods to an
African country context. OECD participation also offers African countries a
vehicle for policyceoper ati on with the worl dos
without conditigality. Likewise, OECD countries benefit from the adoption
of high investment policy standards regarding transparency, openness and
corporate responsibility in African countries.
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3.3. Suth EastEurope Investment Compact

The South East Europe CompactRaform, Investment,

I ntegrity and Growth (AThe
launched in 2000. The objectives of the Investment Compagd
to improve the climate for business, investment and employi
to attract and encourage private investment, to enstivate

sector involvement in the reform process and to instigate an
monitor the implementation of policy reform. This section of
reportovervievs the key outputs and progress made towardg
achieving the goals of the Investment Compact over the pas
yea.

Full details on the activities of the Investment Compact for
South East Europe can be downloaded from the internet at:
www.investmentcompact.org

Contact:Anthony.osullivan@oecd.org
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Programme Overview

The Investment Compact for South East Europe is a regional
programme designed to improve the investment climate and encourage
private sector development in South East Europe (SEE). The Investment
Compactisspported by 12 OECD countries and the
cover Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the Former
Yugoslav Republic of Macedonia, Moldova, Montenegro, Romania, Serbia
and UNMIK/Kosovo.

The programme operates under the auspafethe OECD Directorate
for Financial and Enterprise Affairs and the Stability Pact for South Eastern
Europe. It has its own institutional structure including an Investment
Committee, Working Groups and an annual Ministerial Conference.

The work of thehivestment Compact is basew four pillars:
1 Monitoring and Evaluation;

1 Support in implementation of reform;

9 Private sector support;

9 Political support.

To deliver output on the first two of these pillars, the Investment
Compact uses the Investment RefdPnocess (see Box) and has developed
two tools to measure policy and to provide guidance in reform: the
Investment Reform Index and the Small and Medgired Enterprise
(SME) Policy Index

The Investment Reform Index

The firstinvestment Reform Index Repwras published in November
2006. Its official release (see Annex 1 for the OECD press release and the
main findings of the report) in Paris was followég countryspecific
presentations in all SEE countries to the media, to the private sector and to
govenment officials. The report was also presented in OECD partner
countries (Austria, Ireland, ltaly, Slovenia and Switzerland) and at the
Stability Pact and EBRD headquarters.
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The Investment Reform Process

The Investment reform process is a systematic and collaborative proces
incorporates measurement of policy reform, defines country priorities and pro|
coaching and support in implementation of policy reform. It allows the Invest
Compact to iymonitor the policy commitments set out in the SEE Regional Framey
for Investment*, ii) provide practical tools such as the Investment Reform Index ar]
develop and implement regional and courgpgcific advisory projects.

The Investment Reform Pro@ss

Good Practices

Measurement and

Support in
Evaluation 2

Implementation

Annual Process to achieve Impact

Prioritisation /

*  The Regional Framework for Investment was endorsed by the SEE countries at the 2006 Mir|
Conference of SEE Ministers of Economy (Vienna, 27 June 2006). Based on the Policy Frani
for Investment it provides a reference for the elaboratimplementation and evaluation of nation
policies related to investment in the region, and covers ten areas: Investment Policy, Inve
Promotion and Facilitation, Tax Policy, Argorruption and Business Integrity, Competition Polig
Trade, Regulatry Reform, Human Capital and Employment, Corporate Governance, SME Poli

The report is based on the Investment Reform Index (IRI), antoich
uses collaborative benchmarking to evaluateene South East European
countried stand in policy reform to improve the investment environment.
Structured around th@ECD Policy Framework for Investmer(see
Chapter 2) the IRI:

1 UNMIK/Kosovo was not included in the IRl 2006 evaluation but wililh2008.
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1 Allows SEE countries to measure and communicate progress on
policy reformto improve the business climate;

1 Provides direction on how to make improvements within each
policy dimensioAthrough adopting OECD good practices;

9 Allows SEE countries to benchmark progress relative to their peers
in the region.

WA B
_otcn (@ — 7 STABILITY PACT ‘,f.,!‘?hﬁ“

Ministerial Conference

A REGIONAL FRAMEWORK FOR )
- INVESTMENT IN SOUTH EAST EUROPE

Ministerial Meeting of the Investment Compact in Vienna on 27 June 2007

The specifimbjectivesof the IRI are to:

9 Structure evaluatiorby evaluating progress in investment policy
reform on a comparative basi s, by
scale of 1 to 5 (weaker to stiger), corresponding to the various
dimensions of reform and by illustrating level 5 with good practices
from other countries, particularly in Central and Eastern Europe
(CEE).

The IRl 2006 evaluation process was based on 8 policy dimensions. These were investment
policy, investment promotion and facilitation, tax policy, agiruption and business integrity,
competition policy, trade policy, regulatory reform angrtan capital. Evaluation of small and
mediumsized enterprise (SME) policy was part of a separate process conductedpieraton

with the European Commission under the framework of the European Charter for Small
Enterprises.

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007 71

def

n



3. REGIONAL INITIATIVES: DRIVING EMPLOYMENT AND ECONOMIC GROWTH THROUGH NVESTMENT

1 Target support for improvemehy prioritising regional and country
level suppo t needs based on evaluati
support based on good practice examples from OECD countries and
follow up projects coordinated by the Investment Compact.

1 Promote regional collaboration and peer revidw encouraging
more effective per review through a common evaluation
frameworkand by promoting dialogue between CEE and SEE based
on good practices in CEE

1 Support public and private sector involvembmptoffering a simple
and transparent communication tool for potential invesioigby
establishing a measurement process that encourages-iNgie
consultation.

The IRI scoring is based on a combination of quantitative and
gualitative inputs derived from Investment Compact data, secondary data
(e.g. reports by the World Bank, therBpean Commission, the European
Bank for Reconstruction and Development, or Foreign Investors Councils),
data provided directly by governments (e.g. government strategies, recent
laws, action plans, monitoring data) and direct individual and group
interviews with the private sector in all countries.

A second IRI evaluation will be conducted in 2008.

The SME Policy Index

The first SME Policy Indexeport was officially launched during an
event organised by the Investment Compact and the European Commission
(EC) in Dubrovnik in March 2007 (see Annex 2 for the OECD press
release). The report was also officially presented at the annual European
Charter for Small Enterprise Conference in Berlin on 2 June, 2007.

The report is based on the SME Policy Index, a tlasleloped by the
Investment Compact and the EC to measure where Western Balkan
countries stand in implementing the European Charter for Small Enterprises
(the Charter), a paBuropean policy framework for SME development
elaborated by the European Unionden the framework of the Lisbon
Agenda, and which all Western Balkan countries and UNMIK/Kosovo
countries of the region adopted in 2003. As with the IRI, the SME Policy
Index allows benchmarking of progress relative to peers and provides,
through good praice, directions on how to improve in respect to each
dimension.

The specific objectives of the SME Policy Index are to:
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1 Measure SME policy developmeon the basis of inputs from
governments, the private sector and SME policy experts;

1 Allow a comparativeand independent evaluatioon progress on
policy implementation based on a single set of policy dimensions
and with reference to good practice;

1 Support Western Balkacountriesand UNMIK/Kosovo in setting
targets on SME Policy development that are meéateira
comparable, relevant and consistent with the Charter;

1 Promote experienegharing and crossountry policy evaluation
throughout the region.

How the SME Policy Index was Developed

The SME Policy Index evaluation is based on the ten policy dimensfdhe
Charter and was developed chronologically as follows.

