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& THE BLEYZER INITIATIVE

TBIF
¢ Replicate the developed countries’ wealth creation
capacity in other countries

¢

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

Focus most financial assistance on creating private
businesses — SMEs and conditions for large multinationals’
operations

Leverage private capital with donor’s money

Implement comprehensive coordinated assistance program
for countries in transition:

Consider privatizing foreign assistance programs
beginning with private capital-funded pilot offering ‘
hybrid investment approach to countries in trT#lj
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New Worla Oraer

Today, conflicts rarely stay within national boundaries

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

I have lonqg believed that this interdependence
defines the new world we live in

Tony Blair, October 2, 2001
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outdated

Replication of wealth creation capacity is
needed

Accomplished through a combination of
precisely targeted assistance and active
engagement - tight linkage between
macro-level economic development and
micro-level business development

Methodology —> develop implementation
plans and measure progress

Private capital will lead new nations to ,l » ‘

market economy
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iz Wealth Creation Capacity
Replication (WCCR)

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 is necessary
L
et
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Aid Can Actually Be

counterproductive

Many of the old models of economic development
assistance are outdated.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



enchmarking Economic
Policies

Based on historical results in a large
sample of countries

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

Increased flow of FDI is normally
correlated with incremental economic
growth, improved investment returns,
higher risk / reward ratios




"% Private Equity (FDI) - the Most Stable

£ 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




e TBl Economic Policy.
gy § Framework

¢

— improved quality of life

— petter per-capita iIncome

= |ess income ineguality.

= fdlf protection ofi the disadvantaged pook:
Countries with these conditions are less susceptible to

terrorism and political instability.
The TBI Economic Policy Framework has two components:

— Macroeconomic Stabilization: POlICIES
— PolICIeS ior Sustainable Investments or
IRVEStMERE ARIVERS




Bl Economic Development
Framework

— Fiscal policies
—  Monetary policies

Investments in successful transition economies)
Liberalization and deregulation: off BUSINESS activities
Stability and predictapility offlegal environment
Corporate and PUBlic GoVernance

Liberalizationroff Foreignirade and International Capital
MOVEMERLS

. Financial  Sector Development

. Conrtptiontcevel

. PoliticalsRiSk:

ColntRy Promotionrand limage

largeted investmentincentives
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— Country reports
— Analytical reports
— Statistical reports
Consultant reports
Journals
Magazines
NEews articles
Acddemic publications

@ther

P :
8 TBI Ratings Sources

FDI providers

FDI recipients
Government organizations

Government officials

Non-government organizations

[Development agencies
Consultants
Analysts

@ther




Secondary Sources

EBRD

EIU

Bloomberg

Country Watch

Business Central Europe
Thompson Bank Watch
S&P

Moody'’s

BISNIS

Reuter’s

Heritage Foundation
Transparency International
International Finance Corporation

AMCHAM

Department of Commerce
Country Websites
Consulting Companies
UNDP

PRS Group

Impulse Project

7 Sisters - Big Oil Firms
Internet Securities, Inc
USAID
MIGA
OECD
Others...
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< an Primary Sources
TBIF
* * *
— Hedge Funds — Local
— Joint Ventures — Presidential — Foreign
— Major Corporations = Embassies .

Others — Chamber: ofi
Commerce
Department of
Commerce

) Customs Officials Other:

= Joint Ventures Tax Officials —  Educational

= [local Companies [NStItULIONS:

= Banks RuURderpird Faculty

Foreign

FDI Recipients:

ECOonemIc Ministers

Irade erganizations

PURIIC/EPrivaterEinds TAGIS Ihundervird Alumni
Others

o L ) o
N Are SIStER CILES
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TBl Framework — A Tool for Action

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

FDI = Zn=1-9andn + K
d=investment driver; a=coefficient; k="natural resources” constant
“Not Actionable” correlation between FDI flows and “natural

characteristics” (e.qg., location, size, natural resources, GDP,
population, etc.)

