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THE ROLE OF PRIVATE SECTOR INVESTMENTSIN THE
ECONOMIC PERFORMANCE OF OIC MEMBER COUNTRIES

Bahar Bayraktar

This paper examines the private sector investmagst® proxy for private
sector development in the OIC countries. It aimaddressing the issues and
challenges facing the developing countries in th#forts to achieve the levels
of investment required to ensure high economic ¢gnown this respect, the
most important determinants of investment are erathi macroeconomic
policies, microeconomic incentives and institutiofaetors. In addition, since
the central challenge for those countries is toaetttFDI and other private
flows, the paper also concentrates on private alfaws in the OIC countries:
foreign direct investment, portfolio equity, bondsank and trade-related
lending. It mainly concludes that although achigvinacroeconomic stability
and improving existing institutions is a long anfficult process, it is most
likely to be rewarded by increased private seawestments, thus high and
sustained growth.

1. INTRODUCTION

One of the indisputable stylised facts of econoda@eelopment has been
the wide disparity in the economic performance aifirdries across the
world. Attempts to explain these divergent outcorhase generated a
voluminous theoretical and empirical literature.k@y element in this
literature has been the debate over the role atatsgccumulation. In
this context, the role of investment in the ecorogrowth process has
gone through several phases. After the worldwidession and the debt
crisis of the early 1980s, Gross Domestic Investn{@DI) began to
recover in many developing countries. This recovesffects a clear
shift in the composition of investment in favourpsfvate as opposed to
public sector investments. These clear shifts inlipiand private sector
investments indicate the changing global and bssir@mnditions and
country-specific factors. Briefly, the increasinacp of globalisation and
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technological developments made investment re-eanexg a key
concern in economic growth.

The world economy has undergone rapid changestbegpast two
decades. Developing countries have responded tochiamge and
challenges of recent decades in different ways,clwlgave rise to
different outcomes. Yet, the rising private sectmtivities are the
common feature of the last twenty years since privaector
development promotes efficient economic growth atelvelopment
through job and income creation. In addition toatnomic merit, it
brings about social and political benefits by emgggpeople more
actively in the production and decision-making @sses; and tax bases
created by private sector development can be éueict tackling social
and environmental challenges.

Economic growth and development depend essentially a
country’s ability to invest and make efficient apductive use of its
resources. In this regard, the role of the prisaetor is important both
in terms of its contribution to the quantity of GRahd its ability to
allocate and employ resources efficiently. Privatestment, as a proxy
for a dynamic private sector, has not only beem seean engine for job
and income creation, but it also has a role to jptathe provision of
both infrastructure and social services. Brieflyere cannot be growth
without investment of sufficient amount and quality fact, investment
is both a result and cause of economic growth.ithcal challenge is to
ensure the necessary internal conditions for nmeibgi enough domestic
savings to sustain adequate levels of investmenproductive and
human capacities. This responsibility includes tingathe conditions
that make it possible to secure the needed finhrreisources for
investment which include macroeconomic and micraeadc policies,
public finance, the condition of the financial sst and other basic
elements of a country’s economic environment.

The favourable overall performance of private inment still masks
wide disparities in investment performance acreggons. For example,
high and steady investment rates in the East Asggion stand in
marked contrast to low and falling investment ratesSub-Saharan
Africa. Moreover, the different levels of investmiemd how efficiently
it is being used are affected by many factors, rabsthich are grouped
into macroeconomic policies, microeconomic incesdiv and
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institutional factors. Clearly, macroeconomic sliahi well-defined
property rights, a sound judicial and contractiygtem, a reasonable
level of certainty about government policies, walctioning financial
markets, a good physical, social and technologit@hstructure, and
educated healthy individuals are all ingredientsacdound investment
climate. In addition, access to international megkis important for
investment since better integration with the wagltbnomy facilitates
the flow of goods, capital, technology and ideas.