1 The Investment Compact and its three partner organisations (EC, Eur
Bank for Reconstruction and Development, European Training Foundd
designed a SME policy toolkit.

1 Using the toolkit,Western Balkan countries and UNMIK/Kosovo coneuict
self-evaluations, structureth a national report along the lines of the Char|
dimensions.

1 The partner organisations conducted sedermdl measurements through de
research, local consultants andistured interview.

1 Ateam of independent consultants used the SME Index to conduct indepg
assessments.

1 Preliminary scorings were determined by the partner organisations.

1 Governments were given an opportunity to comment on the prelimi
findings.

i1 Final decisions on scores were taken by the partner organisations.

*  Education and training for entrepreneurship; cheaper and fasteustaoetter legislation and
regulation; availability of skills; improving online access for tax filing and companytratis;
getting more out of the Single Market; taxation and financial matters; strengthening the techno
capacity of small enterprises; successfubusiness models and top class business supy
developing stronger, more effective representatfsmall enterprises.

A second SME Policy Index evaluation will be conducted in 2009. In
the interim, an IT based tracking mechanism containing the SME Policy
Index scores and graphs will be devised. It will provide a platform for SEE
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Nationd Charter Coordinators to regularly send updates on Chafted
activities that mi ght influence th
specific topic related to one of t
Partner organisations and Charter iblzl Coordinators have decided to
concentrate on how to promote and support SME innovation and
competitiveness. Work will be developed through workshops; the first one
in Slovenia in September 2007 and by focus groups and peer reviews in two
countries.

e ntr
he Charte

The South East Europe Investment Committee

In April 2007, South East European countries and the Investment
Compact launched the South East Eurtipencourage the implementation
of policies to increase domestic and foreign investment. Through this
Committee, the Investment Compact will support SEE countries in
developing guidelines to implement reform in the key policy priorities
identified in the IRI evaluations.

The Committee is composed of a Core Committee and of Working
Groups in char goew otfo dienvpelleonpeinntg réeH or ms 6 gui
Member countries agreed that the first four Working Groups and set of
guidelines would focus on investment promotion (SME linkages), regulatory
reform (Regulatory Impact Analysis), human capital (skills gap analysis)
ard anticorruption (public procurement systems). Félow to Implement
Reportswill be published in November 2007.

The Committee is also responsible for implementing the Regional
Framework for Investment and serves as a platform for consultations on
investrentr el at ed i ssues. It wi | | al so act as t
Regional Ceoperation Council following a final confirmation by the
signatories of the Central and Eastern Free Trade Agreénigme.
Committee has been designed to enhance regional $égudor common
strategies and is closely associated with other relevant initiatives.

Specific Implementation of Reform Projects

The Investment Compact also works on developing and implementing
regional and countrgpecific advisory projects. Three suclojpcts have
been operational over the past 2 years

The Regional CeperationCouncil has been set to replace the Stability Pact for South Eastern
Europe. The signatories of the CEFTA are Albania, Bosnia and Herzegovina, Croatia, FYR
Macedonia, Moldova, Montenegro, Serbia, UNMIK/Kosovo.
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In May 2007, the Investment Compact, in collaboration with the World

Bank o6l nvest in the Western Balkansd (I 1 WB)
proj ect Defining and|Stetgthéning Sector Specific $esr of
Competitiveness in Western Balkans Countrie
are to:

9 Develop a sectoral analysis to complement the [IWB investment
promotion agenda, which has been endorsed by Western Balkans
countries and is being implemented with thete¢ot r i esd i nvest ment
promotion agencies;

M Provide detailed and accuratealand information for each sector;
1 Remove sector specific barriers in the targeted sectors.

The first two objectives are currently being tackled through the
implementation of a thorgquh s ect or al evaluation to anal ys
most competitive sectors at the regional level, taking into account
government priorities and the strengths and weaknesses of each country.

Following completion of the sectoral analysis, the Investment Compact
will begin work on the third objective, which will involve implementing
projects to remove sectspecific barriers. These individual projects will
begin in June 2008 and will be elaborated from the list of barriers identified
in the sectoral analysis amiscussed and agreed upon with the countries in

early 2008.

In July 2007, the Investment Compact completed the project
6Strengthening Devel opment and | mpl ementati ¢
Policy in the Western Balkane@ (referred t
coached the regionds countries on improving

statistics, notably by ensuring that they are in line with international
standards. The project also involved conducting case study examples of
evaluating the impact of FDI.

The objectives of the project were to:

1 Provide a methodological framework for the systematic and
comprehensive collection of FDI data based on international
standards;

1 Improve the ability of policymakers to evaluate the impact of FDI
on a number of key eoomic variables (e.g. employment, tax
revenues, trade, etc.), thus improving c
evaluate policymaking;

1 Provide an opportunity for experienrsharing between government
and bilateral and multilateral organisations operatinghizn SEE
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region over a wide spectrum of policy issues, thereby increasing the
scope for donor coperation and cordination.

As part of the project, three workshops were organised. The first on
Upgrading FDI Data Collection, Elaboration and DisseminatiSgstems
held in June 20086, in Istanbul, the second=ealuating the Impact of FDI
in SEE- Case Studies and Practical Tooleld in October 2006, in Zagreb
and the third onSouth East European Opportunities in the Global
Offshoring Marketeld in Decemér 2006, in Prague.

Three publications were released to disse
output.

1 The Impact of FDI on the Croatian Econaniphis report is an
assessment of the role of FDI in Croatia. The main characteristics of
FDI in that country are desbed, along with its impact on
employment, fiscal revenues and trade.

1 The Role of FDI on the Restructuring of the Metal Processing
Industry in Bosnia and Herzegovind&his report presents an
overview of the metal processing industry in Bosnia and
Herzegwina and an assessment of the impact of FDI on this
industry.

f How South East Europe Coumhisri esd Statist
report presents an evaluation of the practices, definitions and
concepts used for statistical measurement of FDI in SEE using the
OECD/IMF Survey of Implementation of Methodological Standards
for Direct Investment (SIMSDI).

This project was conducted in close collaboration with theEHfstat
Regional Statistics Programme on improving trade statistics and with the
Stability Pact Workag Group on Trade Liberalisation and Facilitation.

In December 2005, the FDI Strategy for Moldova was launched. This
project aims to increase FDI flows to Moldova and to promote Moldovan
SMEs. The first phaseStrategy Developmentof the project consiet in
drafting an FDI and Export Promotion Strategy for the Government of
Moldova and was completed in June 2006 with the adoption of the Strategy
by the Moldovan Ministry of Economy and Commerce.

The second phaseCoaching and Implementaticnis now uneér way
and focuses on implementing concrete actions in one of the sectors
identified during the first phase: Remote Technical Business Services. Four
activities will be developed during this phase:

1 Elaboration of a FDI database;
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1 Implementation of a Skill&ap Analysis;

1 Development of an SME linkages programmes between foreign
investors and local enterprises;

T I'nvestorsd missions to mar ket Mol dova as
Mobilising private sector and political support

The Investment Compact actively pports the participation in, and
opinions on its work of the private sector. In particular, it seeks
contributions to the programmeos monitorin
opinions on policy reform issues and best practice sharing with SEE
countries.