High “Actionable” correlation between government policies and
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 provides a 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

Identifying best practices in government policies
Measuring Improvements based on gap analysis
Measuring statistical significance: of different econemic
policies

Measuring /. quantifying impact off ECONOMIC Policy.
CRaNGES onl INVEStMENES and therefore ECoNOMmMIC growth

Forecasting futlure flows off InVestments Using non-linear
mathematicallmodelwhere the Vallues off regression
COENHICIENTS are Nt constant bUt Chandge depending on
thevaltue eff theindividualfindexes, s allows toe
accolntror evelving relativVe lmportance Off EaCh O the
RINE PolICY aCtion Groups

17



Macroeconomic Stabilization policies are those
policies and actions that would generate stable
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.
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TBIIF

Macroeconomic Stabilization
Policies

Improve the fiscal revenues (tax structure,
INCrease in the tax base, Improve tax
administration, eliminate tax exemptions,
IMProVve cost recovery: off public SErVICES)

Improve Management of PUblic EXpenditures
(reduce Current Expenditures off Government,
Improeve lreasury, Operations, reform the
Pension System and eliminate Subsidies.

19
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S for Sustainable Investment
(Investment Drivers)
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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
iInvestment activity.

240)



Government is defined as all
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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e Driver 1: Liberalization and
&

eI Deregulation of Business Activities

¢

— Facilitate the formation off NeEW: bUSINESSES
— Reduce licensing and registration requirements
— Remove price controls and domestic trade restrictions

= Reduce the number of: government INSPECtions, INtERVENtIONS
andiinterferences inf bUSINESS actiVities

— Simplify, rEportingl reguirements
— RedUuce the cost off deing bUusiness, Including taxation levels
— Simplify; closure o fialling ENtErPRISES

— [Niberalize labor markets, Improving laboer moebility/ and reducing
excessive labor costsHimposed by, Government (SUch as
EXCESSIVE MInNIMmUmI Wades), payioeliftaxes, highrun-eEmployment
COMPENSAtIoN):

22



“u%  Driver 20 Stability and Predictability of

the Legal Environment (The Rule of Law)
TBIF

— Enact appropriate legislation that would define the "rules of the game" for
all'business, without discrimination or preferential treatments, including
modern civil, laboer, tax and commercial codes and legislation to protect
intellectual property: rights, patents, technology: transter policies, and direct
foreign investments.

— Improve the processes for drafting, presenting, and' carrying out public
review. off proposed business-related legislation.

— (Create an independent Judiciary, Withiitsiindependent budget.
— Make the Courts more efficient and capable’ off settling commercial disputes:

— EmpoOWEr the EXecutive tor enfiorcer judgmentss made: by, the Courts),
Including) those: on' commercial  contracts:

= Review! existingrlegisiation from: the point o VieEW G INCONSISLENCIES among
different legall documents:.

23



2 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 corporate governance Iegisiation.

REguire all companiesiliStead 1N StOCK EXCNANGES to) SWILCH OVET: Lo

Internationallaccotnting standards and torsubmitrannual reports:
Encourage the creation off nen=government organizations toe

SUPPELE CoRPORatE gOVERMNANCE ;md ISSUE COnRpolate goVERManNCE
COUES andl model chartersiand bBy-1aws;
Implement a comprenensiVercorpoate governance tiaining

program ol board meEmBENS) shiakenolders, manaders) etc
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e Driver. 3: Corporate and Public
s Governance
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TBIIF

*

— Establish a clear strategy and vision for the role of the Government as
complementary. torand supportive of the private sector

— Introduce adeguate regulations ter avoid moenopelistic behaviors.

= IConsolidating MINIStrIES and agencies toravoid responsibility, over-
apping:

— Undertaking " Functional™ and “Operational™ reviews for individual
mINIStres and aGenCIES:

= Reforming and moedernizing the CIVilsSERVICE by providing adeguate
INCENTLIVES O PERORManceErand S market“ controls:

— Reforming Government Procurement: PractiCes.
— Reforming central=local government fiscal relationships:

= Reduce; shadewreconomy: activitiestby drasticallyloweringrcost of
compliancerwithNegislationinrerfect:

25



<a\Nor/d

/

= Driver 3: Corporate and Public
3 Governance

ne P f/';,e

TBIIF

¢

— Pass appropriate legislation to permit the privatization of land
and state enterprises.

