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sector development

Use TBI framework to create capital -friendly environment
and attract private equity capital

Focus most financial assistance on creating private

businesses 1 SMEs and conditions for | a
operations
Leverage private capital with don

Implement comprehensive coordinated assistance program
for countries in transition:

beginning with private capital -funded pilot offerlng a
hybrid investment approach to countries in transition

Consider privatizing foreign assistance programs ‘
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Today, a tremor in one financial market is repeated in
the markets of the world

Today, confidence is global; it's presence or its
absence

Today, the threat is chaos, because for people with
work to do and family life to balance and mortgages
to pay and careers to further and pensions to provide,
the yearning is for order and stability. And if it doesn't
exist elsewhere, it's unlikely to exist here

| have long believed that this interdependence
defines the new world we live In

Tony Blair, October 2, 2001 y
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Replication of wealth creation capacity is
needed

Accomplished through a combination of
precisely targeted assistance and active
engagement 1 tight linkage between

macro -level economic development and
micro -level business development
Methodology  -slevelop Implementation

plans and measure progress
Private capital will lead new nations to ‘
market economy / ’ I’
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accumulated most of the wealth, but more
Importantly most of the wealth creation
capacity

To fight poverty and move the rest of the
world (the other 160+ countries) towards
market economy, democracy and stability
WCCR Iis necessary
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assistance are outdated. Money that is not accompanied
by legal and economic reform are often wasted. In many
poor nations, corruption runs deep. Private property is
unprotected. Markets are closed. Monetary and fiscal
policies are unsustainable. Private contracts are
unenforceable

When nations refuse to enact sound policies, progress
against poverty is nearly impossible. In these situations,
more aid money can actually be counterproductive,
because it subsidizes bad policies, delays reform, and
crowds out private investment

In sound policy environments, aid attracts private
Investment by two to one
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sample of countries

Benchmarking and statistical analysis
of 128 countries indicate strong
correlation between flows of FDI and
Investment environment

Increased flow of FDI is normally
correlated with incremental economic
growth, improved investment returns,
higher risk / reward ratios
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Private Equity (FDI) - the Most Stable
e Source of International Financing

Net Capital Flows to Emerging Markets
(in US Dollars billions)

Foreign Direct Investment 13| 81| 98| 114 142| 154| 164| 158| 172| 151| 161|
Portfolio Investment

Commercial Bank Loans .
Official Assistance

International Reserveées




* guns, Bl Economic Palicy
v‘gﬁ’;ﬁ??ﬁf‘
> Framework

I lessiincaeme inedque

L fair protectionsof the disadvantaged-poar. slels) ¢
Countries with these conditions are less susceptible to
terrorism and political instability.

The TBI Economic Policy Framework has two components:
>CONOMIC (StakiliZaton PolicieSs (==
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P TBI Economic Development
Framework

I Fiscal policies
I Monetary policies
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investments in successful transition economies)
I Liberatization.and deregulation ofsbusinessS activities: {114
2. Stability and joredictability: of iegal eaviionments yly =1
3t Corparateand; Public Governance s -
A8 Libetalizationsof Foreign: radeanciiernaticnal-Gapital o= sl
MOVEMERNLSE
“Hinanclak Sector Developimenti=i)s

JColruptionlsevel’:

"Polilical- RISk ¢
CCounttyaRPromotion [@ane:1nagey =1« [=
JRlangetedlinuestmentincentives /==




< @) 5 TBI Ratings Sources

I Country reports I FDI providers
I Analytical reports I FDI recipients

Statistical reports I Government erganizations

Caonsultant reporis I Government ofiicials
Journals 1. Non-govermment organizations
Magazines 1. Developmentageneies

News articles . Consultants

Academie publieations I Analysts

Other I Other



EBRD

EIU

Bloomberg

Country Watch

Business Central Europe
Thompson Bank Watch
S&P

Moody0s

BISNIS

Reuter 0s
Heritage Foundation
Transparency International

International Finance Corporation
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AMCHAM

Department of Commerce
Country Websites
Consulting Companies
UNDP

PRS Group

Impulse Project

7 Sisters - Big Oil Firms
Internet Securities, Inc
USAID




I Hedge Funds
I Joint Ventures
I Private Banks
I Major Corporations

FDI Recipients:
I Joint \Ventures
I Lecal Companies

L Banks
Publie fPrvate Funo
»@L IErS

Primary Sources

Presidential
Administrations

Embassies

Commerce
Department of
Comimnerece
Custams Oificials
Tax Ofiicials
EConanie v Jmkiu«
Trade organizations
TACIS
Others

I Local
I Foreign

- Euu(, gh

Other:

- Educational
INSHIUTIONS

Thunderbird Faculty
Thunderbird Alamni
SISter Citles




TBl Framework 1 A Tool for Action

A generic prescription for government policies based on
benchmarking, best practices definition and statistical analysis of
128 countries

FDI = S=1-gandn + K

d=investment driver; a=coefficient; k=
nNot Actionableo correlation between
characteristicso (e.g., location, si:
population, etc.)