The p ogr amme 6 s mai n private sector partnert
Advisory Council for South Eastern Europe (BAC), the Business and
Industry Advisory Committee to the OECD (BIAC), and the network of
SEE Foreign Investors Councils (FIC). The programme elicits prsettor
input on its activities mainly through interviews, participation in
public/private review of preliminary IRl and SME Policy Index results, and
input and participation in the business sessions of its Ministerial
Conferences.

The Investment Compaatnsures political support for its initiatives
through the ba n nu a | Meetings of the SEE I nvestment
Committee. These meetings bring together téylel policymakers from
the Ministries of Economy and Investment Promotion Agencies of the
regi on to discuss the programmeds work plan.
holds an annual Ministerial Conference to encouragelewsgd political
support and regional ownership of the reform process and Investment
Compact activities. The 28Ministerial will be held in Serbia (Belgrade,
11-12 February andwill focus on publieprivate partnerships.

Finally, political support is garnered through regular missions to the
region to di s c aciviestardé¢he igentidiegl prepntynasedss
of reform. The specific objectives of these events and missions are to
encourage consensus on OECD Investment Compact activities, to discuss
policy recommendations and findings from Investment Compact
evaluatims, to promote regional emperation in the implementation of
reforms and to garner political commitment from relevant peatiakers to
implement reforms.
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Annex 1.

OECD Press Release for the Launch of the IRl 2006 Report

South Eastern European countrisould step up their fight against
corruption, further encourage competition and intensify regional co
operation on trade in order to attract more and better foreign direct
investment, according to a new OECD report.

The OECD I nvest mentt REfornmpndextrepst | nvest men
2006 analyses the policies of countries in the region and recommends how
they could improve them to attract more and better foreign direct investment
(FDI). The countries are Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, FYR Maedonia, Moldova, Montenegro, Romania and Serbia.

Some significant progress has been made, the report finds. Countries
have put in place effective investment policies, liberalised their trade
regimes and introduced low corporate tax rates that range froto 2086.

However, economic growth and policy reforms have not reduced
unemployment in the region, which is over 20% in the Western Balkans.
FDI inflows continue to depend heavily on privatisation, with 90% of
inflows concentrated in Bulgaria, Croatia, Ranaeand Serbia.

The report warns that time is running out for the region to achieve its
full investment, growth and employment potential. Without further reforms,
the region risks being marginalised by competition from both Central
Eastern European coursi, which are increasingly active in highlue,
more capital and technology intensive sectors, and-clost, labour
intensive producers in Asia and North Africa.

EU accession has accelerated the reform process, particularly in
Bulgaria and Romania, whidead the region in implementing investment
and competition policy. But every country needs to do more on issues not
directly related to the accession process, such as regulatory reform, tax
administration and human capital.

Public governance in the regioeeds to be improved, notably in terms
of anticorruption and regulatory reform. While laws and institutions are in
place to fight corruption, there is little evidence of enforcement. There are
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too few investigations, prosecutions and convictions on corugharges.
Corruption in tax and customs has been reduced by streamlining
administrative processes but conflict of interest for civil servants, for
instance in the area of public procurement, remains a problem.

Regulatory reform is a major challenge.u@tries have put in place
regulatory reform strategies and established regulatory bodies. But most of
these bodies are understaffed and many lack the power to challenge draft
laws.

Policy inconsistencies in the region are also sending out conflicting
signds to investors. For example, while countries have significantly reduced
tariffs and abolished import and export licenses, they have not yet addressed
high nontariff barriers to trade such as technical, health and sanitary
standards, as well as burdensactustoms procedures. Land property rights
and the enforcement of intellectual property rights should also be
strengthened.

The OECD Investment Compact is a regional programme set up to
improve the investment environment and encourage private sector
developnent in South East Europe (SEE). It operates under the auspices of
the Stability Pact and its work is-oodinated by the OECD, which provides
the secretariat.

79



80

3. REGIONAL INITIATIVES: DRIVING EMPLOYMENT AND ECONOMIC GROWTH THROUGH NVESTMENT

Annex 2.

OECD Press Release for Launch of the SME Policy Index 2006

The Western Balkans hascently made good progress in improving the
policy environment for smal | enterprises, 1
economies. But more needs to be done, notably in Albania, Bosnia and
Herzegovina and UNMIK/Kosovo, to support small and medéizad firms
(SMEs), according to a new report by the OECD and the European
Commission on enterprise policy in six Western Balkan countries (Albania,
Bosnia and Herzegovina, Croatia, the former Yugoslav Republic of
Macedonia, Montenegro and Serbia) and the province sd¥n

06Enterprise Policy Development in the WesHi
on the implementation of the European Chart
finds that while Croatia has taken a general lead in the overall environment
for SMEs, Serbia, Montenegro and the rRer Yugoslav Republic of
Macedonia have made important strides in the right direction and may
shortly be able to catch up with Croatia.

The situation in Albania, Bosnia and Herzegovina and UNMIK/Kosovo
warrants a renewed commitment for the introductioniamdementation of
business friendly policies over the next years. In Bosnia and Herzegovina a
new push to adopt a state level policy framework (SME strategy and
implementing capacities) remains important. In Albania the challenge lies
mainly in the modeiisation and speeding up of company registration
procedur es, in line with what the regionoés
achieved.

Across the region, most progress has made in dimensions directly
related to i mprovements vimnmenmmdrd enterprises
rapid registration for statp, taxation and finance, and SME representation
and public/private dialogue. In regulatory reform and the development of
access to the Single European Market, progress has been slower and uneven
across the regh. There are more encouraging results in technological
capacity and #business models than in improving-lome access.

Scores in the dimensions Ohuman capital de
education and traini ngocomparadivellaww ai | abi l ity o
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Making good progress in these two dimensions will require the introduction
of complex structural reforms in the education and labour markets. These
reforms will only show results in the medium to long term.

In some policy areas the WesteBalkan economies are advancing
together. For example, each country will soon have an SME Development
Strategy and an SME Agency. Regarding entrepreneurship education, pilot
projects have been initiated in each of them. With a few exceptions, all
countres are advancing in speeding up company start up procedures.

In other areas there are clear differences. Croatia, for example, is ahead
of the other Western Balkan economies in the dimensions associated with
technological development, the promotion of cetitiyeness and gearing
up business for work in the information society where online access and
information portals offer new potential to reduce the burdens on
entrepreneurs.

The Western Balkan governments which have not already established
the basic opeational environment for SMEs in areas such as business
registration, taxation and access to finance need to do so rapidly. In addition,
governmentesourcesboth human and financial, need to be increased as a
high dependence on donor funding risks makiedorm fragile and
unsustainable. With the Western Balkans moving along in the EU
integration process and the first impacts of the approach to the EU single
market being felt, a dedicated push to boost competitiveness and innovation
also becomes critical.

The report was presented on 26 and 27 March 3a0aw official launch
organised by the European Commission and the Croatian Ministry of
Economy, Labour and Entrepreneurship in Dubrovnik, Croatia. The
assessment is based on, and analyses 10 dimensiorepremeurship
education and training, cheaper dfadter startup, better legislation and
regulation, availability of skills, improving elme access, getting more out
of the single market, taxation and financial matters, strengthening the
technological apacity of SMEs, successfubeisiness models and top class
smal | business support, representation of s

The report was prepared by the OECD Investment Compact for South
East Europe and t he Eur opeaahforCommi ssi onods
Enterprise and Industry, in consultation with the European Training
Foundation and the European Bank for Reconstruction and Development. The
assessment is based on the European Charter for Small Enterprises, a key
guidance document for policy making improving the business environment
within the EU, which the countries of the Western Balkans adopted in June
2003. A new report assessing progress will be publish20iG8.
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3.4. Emerging Asia

The OECDAsia Investment policy eaperation emerged from
an exploratory meeting in Shanghai on 6 December 2002,
against the background of countries in the region being
increasingly concerned about maintaining high levels of fore
direct investment inflows and the implications of China
attracting a major sharef these inflows.