Although private investment is financed through ariety of
sources, its bulk continues to be financed by deimesavings.
However, access to foreign sources of capital pkysincreasingly
important role for the private sector in developagwell as developed
countries. Hence, international sources of caphiave become an
important part of private investment in developtwuntries in recent
years. Long-term investment flows, in particularreign direct
investment (FDI), are essential in complementing thational
development efforts of developing countries, palttdy to
consolidate infrastructure development, enhancan@ogy transfer,
deepen productive linkages and boost overall coitiyaiess.

Over the last two decades, like other developinghtiées, most OIC
member countries have experienced an upward trendprivate
investment. This reflects the increasing role pihipg market forces in
those countries. A solid economic growth as welkcastinued efforts
aiming at reforming and privatising the public sgctremoving price
distortions, liberalising foreign trade and paynsempening the market
up to FDI and strengthening the capacity of thearfzial system to
mobilise domestic savings and allocate financiaoveces have all
contributed to increasing the share of private stvent in developing
countries. However, many of the developing cousfri@cluding the
majority of the OIC countries, still have room tagrove their private
investment performance.

The present paper deals extensively with the togileded to private
investment. It aims at addressing the issues aaflediges facing the
developing countries, including the OIC countries,their efforts to
achieve the desired levels of investment requiredensure high
economic growth and sustainable development. Hokyvamtormation
on the breakdown of total investment into privatad apublic
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components is not readily available from the stashateational accounts
statistics of many OIC countries where the conog¢ublic investment
is not always precise. Thus, the data used inpier largely relies on
African Development Indicators 2002 and InternaiorFinance
Cooperation Trends in Private Investment in DevielppCountries
2001. The second section deals with investment padicularly
evaluates the private investment and the performaficOIC countries
over the last two decades. The third section exasnihe role of foreign
sources in financing private investment. The fowgltion presents the
determinants of private investment and discussesitfallenges facing
the private sector in developing countries, inahgdihe OIC countries,
for private sector development. The last sectiagniifies the policy
implications and initiatives that may be taken timslate private
investment. The Annex presents the strategies dérnational
institutions in private sector development.

2. PRIVATE INVESTMENT IN OIC MEMBER COUNTRIES

Efficient and stable private investment activitiggesent various
opportunities to developing countries, includingCQdountries. In fact,
investment is associated with both economic anthsoewards. That is,
private investment not only plays an important risigob and income
creation, but also has a role to play in the piowisof both
infrastructure and social services. Moreover, engbthe people to
benefit from productivity advances and better senaptions provided
by the private sector is at the core of the dewelm challenge.
Therefore, the development of a strong and dynariiate sector is
also a necessary condition for sustained poveduatton. Hence, this
section presents, firstly, the overall investmeatf@rmance and then
examines the trends of private investment in Olntwes.

However, it is important to point out in this reddhat since the OIC
countries are not made up of an economically homeges group, an
overall group analysis is rather difficult and mapnceal some
underlying factors. For this reason, an attemptide®en made to divide
the OIC countries into 4 sub-groups which, presuypabould better
illustrate the developments and the overall pertoroe within them.
The first group includes the least-developed mentdoemtries of the
OIC, which will be named the OIC-LDC group. Thiogp is made up
of those members of the OIC which are designateldast-developed
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countries by the United Nations. The second grauineé OIC group of
Middle Income Countries (OIC-MIC) and is made uptludse member
countries of the OIC which are classified as mididieome countries
according to their GNP per capita in the year 2(f¥iween $756 and
$9266). The remaining two groups are the oil expgrOIC countries
(OIC-OEC) and the countries in transition (OIC-TC).

TABLE 1. INVESTMENT AND SAVING RATES (%)

Gross Domestic Capital | Gross Domestic Savings
Formation (% of GDP) (% of GDP
1990 1995 2000 1990 199% 2040

OIC-LDC 16.5 18.3 22.2 7.3 7.8 15.
OIC-MIC 26.4 27.8 21.8 20.7 21.8 21.8
OIC-OEC 225 22.7 18.3 26.2 28. 381
OIC-TC 32.3 23.4 16.2 22.5 19.9 21.p
OIC Countries 24.6 25.4 20.5 21.6 22.p 2616
Developing Countries 25.8 28.8 25.8 26.3 2712 2¢.5
Developed Countries 21.7 215 22.2 20.9 21.4 21.6

Source: Table A.1 in the Annex.