— Develop appropriate mechanisms to register ewnership: Fights,
Including land titling and land registration.

— Create and encourade the independence off an agency. to: Carry.
out the privatizationr off state properties.

— APprove fial and transparent procedures: for the privatization
Oli State PropPErtIeES

— Complete rapidly: therprivatization ofi all state Enterprises
Under clear and thanspakrent procedures.

— Jakerearly aCtions to prepare stater companies o priVatization,
INCIUEINGFaCEeNS to) protect MIneRtYy Sharehelder nghts,and
transferisecialiassets tor local alithorities:

26



¢, Driver 4: Liberalization of Foreign
g Trade and International Capital
TBIE Movements

— Remoyve restrictions to exports, Including export quotas,
duties, Indicative prices, advance deposits, and foreign
exchange surrender requirements.

— RemoVve restrictions to Imports, Including high' iImport duties,
criticall import list, and Indicative prices.

— Simplify: andl expedite customi services, Including procedures
fiOF CUStOm| ClEarances.

— Developrmere moedern and ConsISteEnt procedures fior
CEertification reguireEmentsiand standards) off prodUucts

— [Liberalize fioreignrexchange thansactions and eliminate
restrICtions: on foreign direct InVEStmeEnts.

— @Eancelralifrestrictions N pUrchase Bl SeEcURItIES IRFOreign
CUFFERNCY:

27



Driver 5;: Financial Sector

Development
TBIF

— Liberalize interest rates on bank deposits and lending.

— Eliminate preferential credit programs imposed by the
Government on banks

— Increase the independence and autonomy: off the Central Bank
to operate by efficiency not political considerations, With its
main goal being the maintenance of internal and external
stability.

—  Ensure that health off the banking sector by Improving: bank
SUpEerVision: and enforcing: prudential regulations:

— [Developrappropriate: mechanisms ter deal  expeditious]y: with
troubled’ banks.

—  Strengthenrthe Securities and Stock: Market Commission.

—IntreoduicerinternationalFACCOUNEING Standardsrandrexternal
auditingr requirements: fiorallfhanks:

= Encourage competition andiefficiency in therfinancial’ sector by
iaCilitating the Expansion G fereign banksrand nenFbank

financialtinstitutions: "



?J\Nor/d

<ne P f/';,e/
Q
Wegy W

Driver 6: Corruption Level
TBIF

— Undertake measures to “prevent” corruption,
reducing the opportunities for corruption and

making corruption more difficult ter undertake.

— PDevelop the legall firamework: to: ensure: better
enforcement off anticorruption measures and
Impose visible, harsh, swilt and certain
PENAItIES feK OfficCiall CORFUPLION.

— GEet public sUpPpPort or anti=Corruption
Pregirams) by making people aware off thelr
FIgRtSrandrtherUlES oiftherdame:

29
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TBIIF

— Pass appropriate legislation to reassure investors that
arbitrary expropriation of private property, including
‘creeping expropriation”, will not be permitted in the
COUNCrY.

— Introduce strong measures to eliminate power abuses: by
the Government authoerities, bring tax collectors and local
officials  under the control the central administration.

— Glve the Government the total authority: to: dor thelr jobs
Unimpeded by, vested Interests.

— Provide Governmental stability, incltiding the lengevity: of
key: Ofiicials:

— Ensure law and order

= Minimize: the rsks o civiltand external distlrbances that
Ay affiect BUSINESSES:

30
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% Driver 8: Country Promotion and
S Image
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TBIIF

— Announce and disseminate widely: the
Government's policy and commitment to
Implement strong market oriented policies and
show Implementation progress.

—\/ocally: support fioreign Investment by, changing
]che ?ttitu e off officialdom at centralland local
evels.