The expected outcome from t
dialogue with Asian economies and in partnership with regig
bodies is to contribute to an improved investment environme
in the region and to retaining and maximising besedf private
sector investment for Asian development.

Contact: mariefrance.houde@oecd.org
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Co-operation with APEC is one of the main channels through which
policy dialogue with Asian economies is conducted. The Investment
Commi tt eeds pithh Asian gcondniiea &nd igs partnerghip with
regional bodies contribute to an improved investment environment in the
region and to retaining and maximising the benefits of private sector
investment for Asian development.

OECD cooperationwith APEC has high level policy attentionThe
2006 18th APEVinisterial Meeting held in Hanoi 156 Novenber 2006
welcomed Austrbi ads i nit i alevelewentonah®fl.omd a hi gh
the Declaration on the G8 Summit 2007 held in Heiligendammo June
2007 stated thafi t hodicy Framework for Investmertould be translated
into national practices and devel opment s, e
the Asia Pacific Economic (APEC) Frameworko.

Themai n f o c us caoperatioh pragramnee agroid theuse of
the Policy Framework for Investment (PFI) Wyetnamfor improving the
investment environment and develupthe capacityo make the necessary
reforms. There were two main areas of activity:

1 As host for APEC 2007, Australia organisedAIREC HighLevel
PublicPrivate Dialogue on the Policy Framework for Investment in
Melbourne on 2&7 April 2007; and

1 Vietnam invited the OECD to conduct a comprehensive assessment
of its investment policies against the Policy Framework for
Investment.

APEC High-Level Public-Private Dialogue on the Policy Framework

The key objectives of the Melbourne Conference were to discuss how
APECO6s developing economies may make use of
policy design tool to achieve investment climate reform tmdleliver
momentum and capacity to implement reforms

The Conference was opened by the Honourable Chris Pearce,
Parliamentary Secretary to the Treasurer of Aust(@imex lreproduces
his opening remarkgnd Mr. Masashi Mizuhami, APEC Senior Officitdr
Japan an closed yr. Chris de Cure, APEC Senior Official for Australia. It
benefitted from the participation of several other APEC Seniaci@f and
business representatives and investment experts from APEC and the OECD
as well from the IMF, UNCAD and the Asian Development Ban

The discussion was orgaeid around five major themes) @FI, policy
coherence ah behindthe-border barriers; (2 improving the investment
climatei partnership for reform; (3potential of the PFI to generate reform
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T preliminary r e spartnérship with the/ DECDN B MO s
investment climate reform strategiesselected APEC economies; and (5)
policy reformpriorities and capacity building needs.

One of the highlights of the Conference was the presentagon b
Vietnam ofa tentative PFI sekfvaluation of its investment policies.gave
an honestaccaint of the stronger and weaker poirdg6 its regulatory
framework and recognidethe need to pursue its reformsdgwing on best
practices. It also announced idecision to invite the OECD to conduct a
comprehensive PFl assessment of its policies and share the results with
OECD members.

The agreed objective of the full PFI assesat of Vietham, conceived
as apartnership process, is to haletnamstrengtherits policy framework
to attract more and better investment from domestic and international
sources in support of the countryds
assessment report will cover thd-IPchapters dealing with investment
policy, invesiment praonotion and facilitation, trade policycompetition
policy and tax policy.

The Vietnamese Ministry of Planning and Investm@viPl) and the
Central Institute of Economic Management (CIEM) will act as the focal
points for the OECD in the preparation of #h&sessment repotP1 will
co-ordinate the contributions of thagencies involved. The report is
expected to be finalised in mMarch 2008and will be presented and
discussed at the March 2008 Global Forum on International Investment (see
Chapter 2). The report will include a suggested a roadmap on fellpw
actions.

The completion of the PFI review of Vietham shopll/e the way for
deeper caperation between the Government of Vietham and the OECD
Investment Committee. It could also lead ttee caoduct of other PFI
asseswents of Asian economietndonesiafor instance, has been iddied
as a privileged partner for the enhanced engagement policy annotitieed a
OECD Ministerial Meeting itMay 2007.
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Annex 1.

Welcome speech for the APEC higttevel public-private policy
dialogue on the policy framework for investment

The Honourable Chris Pearce, Parliamentary
Secretary to the Treasurer of Australia

Key Points

APEC: The importance of APEC and Australia's role as host in 2007

Economic management The significance of economic reform as a
general principle

Investment and APEC The i mportance of 6reform par
drive investment climate reform within APEC

|l 6d |ike to extend a very war m, Mel bourne
today. Can | thank yoall for the opportunity to provide some opening
remarks to this very important APEC level Policy Dialogue.

The AsiaPaci fi ¢ region is vitalThdad o Australiabd
Australian Government therefore places great value on APEC. It is the pre
emirent regional organisation, and Australia of course, is very proud to be
its host this year.

The Australian Government acknowledges that APEC operates on a
voluntary basis.Open discussion based omtual respect, informs debates
among APECO®6 s omies. Wb leelieveahattha views and opinions
of all APEC member economies, large and small, are equally important in
forging decisions based on consensus.

The key objective of this Policy Dialogue is to examine the Policy
Framework for Investment or the 6 PFhé @Fl is a highly flexible
diagnostic tool developed by a Task Force of the OECD, which itself
involved 15 APEC member economies.

The Policy Dialogue wil!/ di scuss how APE(
economies may use the PFI tool as an organisingiplénfor investment
climate reform. In practice, member economies may use this PFl to
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benchmark their strategies for undertaking investment reform against
broadly accepted best international practices.

APECOs D ettaalighrthe Busan Business Agenda20605 and
the Hanoi Action Plan of 200& have recognised that improving
i nvest ment climates is a major challenge
economies. This is because investment climates must improve if living
standards are to rise, working conditi@me to get better, and more jobs are
to be created.

The current Policy Dialogue offers a way forward to meet this
challenge.The challenge embraces improving the climate for both domestic
and foreign investmerd the former makes up about 88 per centatdl
investment in APEC developing member economies.

However, | think it is important to say that the PFI is not a panacea.
Rather, it offers to all of us, a framework to take on the challenge of
improving our investment climateslmportantly, the PFl does offer a
comprehensive and coherent approach tdaasle of investment policy when
comparing it to other diagnostic toolé&ind at the same time, the PFI can
complement existing approaches based on other organising principles we
will hear about today.

I wish to commend APEC for bringing together highel policymakers
and business people todayhe Policy Dialogue has successfully brought
together such interests for over a decade nohe Dialogue will promote
understanding of the practical benefits of PFI assessmémig.| think it
will also demonstri@ how PFI assessments may be conducted.

| would like to encourage all of you here today to take up the
opportunity that is offered by this very constructive foruA.P EC0 s
developing member economies have a key role in the DialoGaey will
present thie reform experiences and their current policy settings and
prospects.They will also consider how they may use the PFI to refine those
settings and perhaps most significantly, improve outcomes.