Gross Domestic Investment began to recover in naaweloping
countries after the worldwide recession and the dabis of the early
1980s. As presented in Table A.1 in the Annex, lnd ¥3 OIC
countries for which the data are available, 17 toes experienced a
rise in the share of investment in GDP. In the,rd8s share remained
constant or declined according to the countrie€iap political and
economic environments and the responses to thekshibey faced
within the last 20 years. Table 1 shows the investimand saving
performances of OIC countries in terms of theirreha GDP. All the
groups of OIC countries, except OIC-TCs, experiédnaeise in their
GDI as a percentage of GDP in the first half of #890s. Yet, in the
second half, due to the negative effects of theaRstrisis on
economically large OIC-MICs, the trend in GDI resed. Only OIC-
LDCs as a group increased continuously their slo&n@vestment in
GDP. Moreover, developing countries also experidnee higher
percentage of investment in GDP in 2000, (25.8 qeet), compared
with 22.2 per cent in the developed countries. &ct,f developed
countries followed quite a flat pattern in theiv@stment behaviours in
the 1990s. In addition, although the share of itmest in developing
countries’ GDP was 25.8 per cent in 2000, in th€ @buntries this
percentage was 20.5 per cent.
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The measures so far taken to boost investmenneafilsucceed if the
required financing, which comes from domestic sgsins not available.
In fact, saving rates play a crucial role in mailg domestic sources.
Domestic savings are often not sufficient to firatlee investment needs
of developing countries, in particular those witlwlincomes. Foreign
savings, thus, represent an alternative source aofunaulation of
investment. The foreign source of private investimvgh be discussed in
the next section of the paper. During the last decalthough gross
domestic saving as a percentage of GDP in OIC desnwas lower than
the average of developing countries, this percentagched the average
saving rates in the developing countries in 2006t, YOIC-LDCs and
OIC-TCs suffered from low saving rates in the thstade (See Table 1).

As a result of the rapid trend towards liberalmatiof the world
economy, private investment share in total investnimas expanded in
many countries over the past decades. Table AtBemAnnex presents
the share of private and public sectors in totalestment for OIC
countries. The Table indicates that the major sb&ievestment comes
from the private sector in almost all OIC countrigde proportion of
investment accounted for by the public sector &s lthan that of the
private sector, depending on the size of the pudaitor and the level of
development. In 2000, 23 out of 30 OIC countried idvate sector share
in total investment more than 50 per cent. In @stirpublic sector share
was more than 50 per cent in only 7 OIC countnehé same year.

TABLE 2. PRIVATE AND PUBLIC INVESTMENT

Private Investment Public Investment
(% of GDP) (% of GDP)

1990 1995 | 2000 1990 1995 200
OIC-LDC average 9.1 11.4 14. 7.3 6.9 7.4
OIC-MIC average 16.6 18.5] 144 8.6 7.0 7.1
OIC-OEC average 10.3 15.1 6t 8.2 8. 8.p
OIC total average 14.7 17.4 146 8.4 7. 7.p
Developed Countries 17.9 17.4 18|6 3.9 3.9 36
Developing Countries 13.4 14.1 14y 7.8 7.6 7.1*

Source: Table A.2 in the Annex.
Note: * indicates 1999 values.

Moreover, different types of public investment dikely to have
different effects on private investment and ovegatiwth. For example,
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public investment in basic infrastructure, such raads, ports and
telecommunications, which supports private investmprojects, is
likely to have a major impact on growth and couldaat further private
investment. Thus, public investment in infrastruetitcan act as a
powerful catalyst to enhance private investmentgnoavth.