Hi gh AActionabl eo correlation bet weel
FDI flows

Measuring economic impact of government policies based
on the gap between a given country and the best in class in
each of the nine government policy areas

Econometric model of a transition economy predicting FDI flows
based on government policies

Priorities for 9 points may be different in different countries, but
all will need to be addressed to attract stable flows of FDI

TBI Framework providesa  comprehensive tool for building,
consensus and developing an  Action Plan  for any economy in
transition




economic policies (investment drivers) on FDI and
economic growth.

Supports establishing priorities for Government
actions, based on the above quantification of
policy impacts.

Allows forecasting increases in FDI over time, if

the country were to narrow its policy gap with the
best -in-class countries.

Other economic reform indexes do not address
relative importance of specific policy areas and do
not quantify their relative impact on real

economic performance.
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Unigue Iin the World

Benchmarking Government Policies

|dentifying best practices in-government policies
Measuring«dmprovements hasedion:gap analysis
Measuring statisticalssignificance |okdifierentieconomic
POlICIES

Measuring« quantitying/Impact 01 € Conomicpolicy
changes:-on investments @nd-thereiore-econemic growin
[Forecasting Juttrel ows OV esinents, using non lineai
mathematicarrmodelswhere theValtes-of regression
COEIfiCients:are 101 CoNsSiani=butinanoe depenang-on
thevaitie/ afsthe sndividuak indexeshis allows-to

account ok evalvingiielative Imporiance ofeach) oktne
niNEpPalicisactiongrnoups
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prices with low inflation (internal stability), and a
stable foreign exchange rate (external stability).

Internal and external instability increases the risk
of doing business: Investors will require
significantly higher rates of returns to compensate
for the risks of instability.

As a result of this high risk premium, few projects
would qualify for investments, reducing the overall
level of investments and economic growth.

-
II”/"‘ ’I 18’



s, Macroeconomic Stabilization

.AQ} VS 2
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- Policies

|mprove the fiscal-revenues (tax structure,

XEl @)(Chf ptlons,

'nir'u-lat»a y
SIVICES) (e =)

ad mi un'u.t?ﬁn mr-

IMpreVve -CoSt-fecovery-of public' st
ImproveiManagement-0f PUDKIC EXPendittiies <=
feduce-Carrent EXpenditures e Governtment) il

lPreve ke asury |©OperationsisIetorm;the Mgl
PEension Systerandeliminate rstosicies!s ==
2. Monetary Policies are those under which the creation of
money (money supply) will not exceed the demand for
money (which is affected by the level of income, inflatio

and interest rates).




are those
policies and actions that would generate a high

rate of GDP growth that can be maintained over a

long period of time.

Macroeconomic stabilization policies by
themselves are necessary but not sufficient to
achieve long -term stability and sustainable
growth.

This Is because stabilization policies fail to
remove deep -rooted structural economic and
social distortions.

To bring sustainable economic stability and
growth, stabilization policies must be
complemented by policies for sustainable
Investment activity.



overnment is defined as a
governing bodies of all branches
and at all levels, including for
example executive, legislative,
judiciary branches, local and
regional governments, and others
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Driver 1: Liberalization and
Deregulation of Business Activities

[Facilitate the formation of new businesses
Reduce-licensing and;registration requirements
Remove-price controissand domestic-trade restricions

[Reduce-the nUmMber oF governmeit INSPeclions s INterventions
anad interderences inbusiness activities

SImplify reporting regquirements
Reduce-the -cost-0f doigbusiness, Including’ taxationievels
Simplihiclestire ciiailing lenterprises

ISiberalize labormatkets -impreving lab ormaekility; and tedtcing
excessive-labor costSimposed-by: Government (Stchras

excesSie -minimuin \Wagess [payroil iaxes -nighiun “employment
CoMmpensation);:
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Driver 2: Stability and Predictability of

the Legal Environment (The Rule of Law)

I Enact-appropriate: legislationthat would define the *rules -of the -game* for
all business;-without discrimination:orjpreferential-treatments,-incliuding
modern Civil, labor, tax and -commercial codes and legistation to protect
Intellectual-preperty. rightss| patents;technology! transfer policies ;and direct
foreign investments:

L lmprove the, processes:-for drafting; joresenting,-anc carrying eut public
review, 0k proposed business === relatedslegisiation:

I Create-anindependentdudiciany, With'its| independent-budget
I Makethe Courts more efficient and capable «of setting:-commercial disputes:

L Empower the [EXectitiVe iIo-eNforce Judgmentsinadeby the-GCourts,
Including <hose-on«commercialcontracis:

I Review existing legisiation: [romi the, point ehViews of INconsistencies among
differentlegal d0CUMments:

23



PR Driver 3: Corporate and Public
Governance

rules that would guide the activities of businesses in the best interest

of their shareholders, protecting ownership rights. Key policies and

actions include:
Enact:appropriate| corporaiesgovernanceiegisiation: =ile =
REguire-atl companiesiiisted i Stock exchanges- 10 SWALCH OVt el £
ntefnational-accounting standarcdsrand-to| Submit-annualre pOrtSI N g=islelga-r
Encourage-the [Creation|of NoN 3 [+1, =00VEIRMERLOrgantZations o1 (o

SUpPOI Corporale \governance | anciSSugcorparate Joveriance-ig iyl s
codes andsmodel chafters and-bys Ns\ =laws:
IMPIEMen,aCOMPIENENSIE-COrporaie governallCealiling s llile
HIOGNAN 10 1+DOard Imembers: SRarenolde s, MaRagensi ete.- g1 = (o
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Establish,a-clear-strategy-and-vision tor thesrole  of the-Governmentias qa = gis -1
complementary to and supportive of thesprivate Sector- =< ls s &

Introduce adequate: reguiations to;aveid-monopolistic Dehaviers:y =\l &+
Consolidating ministries ant-agencies 1o avoid teSpoensibiityovern 182\ = =
[appinge

Undersaking:taunciicinali® Gnd PCpiaratona: © recaev:s ifices inaiogus
ministries anth agenciest ==

[Reforming and moedernizinghe CiviliServiee-y providing adequate s (=is |V 1=
INZEAt=VES TOr DErfarmanca and Sniarket™ no:1ti0s(

REforming GovernmentProcurement FPracticesSy (o=

REforming cetitial=1 =local government iiscat FelationSMpPS: alis 8
REdUce-shadow' economy: acthvities) by drasticaily {oWerine)cost| 0F
copilance WittilegiSiationdm effectiy=ls &




= Driver 3: Corporate and Public

* Governance
TBIF

=

I Pass appropriate degisiation to,permit-the privatization ofland
and state enterprises:

I Develop-appropriaie mecnanisms-to, redgister ownersnip, ighAts,
Includings land tithng and-land registration.

I Create-and encourage {he sndepenuence -of @n agency to carry
outdtne privatization of Siate | prepertes.

I Approve-faiiandtransparent procedures: for thejprvatization
ofiState Properties

I Completerapidly |thes privaization: of il siate enterprises
Under Clear andy transpareniyprocedures:

L ake eally actions o prepadre IState-comparnies Fof prvatzation;
INCcIUdiNg <aACtioNS o Protect oIty ShateRolder! ignts; @nd
iranstersSeclalrassets-1olacalattRorities



&%  Driver 4: Liberalization of Foreig
s \WaEs £ Trade and International Capital
\/TB"F Movements

Remove-restrictions to exports,.including ‘export quaotas,
duties; Indicative pricesadvance:-deposits; and-foreign
exchange-surrender requirements.

Remove-restrictions to imports;sinctuding ‘high dmpeort duties;
criticat iImpott list =1 5 ands Indicative 'prices:

Simpiify and expedite 'custom Services, Including procedures
forcustom;clearances:

Developsmaoremodeni-and: consistentprocedures ion
certification regtirements-and standards «of Proaucts

ISiberalize -foreigns exchiange transaciions and-etinnnate
restrctions O foreigR direct Invesumenis:

Cancel @il restriciionSon purchase bi-securiies I (CreIgn
CUITENCYA

n
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Driver 5;: Financial Sector

Development
TBIF

I Liberalize-interest rates on bank deposits and fending.

I Eliminate preferential-credit programs imposed by-the
Government onbhanks

I Increasethe independence;and-autonomy,ofthe Central Bank
10 Joperate: bysefficiency,not political iconsiderations; Withy ItS
main, goak being, the maintenance: ofdnternal and axternal
stabilityx

I Ensure-that heaith of the banking|Sector by mproving oank
SUperviIsion and entorcing prucentat fregulations:

I Developsappropriate imecnanisms-1o deal e xpeditioushy With
lroubieddanks:

I Strengiben: theSecurities sand -Sio ckiMarket K omimisSion.

I ntieduce internatichab ACColning ;sStandalds and eXteinal
audingveguirenments dorai Banks:

I ERcoUrage-compettion/anc: gfiiciency-Iadhel iinanciéal, Secton by
racihtatinglthe eXpansioniof f0Felgi an KSsana 4101 ~pank
financiat INSttUtions.
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Un:a e- a-K e = : 24Su 0 ot :
reducing the opportunities for-confuption and iy = qle
making-cornuption more|difficultite ‘undertake = s | '

- Developsthelegai framework to; ensure, Detier s <ja=s
enforeementof anticorruptionmeasures-anc =i =y
mpose-visiole/Marshy-switi'and certand-ig =1y
penaities:ior officiak COrDIo N1