Business, too, has a particular role in this DialogBeisiness can
highlight the impact of notransparent investment climates on their
commercial decisioimaking. Business can also make a case for improving
economic growth- and thus, living standardsby optimising the use of
capital flows.

International deMepment institutions and related bodies also have a
special role.They can point out the pitfalls of their experiendeevitably,
this will lead to discussion of the need for clear policy prioriti€bese
priorities, | think, should take account ofettbroad investment policy
environment and potential, or if you like, unintended, krocleffects.
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Broadly speaking, the Dialogue over the next two days will demonstrate
that APEC can make sound use of the experience of all of its participants.
That is, APEC developing member economies, businesses, international
policy institutions and international development organisations can all,
together, contribute to investment climate reform.

| would now like to turn to the significance of economic reform as a
geneal and guiding principle for all good policy.

Comment ators have noted that Australiads e
decade has been outstanding. therefore behoves our country, where

possible and where appropri staadl t o share th
hope we <can do that t hrough our significa
Economic Committee and the Finance Ministers

| know that the Economic Committee has embarked on a ngwears
structural reform programmedt is now in the process of fatising ongoing
work programs in the areas of competition policy; regulation; governance;
and economic and legal infrastructure.

And Finance Ministers have finalised their mediterm work agenda
that focuses on macroeconomic, fiscal and financial issues

Finally, I would note the i mportance of 0
investment climate reform within APEQ.need go no further than point to
a key deliverable for this Dialogu@ a PFI scoping study on Vietham.
Japan, Australia, Vietham andthe QBEC have al |l joined in such a
partnershipd t o Tha®ECD and ¥ietrarh wiltpyesento get her .
their findings at this meeting.

| feel certain that this Policy Dialogue will play a significant role in
driving investment climate reform withiAPEC.

| urge you all to share your ideas on the best uses for the IRfEh
you all every success in this endeavour.

Thank you.

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007 87






Chapter 4.

China, India and Russia:
EvidenceBasedPolicy Dialogues

An element of the OECD Investment for Development Initiative is dia
with the major normember players in the field of international
investment. China and the Russian Federation have been involved in
dialogue with the OECD Investment Committee for lyeadecade, and
the Government of India agreed in 2007 to intensify Hepmeration
programme with the Investment Committee in recognition of the

i mportance of foreign investmen

The ceoperation focuses on pmwoting transparent, open and ron
discriminatory investment policies and their effective implementation,
well as improving the quality of FDI data in support of sustainable
economic development.

This chapter overviews the activities of the country pnognas of co
operation with the Peopl ebdbs Redg
Federation, the results achieved and future directions. It also outlines
recently reinforced dialogue between the Government of India and th
OECD Investment Committee.

Contacts:kenneth.davies@oecd.of@hina and India)
Blanka.kalinoa@oecd.orgRussia),
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4.1. China

Co-operation between the OECD and China on investment policies has
been in place since 1995. The programme focuses on developing a mutually
beneficial exchange of experience to promote an open and transparent rules
based policy framework for investment @hina. Such a framework
encourage more and better investment, both domestic and foreign,
stimulating economic growth and development. This theme was emphasised
in the OECD Investment Policy Review of China: Progress and Reform
Challengespublished in 2003and in the 2008DECD Investment Policy
Review of China: Open Policies towards Mergers and Acquisitions

Having established its position as one
for FDI by the turn of the century, China has since become an increasingly

of

i mportant investor in the global economy.

provides opportunities for the countryos
strong challenges. Having sheltered for decades under the wing of the

gover nment , -onhédi entarfises are faeng e steep learning

curve as they develop a presence overseas, not least in the area of corporate

behaviour norms. Publics in OECD Member countries are also voicing

concerns over alleged infringements of such norms by Chinese corporations,

both at home and abroad.

Responsible Business Conduct

In response to these developments and a Chinese government request in
2005 for an exchange of experience with the OECD on responsible business
conduct, the cooperation programme with China has over thé®asonths
helped Chinese enterprises to understand internatieneaibgnised norms
of business conduct, such as the OECD Guidelines for Multinational
Enterprises. On 22 February 2006 OECD Secretaneral delivered a
presentation on tbaneour&yBgdspansibke pysinessa ¢ h
conduct in the context of investment policy-@oeration with China at the
keynde session of thé&lobal Corporate Social Responsibility Forum in
Beijing. This was followed in September 2006 with the launch of a co
opertive project on Chinese and OECD government approaches to
encouraging responsible business conduct at a seminar jointly organised by
the OECD and the Ministry of Commerce of
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(MOFCOM) at the 18 China International Fair fdnvestment and Trade in
Xiamen, South China.

In April 2007 the OECD visited Beijing and Hong Kong, China to
conduct research into policies to encourage responsible business conduct. A
wide range of stakeholders were interviewed, including the Chinese
govenment, OECD Member embassies in Beijing, other international
organisations, Chinese enterprises and business associations, OECD
Member country multinationals and business associations, Chinese and
international NGOs, labour representative organisationadeanics and
journalists. The results of this research are being compiled into a
background report for a mukitakeholder symposium in Beijing in 20
and subsequently to form the basis of a chapter in the plannedJEDB
Investment Policy Review of @hi

Improving FDI Statistics

The OECD is also exchanging experience with China in the
development of FDI statistical methodology. The OECD is uniquely placed
to develop ceoperation with China on FDI statistics in view of its standard
setting role in origiating and maintaining the OECD Benchmark Definition
of FDI (see Box)and as the convenor of the IMF/OECD Direct Investment
Technical Expert Group and the OECD Workshop on International
Investment Statistics. Statistics that are naomparable andccura¢ will
enable China and its investment partners to understand clearly the pattern of
Chinads i nward and outward FDI fl ows, prov
analysis. Better outward and inward FDI statistics can also help Chinese
policy-makers frame more efftiee policies to encourage the free flow of
investment.

At a ChinaOECD Dialogue on FDI statistics on 5 December 2006 both
sides agreed to establish a framework for continuous networking between
Chinese and OECD experts on FDI statistics and to develop mégliom
priorities for ChinaOECD ceoperation on FDI tatistics. China and the
OECD agreed to identify a group of core experts from China and the OECD,
to organise enabling visits, discussions and experts meetings, and to present
speci al papers for discussion and publicati
conclwsions is in Annex . Thanks to this-operation a joint Chin® ECD
seminar on FDI Statistics took place at the 11th China International Fair for
Investment and Trade (CIFIT) in Xiamen ol 8 September 2007.
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The OECD Benchmark Definition of Foreign Direct Investment

The OECD Benchmark Definition of Foreign Direct Investment first published in
1983 sets the world standard for direct investment statistics. It recommends a set of
principles and practices for the collection of FDI statistics designed to avoid
inconsistencies between countries, to reduce global discrepancies, to achieve
consistent statistical series over time and to allow a meaningful exchange of data
between partner countries. It is also fully compatible with the underlying concepts
and definitions of the IMF Balance of Payments (BOP) Manual and it follows the
general economic concepts set out by the System of National Accounts.