The upward trend in private investment in develgpountries
reflects the world business conditions which areanging in two
fundamental and closely related ways. First, maré @more activities
are becoming worldwide in scope and, second, cdtiygepressures are
increasing almost everywhere. These changes aratirmge new
opportunities as well as problems for the privagcter and for
governments. Many developing countries are respontt changing
world business conditions by encouraging privatesment. This has
been shown through reforming and privatising theblipu sector,
removing price distortions, liberalising foreignade and payments,
opening the markets up to foreign direct investrmard strengthening
the capacity of the financial system to mobilisenéstic savings and
allocate financial resources, factors which have caintributed to
increasing the share of private investment. Theegdrdecline of public
investment in many developing countries is alsaobatted to the fiscal
stress that accompanied debt problems and resting:tu

Overall, private investment in developing countriesreased in the
1990s, and public investment rates continued itwnsleard trend that
began in the early 1980s. Table 2 presents sharpgvate and public
investment in OIC countries’ GDP. On average, tagorof private
investment in GDP declined from 14.7 per cent ifQl& 14.5 per cent in
2000. Meanwhile, public investment decreased frofrp8r cent to 7.9 per
cent in the same period. In the first half of t®80s, private investment in
all subgroups of OIC countries increased. In cantr@IC countries as a
group experienced a decline in the second halhefsaid decade. Not
surprisingly, the most prominent declines in pivabhvestment were
registered in the crisis countries. It declined figarly half both in
Indonesia and Malaysia (See Table A.2 in the Annkljreover, OIC-
LDCs recorded increases in the private investmddP Ghares, while
OIC-MICs experienced a decline in the last dec&dethermore, in the
first half of the 1990s, the majority of OIC coue$ experienced a fall in
the share of public investment in GDP. Howeveth& second half of the
said decade, the downward trend in public investrmeas reversed in
some OIC countries which is also reflected in therall OIC figures.
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In the last decade, private investment share in @GDBeveloped
countries was higher than its average in developmgs. However, the
share of public investment in GDP in the former u@ser than the
average in the latter. Furthermore, in developatht@s, the share of
public investment showed a slight downward movenfesrh 3.9 per
cent in 1995 to 3.6 per cent in 2000. While the award trend in public
investment in developing countries continued in thst decade, the
same share started to rise in OIC countries inséwond half of the
decade. Moreover, private investment share in deugd countries,
including OIC members, continuously increased ia 1990s, but the
latter group experienced a decline in the secoifdbhthe said decade.

Overall, in terms of weighted averages, total itwesit in OIC
countries remained almost flat over the 1990-206€iop, despite a
slight decline in the second half of the 1990s. Ewev, the upward
trend in private investment could not be neglectéti its largest share
in total investment and continued decline in theioraof public
investment to GDP still noticed in almost all OlGuatries. Moreover,
country-specific factors and the responses to eateshocks have
determined the public and private investments’ b&ha in OIC
countries. Thus, the share of these investment&GDP displayed
different results under different OIC subgroups. i®/hOIC-LDCs
experienced rising private investment rates throtigh last decade,
OIC-MICs were disturbed by the Asian crisis andhdee ended up with
declining private investment rates in the secoritidiahe last decade.

3. FOREIGN INVESTMENTSIN OIC MEMBER COUNTRIES

Foreign sources of capital have become an impoppant of private
investment in the developing countries in recemtrydeven though the
bulk of private investment continues to be finanbgalomestic savings,
access to foreign sources of capital is playingnareasingly important
role in the private sector of the developing coestrFollowing the debt
crisis of the 1980s, the private sector in manyettgyng countries now
has access not only to renewed international badihg and
international debt markets, but also to internatiomquity markets as
sources of new investment capital (IFC, Trendsriua®e Investment in
Developing Countries, 25).