—Requike all"embassies; abroad torhave their
COmmErCcIaliSECLIon! Strengthened, and tergeron' a
Sales drives te better disseminate blusiness
OPPOKEURIEIES:

—ASS|SE 1N the establiSAmEnt Off al priVate

IRVESTMENT Prometion agency:
31



ose of its trading partners, while avoiding
targeted incentives that may lead to
distortions and inefficient allocation of
resources. Key measures include:
= Eliminate special Investment Incentives
talgeted tor SPECIc SECLONS, ENLERPHISES
Of FEFIONS.

(Note: this driver has a negative correlation) ) ’ / ’ ‘



|IFIs Role, Results and Problems

Official multilateral institutions (particularly IMF and World
Bank) were created to provide economic advice and
fmancrl]ng to developing countries to sustain economic
growt

The IMF has been relatively successful in securing
macroeconomic stability in many developing countries.

But the World Bank and the Regional Banks have been
less successful in creating the conditions for sustainable
economic growth.

Their poor record is not because they lack good people to
diagnose and prescribe.

The main reason is that they are at heart political,
"official" institutions, owned by Governments and
operating under political rather that economic incentives.

They suffer from many of the same problems faced in
developing countries by state-owned enterprises.
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Their goals and objectives are unclear and diffused and
sometimes even in internal conflict.

They are dominated by a laudable but fuzzy concept of
ending poverty and assisting the poor

The Governing Boards and Presidents of these
institutions are political appointees and are there first to
defend the interests of their countries and only
secondarily to support the spread of economic reforms.

They also have a great pressure to lend and to make
sure that each country will receive a "fair" share of
lending.

This may mean that they also have a pressure to
maintain "friendly" relations with all countries,
regardless of their commitment to reform.

As a result, they tend to be over optimistic about.the
prospects of reform to enable continuation of lending.
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Internal budget limitations also lead to insufficient
due diligence before loans are made.

The need to maintain their creditworthiness and
avoid defaults also leads these institutions to
pressures to continue lending to enable the
countries to re-pay their debts.

Similarly, the lack of accountability for public funds
has led to inadequate supervision and control in the
use of loan proceeds, with numerous cases where
funds were misused.

Non-performing countries understand these
pressures and play a lip-service game by repeating
reform promises they had made earlier and<had
failed to live up the first time around.



|IFIs Role, Results and Problems

Other borrowing countries have lost confidence in
these institutions as they are seen as instruments of
the G-7 to advance their political interests.

These difficulties have also led these institutions to
concentrate on "easy" sectors that are non-
controversial and would be easily approved by
everybody.

This normally means more loans and investments in
the social sectors (education, health, environment)
which are unlikely to raise questions.

Therefore, much less emphasis is placed on lending
for prlvate sector development, which would require
policy reforms that may clash with vested interests
#such as liberalization of business that may bring
oreign competition) and may require a tougher
stance.



It is clear that a favorable business environment is an important
determinant of business profitability.

Then, why such an important matter has been ignored by large
private foreign investors? Why in the past, the private sector has
not been more involved in inducing policy reforms if these reforms
are so important to the health of their businesses?

Improving business environment is a kind of "public good". Its
advocacy has the cost incurred by the “champion”, but the
benefits will accrue to all investors. Once it is achieved, everybody
will reap the benefits.

An individual investor will rarely engage in this activity as the cost
is high and the improvements will also benefit its competitors,
which would just be “free-riders”, without bearing any of the
costs.

Therefore, Economic Development has been so far "delegated" to
the international financial institutions, particularly the IMF (for
economic stabilization) and the World Bank and Regional Banks
(for economic growth).

57



Private Sector Initiative

Government-owned institutions to fail.
A private sector initiative would be
MOKE OCUSEd OGN the priVate SECtor
MoKe demanding on measuring results
NOE OpPErating IR NOPEIESS EnViFonMEnt

[Ulfilled
MOKE ClEaFoNNtS BUSIRESS gealsS and therelore moeke
URderstancdablefoithe rECIpPIENE gOVERMMERTS