The Benchmark Definition is being revised. New methodologies are under
devel opment t o i de.e idenfifying fheguitimaiei haseor iRvBstiny ,
country or industr y hamd gél itmiamastaicntg ofpa
through non-operating intermediaries. The revision of the Benchmark Definition for
Foreign Direct Investment aims to meet a number of objectives, including:

8 A single point of reference for FDI statistics;

8§ Clear guidance for countries developing or changing their statistical systems
for recording direct investment;

8§ International standards for FDI taking into account the effects of
globalisation;

8§ A better basis for economic analysis of direct investment;

8 Practical guidance to users of direct investment statistics, including the

relations of FDI to other measures of globalisation; and

8§ An objective basis for measuring methodological differences that may exist
between partner country national statistics.

The new Benchmark Definition of Foreign Direct Investment will be published in
early 2008.

Regulatory Reform and the Investment Climate

In December 2006 the OECD published an assessment of the
Regulations onthe Acquisition of Domestic Enterpriseésy Foreign
Investorswhich had been issued on 8 August 2006 #ook effect on 8
September 2006. A summary of this assessment can be found in Annex II.
The OECD pointed out that the 20@8&gulationsrepresented a further
opening toward crodsorder mergers and acquisitions (M&) in line with
standard international practice in that they allowed for the first time the
acquisition of equity interests held by shareholders of a Chinese domestic
company by payment of equity interests held by shareholders of an overseas
company or n& shares issued by an overseas company. It also noted that
the 2006Regulationsncreased corporate transparency by requiring parties
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to a crossorder acquisition to disclose important information, for example,
on crossholdings and on the use of oversegecialpurpose investment
vehicles.

On the other hand, the OECD pointed out, the ZR8gulationsadded
an unwelcome screening requirement on chmsger M&A transactions
i nvol ving a imaj or o industry, having a p o
economic seaity, or possibly resulting in the transfer of famous trademarks
or traditional Chinese brands. The OECD proposed that these terms be
defined and that the new screening requirement be withdrawn.

In March 2007 the OECD welcomed two policy advances at th& 20
session of Chinabs National Peopl edbs Congr es
the new Enterprise Income Tax Law, by setting a single 25% tax rate for
domestic and foreiginvested enterprises, had ended the uncertainty
surrounding this policy since Cnadés accession to the WTO in
further noted that the new Property Law gave equal protection in law to
public and private property for the first time since the establishment of the
Peopl ebs Republic of China. The press staten

A resolution adopted by theEDCD6s Mi ni st er Mayl Counci l on
2007 invites the OECD SecretaBeneral to strengthen -aperation with
China and four other nemember countries through enhanced engagement
programs with a view to possible membership-dpeation on investment
policies is a major component of enhanced engagement
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Annex 1.

Summary of conclusions of the ChingDECD Dialogue on FDI statistics
for policy making, Paris, 5 December 2006

i. The meeting established a successful basis for futwapemation between
China and the OECD on FDI statistics.

ii. The purpose of coperation is to promote an exchange of views and
experiences between Chinese and OECD experts on FDI statistics and also
help China improve its statistics on inward and outward EWI< and stocks.

iii. There was a general agreement that FDI statistics form an important and
necessary component for the analysis of the global economy, keeping in mind
the undisputed role of FDI for development as set by the Monterrey
consensus.

iv. There was @ interesting exchange of views whereby OECD users and
statisticians acknowledged in the most transparent way the shortcomings of
current FDI statistics based on the methodology oBdwechmark Definition
of Foreign Direct Investment,“3edition The Clinese Delegation provided
its views and described the current situation with regard to FDI statistics in
China and the responsibilities of various institutions.

V. The Secretariat informed the delegations of current work on various new FDI
data breakdowns fomwhich recommendations will be included in the
Benchmark Definition of Foreign Direct Investmerit etlitionto improve the
anal ytical ability of the user s- These cbt
through fundsodo and fc apto dltimate investing r ansi t o,
and ultimate host country, and FDI by type (M&As and Greenfield

investment).
Vi. Del egations welcomed the OECDO®Ss initiatiyv
thanked the OECD for inviting China to the dialogue and strongly supported
follow-up activities. Several delegations, including international
organisations, expressed their willingness to contribute actively to future
work.
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Vii. The Chinese delegation extended its thanks for and expressed great
satisfaction with participation in this meetingida their willingness and
openness to conduct future dialogue with OECD.

viii. China endorsed the practical -operation framework on FDI statistics
proposed by Mr Schekulin, Chairman of the Investment Committee. Mr.
Satoru, the Chairman of the Chi@dCD dialogie on FDI statistics, asked the
Secretariat to prepare concrete follap activities, to include all the parties
who had expressed their willingness teagerate.
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Annex 2.

Summary of the December 2006 Supplement to the 2006 OECD Investment

Policy Reviev of China on Recent Developmentsii Chi nads Pol icies toward
Cross-Border Mergers and Acquisitions

Introduction

This note is a c on t-gperdiiantwithoOminattoo t he OECDO®O s
develop more open, transparent and-dimeriminatory investment policies
in support of Chinads devel opment . It al so
reconciling perceived needs to protect national interests with more open
investment policies in all countries, currently under discussion in a
continuing series of roundtables aerddom of investment, national security
and "strategic" industries at the OECD in Paris.

The OECDOGSs 2 0lAvastmenn HEolicy2 RePidmsf China
recommended more open policies towards ebwsder mergers and
acquisitions (M&As). The 2006 Review anagBnter aliathe2003 Interim
Provisions on Mergers and Acquisitions of Domestic Enterprises by Foreign
Investors(referred to in this note as the 20B8erim Provision, hitherto
the most comprehensive set of regulations on drosder M&A. It
welcomal the additional transparency they brought, and proposed further
measures to liberalise crelsrder M&A regulations, including: further
relaxation of foreign ownership restrictions; increased regulatory
transparency; adopting internationadftandard andtransparent merger
notification procedures; further improving corporate governance; and fully
opening capital markets to foreign investor participation.

On 8 August 2006 the Ministry of Commerce (MOFCOM) posted in
Chinese on its web site a new setRégulations on the Acquisition of
Domestic Enterprises by Foreign Invest@sreafter the 200Regulation}
to take effect on 8 September 2006. The link to the text of the new
regulations appears in a chronological list on the site. No invitation to
submt comments on thRegulationss apparent on the site or in the text.

The new policy towards cro$mrder mergers and acquisitions is
explained in the 11th fivgear plan for utilising foreign investment,
published by the National Development and Reforom@ission (NDRC)
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on 9 November 2006. This states that priority will be given to quality rather

than quality of foreign investments, that emerging monopolies by fareign

invested enterprises ar e posing a potenti a
security and tha f or ei gn busi nesses ar e har mi ng Ch
capacity for independent innovation. The plan sets forth a clear industrial

policy prioritising geographical areas, industrial sectors, levels of

technology, environmental protection and efficient useabural resources.

In response to perceived rising concern over foreign acquisitions of leading

Chinese firms in critical sectors, the plan provides for increased supervision

of sensitive acquisitions to ensure that wh
and enterprisesodo remain under Chinese contr ol

Main findings

The 2006Regulationsrepresent a further opening toward crbesder
mergers and acquisitions (M&As) in line with standard international
practice in that they allow for the first time the acqgiositof equity interests
held by shareholders of a Chinese domestic company by payment of equity
interests held by shareholders of an overseas company or new shares issued
by an overseas company.