Capital flows to developing countries and econornmesansition can
be divided into two main subgroups: private flowsd afficial development



Private Sector Investments in OIC Countries 71

flows. Official development finance includes oféiti development
assistance and official non-concessional loand) botning either from
direct bilateral channels or through multilater&ancial institutions.
Private capital flows include foreign direct invesint (FDI) and portfolio
equity investment, both of which are non-debt a@ngaflows, and bank
lending and bond financing, which are the majortdebating flows. In
fact, there was a broad consensus that FDI and thg-term private
flows can have a strong positive impact on devetlmnthrough transfer
of technology, employment, national capacity buidi(human and
institutional), diversification of the productiorasge, development of well-
functioning infrastructure and entrepreneurial cégaThus, measures are
needed to promote such flows within an approppatey framework.

This section concentrates on four sources of farempital: foreign
direct investment, portfolio equity investment, dspand bank and trade-
related lending with special emphasis on FDI. Tdit@ncial flows to
developing countries increased dramatically duthng past decade as a
result of policy reforms introduced in the late @9&nd continued in the
1990s. With access to foreign savings for privateaes being limited to
a relatively small number of middle-income devehgpicountries and
economies in transition, the majority of low-incorneuntries remain
largely dependent on official flows to meet the chéar foreign capital.
Moreover, although the principal trend in the 199@ss the growing
importance of private flows, the vulnerability dietdeveloping countries
to crises and sudden reversals of resource flows aleo major features
of this period. The peso crisis in Mexico (1994/26)d the series of
financial crises that affected Asia, Latin Ameriead the Russian
Federation in 1997 and 1998 are examples in tgarde

Table 3 presents the aggregate net resource flowthé OIC
countries. In 2000, OIC countries experienced lariahe aggregate net
resource flows compared with the 1995-1999 totdhil&/net resource
flows in OIC-MICs declined in 2000, net outflows m#sources from
OIC-OECs occurred. Moreover, resource flows to Qs rose in the
period under analysis. The major source of privdess to the OIC
countries is Foreign Direct Investment (FDI) whiehll be largely
discussed in the next sub-section.

Beside FDI, developing countries today can hopdeoefit from
inflows of portfolio capital from world capital mkets. This is due to



TABLE 3. AGGREGATE NET RESOURCE FLOWS (LONG-TERM), million $

Private flows

Aggregate Net
Resource Flows
(excl. IMF)

Foreign Direct
Investment

Bank and Trade} Official Flows

Portfolio Equity Bonds related Lending] (including grants

1995-99( 2000] 1995-99 2000 1995-p9 2000 1993-99  2paAM®O5-99( 2000 1995-9p 200

OIC-LDC total 5886 6146 739 120p 16 3 0 0 -59 -105092 494
OIC-MIC total 29021 | 13361 9631 1568 5607 4410 58145409 3087 -277L 4879 474
OIC-OEC total -2310| -318d 1124 1345 26 |7 -11 0 0-90 -2034 -2548 | -246
OIC-TC total 4363 3229 2333 1746 1p 0 1%0 30 113 40[2 1241 994
OIC total 36960 | 19554 13823 5847 5659 44830 5953 945 2841 | -457p 8664 822
All-DCs 303339 | 261133 154541 166691 33021 50867 8825 16879 28009 -8591 45180 | 3528

Low Income Countries 43299 25178 14603 64962 4480 28 2808 2787 -450| -7296 21857 | 2059
Middle Income Countries 260041 235939 139988 160[L228541 | 48340 39780 1409 28439  -1p9233323 | 1469

Heavily Indebted Poor

. 17748 | 16364 6024 657p 22D 7 17 416 -87  -123B1574 | 1104
Countries

Source: Table A.4 in the Annex.
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the fact that progressively more developing coestrihave been
liberalising their capital account in recent yeaiewever, liberalisation

can safely proceed only gradually in pace with tapacity of the

domestic financial system and when there is namssrmacroeconomic
disequilibrium, financial institutions are solvearid an effective system
of prudential supervision is in place. Thus, thegfrency and severity of
financial crises could be reduced, but it wouldubeealistic to suppose
that they can be eliminated entirely.