The 2006 Regulationsincrease corporate transparency by neagi
parties to a crosgorder acquisition to disclose whether or not they are
affiliated with each other and, if they are under the common control of the
same entity, to provide additional information regarding the purpose of the
acquisition and whethehé¢ appraisal results conform to fair market value.
They also make specific and detailed provision for the use of special
purpose entities overseas by Chinese domestic firms making acquisitions in
China - an important addition in view of the generally urmeted but
wi despread prtarcitpg pien goof biyr o@imidnese compani es
benefit from incentives offered to foreign investors.

On the other hand, the 200Regulationsadd a new screening

requirement on crodsorder M&A transactions in which the rign
investor obtains controlling rights of a domestic enterprise if the acquisition:

9 Involves a major industry.
1 Has or may have an impact on national economic security.

1 May result in the transfer of famous trademarks or traditional
Chinese brands.

Thela k of definition of terms including fima
nati onal economic securityo, Afamouso tra
Chinese brands appears to render the new screening requirement less than

wholly transparent. Foreign investors seekingmerge with or acquire
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domestic Chinese enterprises, the domestic enterprises targeted for merger
or acquisition, and the Chinese government agencies charged with
implementing the new regulations may not have enough information to be
able to apply these t@s to an actual transaction. Pending the publication of
detailed implementing regulations, if any, the new screening process may
have a serious unintended discouraging effect on investments.

The new screening measures covering ebmsder acquisitions wbh
have or may have an impact on fnational eco
beyond measures to safeguard essential security interests.

This also raises an issue of compatibility with international
commitments. Since the extra layer of screening is addedta& merger or
acquisition, it amounts to an st restriction which can substantially
impede the stability of crodsorder merger or acquisition transactions.

AFamous trademarkso can be certified by a
Chinese administrativeagencies, including the Trademark Office of the
State Administration for I ndustry and Comme
certifications are not listed publicly, it is difficult for foreign investors to see
whether a trademark faltlrademaoksldbe ¢at eégomypt
usual for developed countries to restrict cHogsder mergers or acquisition
by reason of Afamousd trademark or Atraditio

The creation of a new layer of screening is in addition to the
examination and approval processéd on th€atalogues for Guidance of
Foreign Investment Industriesyhich the Chinese authorities have been
invited in both the 2003 and 2006 OE®e@viewdo make more transparent
and eventually replace with a closed list. It does not appear consigtent w
the repeatedly expressed intention of the Chinese authorities to streamline
foreign investment approval procedures.

The law concerning the control of strategic investment in listed
companies by foreign investors was progatéd on 3Decembe005 and
came into force on 30 January 2006. This law provides the relevant
procedures for merger and acquisition of domestic listed companies by
foreign investors.

However, the relationship between the 2G@&julationsand this law is
unclear, and therefore it raims uncertain whether the 20&&gulations
should be applied to a foreign investor merging with or acquiring a Chinese
listed company.

The OECDResiewdD86 not ed IntehinaRrovifianhe 200 3
contain regulations on premerger notification thppear to discriminate
against foreign investors and others that are based on unquantifiable pre
merger noti fi cat iRewew welhomeds theo Chinesé . The
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government 6s i nt en tdiswiminatorp angmonopuly | gat e a non
law and meanwhile recamended changes to the merger notification

procedures in the 2008terim Provisiongto increase their transparency. It

was understood informally from the Chinese authorities that they intended to

replace the discriminatory merger notification proceduresthim 2003

Interim Provisions with a merger notification procedure in the anti

monopoly law that did not distinguish between domestic enterprises and

foreign investors. This reassurance was needed in view of recent calls from

some officials for the new anathonopoly law to block undesirable cress

border acquisitions, following a report by the State Administration for

Industry and Commerce (SAIC) in 2004 that foreign companies were

building monopolies in China (an allegation that MOFCOM has since

publicly refuted). The merger notification procedures in the 2006

Regulatondd o not reflect the OECDG6s recommendati c
the same as those in the 20@Berim Provisions It remains to be seen

whether these procedures will be rescinded when thaeramidpoly law is

promulgated and whether there will be any distinction in theraatiopoly

law between domestic enterprises and foreign investors.

Finally, according to the terms of its accession to the WTO, China has
agreed to make available to WTO Memgeupon request, all laws,
regulations and other measures pertaining to or affecting trade in goods,
services, TRIPS or the control of foreign exchange before such measures are
implemented and enforced. China has also agreed to provide a reasonable
periodfor comment to the appropriate authorities before such measures are
implemented, except where to do so would impede law enforcement. As the
2006 Regulationspertaininter alia to the control of foreign exchange, it
would be reasonable to expect that theyld have been notified to relevant
external parties, preferably in English translation as well as in Chinese, in
sufficient time to take their comments into account. It appears that such
notification did not take place. China has recently introducedstersyof
soliciting public comment before finalising legislation. This initiative is a
step forward, but its implementation remains incomplete. Procedures for
receiving comments are not always transparent and sufficient time is not
always provided for respses.

Policy options for consideration

Drawing on practices which OECD Members have also encouraged
each other to adopt, policy options for consideration include:

91 Clarifying the conditions of application of the new screening
procedures, in particular byslit i ng sectors qualifying as
industryo, defining finational economic s
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ining the <c¢criteria for identifying
itional 06 Chinese brands.

1 Reducing the number of stages required in examination and
approval procedures. The 206&gulationsappear to introduce new
complexities to the examination and approval process for -cross
border M&As. Any implementing regulations adopted to clarify the
2006 Regulationswould be more encouraging to investment in
China if they moved in the direction of greater transparency, clarity
and simplicity.

1 Using existing remedies which may be less restrictive than the
additional procedures in the 208&gulationswhile still achieving
the legitimate objectives which may underghe introduction of the
new screening process.

1 Reconsidering the merger notification procedures in the 2006
Regulationsin the light of the 20060ECD Investment Policy
Review including the possibility of rescinding them when the-anti
monopoly law comemto force.

9 Providing drafts of new laws and regulations affecting or potentially
affecting foreign investors in Chinese and English to appropriate co
operation partners, including the OECD, sufficiently in advance of
promulgation to receive and consigemments.
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Annex 3.

OECD press statement on 27 March 2007 welcoming policy advances at the
2007 session of Chinaébés National Peopl eds

The OECD welcomes the passing of t wo | aws
Peopl ebs Congress (NPC) iibnte td &n Mar c h 2007
improvement in the investment climate.

The Enterprise Income Tax Law, by setting a single 25% tax rate for
domestic and foreigimvested enterprises, ends the uncertainty that has
surrounded this policy sinceendCdii nads access
2001. The Property Law gives equal protection in law to public and private
property for the first time since the estab
of China.

At present, foreigsinvested enterprises (FIES) pay an average of 15% of
their incomein enterprise income tax, while domestic enterprises pay 25%.
The standard concessions for an FIE include top income tax rates of 15%
and 24% (depending on factors such as location) which only come into
effect i n a c¢ompan ydakingafiexa theyedr tak | year of pr
holiday and three years at hadfte tax. Further concessions are available in
certain sectors and locations. Domestic companies are subject to a standard
enterprise tax rate of 33%, mitigated by sectoral and regional incentives.
Domestic lowprofit enterprises are levied tax at rates of 27% and 18%.

The new law sets a standard rate of enterprise income tax of 25%,
regardless of whether the enterprise is Chinese or feosigied. The rate is
therefore reduced by eight percentage fsofor domestic enterprises and
increased by ten or two percentage points for FIEs. The Chinese authorities
calculate that the result will be CNY 41 billion more paid in enterprise
income tax by FIEs in 2008, when the law comes into force, while domestic
companies will pay CNY 134 billion less, so total revenue from enterprise
income tax is expected to be CNY 93 billion lower than if the law had not
been enacted.

The new | aw i s i n l i ne wi t h t he recommer
Investment Committee and Committer Fiscal Affairs that China attract

INVESTMENT FOR DEVEIOPMENT: 2007 ANNUALREPORT- 00 2007 3E 1 P© OECD 2007 101



4. CHINA, INDIA AND RUSSIA:EVIDENCE BASED POLIY DIALOGUES
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FDI by enhancing the regulatory framework for investment rather than by
offering fiscal and other preferential incentives to foreign investors.

The OE2@dnvestment Policy Review of China: Progress and
Reform Ch#enges cautioned against excessive reliance on special
incentives to attract FDI as a substitute for establishing a broad enabling
environment for investment characterised by opennessgdisorimination,
transparency and effective rule of law.

The 2003Reviewalso stressed that the main concern of FIEs is to ensure
that concessions already extended will not be revoked retroactively, but
protected by grandfather clauses. The 2007 Enterprise Income Tax Law
addresses this concern expressed in the Reviemadbyincluding any
retroactive rate change and phasing the increase to 25% for existing FIEs
over a fiveyear transition period, so that they can adapt gradually to the new
rate.

As pointed out in the December 2006 Supplement to the OECD 2006
Investment Paty Review of China: Open Policies towards Mergers and
Acquisitions, the August 2006 Regulations on the Acquisition of Domestic
Enterprises by Foreign Investors make provision for checking on the use of
specialpurpose entities overseas by Chinese domefiatias making
acquisitions in China. The OECD welcomed this as an important addition in
view of the generally wunrecorded but wi de:¢
trippingd by Chinese companies seeking to b
to foreign investors.

By diminating incentives for foreign investors, the Chinese government
has now removed the motivation for rodtnghping, which can be expected
to dwindle rapidly. As a result, Chinabds FD
more accurate, since they will no l@rgnclude an unknown proportion of
investment that is really domestic investment disguised as foreign
investment. Another beneficial outcome will be increased tax revenue
resulting from the closing of this tax evasion loophole.

The removal of fiscal inceives for foreign investors will not remove
incentives offered to investors in ledsveloped regions such as Western
China and the Special Economic Zones and into sectors the government
wishes to promote, such as environmental protection and renewaldg.ene
As these incentives are ndiscriminatory between foreign and domestic
investors, they do not detract from the level playing field which the Chinese
government is promoting by unifying the general enterprise income tax rate.

The new law also increase t he transparency of Chinads t
bringing all enterprises within the scope of a single law. At present, FIEs are
governed by the 1991 Income Tax Law of the People's Republic of China
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for Enterprises with Foreign Investment and Foreign Entemgpngkile
domestic enterprises are governed by the 1993 Provisional Regulations of
the People's Republic of China on Enterprise Income Tax. This is a step
towards simplification of the plethora of tax legislation affecting FIEs in
China. The promised furthetandardisation of nediscriminatory regional

and sectoral tax incentives will also contribute to fulfilment of this objective.

Stronger measures in the new law to deal with tax avoidance, including
provisions relating to transfer pricing, are welcomegdtie OECD. FIEs
currently have a higher tax compliance rate than domestic Chinese
enterprises, and multinational corporations are encouraged to comply with
the OECD Transfer Pricing Guidelines for Multinational Enterprises and
Tax Administrationsand with the OECD Guidelines for Multinational
Enterprises Chinadés Finance Minister recently an
USD 795 billion in all types of taxes in 2006, representing 21.1% of total
national tax revenue. This total exceeded by over USD 100 billioo $ifie
692 billion in cumulative actualtytilised FDI received by China up to the
end of 2006. In encouraging increased tax compliance by domestic
enterprises, these measures will therefore contribute to a more level playing
field.

Statements in the officiahedia about the Property Law, which has yet
to be published in full, make it clear that this is also a step forward in
promoting a favourable investment climate in China. The law enshrines in
law, and reportedly elaborates in detail, the landmark chamge€hi na 6 s
state constitution in 2004 to include protection of private property. This is a
welcome step forward in establishing a firm basis for the protection of
investors, both domestic and foreign. However, there may be cases in which
investors have acqed land and/or other assets from local governments
which the latter are now discovered to have acquired illegally, creating
uncertainty for the continuing operation of the enterprises concerned. We
are confident that the Chinese government will put atcg@imeasures to deal
with these and similar issues.

As part of the work programme of -aperation with China, the OECD
will share experience on best practices for phasing out distorting incentives
for attracting foreign investment and ensuring full transpey of the two
new laws at the implementation stage.
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4.2. Russian Federation

The Russian Federation and Investment Committeeopeoation
programme uses the peer review mechanism to &asssia in assessing the
compatibility of its investment policies with OECD standards, and
eventually to achieve convergence of Russi a
OECD investment instruments. The programme ebgeration will take on
a new dimension in he period ahead following the decision of OECD
Ministers at their meeting in May 2006 to open discussions with five
countries, including the Russian Federation, on the terms, conditions and
process for their accession to the OECD and therefore adhercO&CD
investment instruments.

The next Investment Polidgeview(IPR) of Russia, to be completed in
2008, will address Russi ads:

progress in liberalizing its investment regime;

position as a destination and as a source of FDI, especially in the
energy setor; and

9 public policies towards responsible business conduct.

Preparatory analytical work for the 2008 Russia IPR was the focus of
the ceoperation programme in 2007. This included the organization of a
seminar on ARecent detmentenpronmentand i n Russi ads
policyo (-B2eMayi200R). ,Som& X0 participants, including
officials and business representatives from OECD and-nmember
countries exchanged their views on recent t
policy openness and transpacg, its growing involvement in international
investment inflows and outflows, and promotion of responsible business
conduct practices by Russian firms. The remainder of this section offers a
synthesis othe investment policy issues facing Russia ang&gners, and
the interpretation and analysis of the issues by participants.

Despite the recent upsur ge, Russiabs i nwar
remain relatively modest as a share of GDP and their geographic and
sectoralcomposition ar e narrowly based. Mor e o\

investment, both public and privateas been until recentlipwer than in
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other transition and emerging economies. Th
investment needs and absorption potential arrden being fully exploited.

There is considerable need, not only in energy and infrastructure, but also in

sectors such as the automotive industry, where innovation and consumer

orientation are critical. Attracting private capital flows to Russia ren@ins

important objective.

Notwithstanding low inward direct investments, business representatives
and practitioners of major law and consulting firms operating in Russia
consider that the basic | egal framework for
now in place and relatively open.e®ulatory implementation has also
significantly improved in many areas, for example, with regard to the
promptness of judicial procedures. However, investors continue to confront
a number of longstanding problems, such as corruption and lack of
predictabiity. And other investment bottlenecks, such as an unclear land
ownership status, have become more prominent with the intensification of
foreign investorsod activities.

Panelists discussing recent developments in Ru:
environment and policies at a seminar in Helsinki in May 2007

In addressing these obstacles to investment Russia should take
advantage of ot her countriesd experiences.
control, it has to encourage the entry of smaller suppliers by simplifying
admnistrative measures, improving coordination between local and central
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