International equity portfolio flows represent dguinvestments by
international investors in equities traded in thsuing firm’s domestic
equity markets. The growth in portfolio equity istent is particularly
noteworthy because it indicates the willingnesstdrnational investors
to assume the risks and rewards associated withela@ug-
countryinvestment. Portfolio equity investment iavdloping markets
rose in the second half of the 1990s (See Tabl&I8jeover, portfolio
investment was concentrated in countries that gsssa adequate
financial infrastructure and have received subghdirect investment.
Although private portfolio equity flows increased all developing
countries, the bulk of such financing was chandelie a few OIC
countries, which are limited to some OIC-MICs aewgh in Table A.4
in the Annex. The same situation is valid for prévdoond flows. In
short, capital markets activity, both stock anddaorarkets, have grown
in importance globally over the period 1985-95 (JH®Cends in Private
Investment in Developing Countries, 31). But cdpitarkets, especially
bond markets, still play only a limited role in dimcing private
investment in emerging markets, and bank loans irenaa more
important source of financing. However, in 2000, ralgions of the
world experienced an outflow in case of bank aadédrrelated lending
flows including the OIC countries. Higher intereates and concerns
about exchange rate risks all contributed to reddeading in 2000
(UN, Conference on Financing for Development).

3.1. Foreign Direct Investment in OIC Member Countries

Worldwide flows of FDI have increased dramaticafiyecent years. The
revival of interest in capital accumulation and remmic growth has
encouraged research into the channels through whizh might be
expected to promote economic growth. Thus, FDI $ldvave multiple
effects on economic growth. Positive effects caseamainly through the
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transfer of technology and other non-tangible asseth as skills which
lead to improve efficiency in the use of resour@ew increased
productivity. Negative economic effects can arfsthé market power of
the transnational corporation allows it to geneedtrormally high profits
and transfer them abroad rather than reinvest thehe host economy.

The increase in private investment, which occubeitiveen the 1980s
and 1990s, was financed in part by additional imf@f FDI. Almost all
developing countries experienced a rise in FDh&last two decades.

Table 4 displays OIC countries’ FDI growth ratesiriDg the last two
decades, like other developing countries, the O#ntyer countries have
been seeking to enhance the inflows of FDI to smppht domestic
savings and investment and to benefit from the @wyrwide associated
gains of these financial resources. Looking atréeent past (1986-2000),
12 out of 52 OIC countries for which the data ar&ilable experienced an
annual average growth rate of 30 per cent or meteden 1986 and 2000;
another 8 countries had FDI growth rates of 20-@9cent. Yet, in 9 OIC
countries, growth rates of FDI declined in the san@od. Up to now, the
OIC countries, as a substantial group of the wdddeloping countries,
have attracted a small share of the total FDI fimvio developing
countries. That is, while the total value of FDbving to developing
countries amounted to US$ 199 billion in 2000, dd§$ 12 billion went
to OIC countries, i.e. almost 6 percent (see TAl#en the Annex).

TABLE 4. AVERAGE ANNUAL FDI GROWTH RATE
IN OIC MEMBER COUNTRIES, 1986-2000 (%)

Growth Rate| Economy

More than |Afghanistan, Azerbaijan, Bahrain, Bangladesh, CaoerComoros,
30%: Djibouti, Morocco, Mozambique, Qatar, Senegal, UWigan

20-29.9%: Benin, Chad, Gabon, Iran, Kazakhstanaheh, Sudan, and Togo.
Burkina Faso, Céte d’'lvoire, Gambia, Guinea, GuiBéssau,
10-19.9%: |Malaysia, Maldives, Mali, Pakistan, Saudi Arabiantlia, Tajikistan,
Tunisia, Turkey, Uzbekistan, Yemen.

0-9.9%: Albania, Algeria, Egypt, Kyrgyz Republicigéria, Sierra Leone, Syri
Brunei Darussalam, Indonesia, Iraq, Libyan Arab dlainiya,
Mauritania, Niger, Oman, Turkmenistan, United AExhirates.
Source: UNCTAD, FDI/TNC database.

b

Decline:

FDI flows to OIC countries accounted for around Ber cent of the
world in 1990. However, after the increase in ting half of the decade,
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the trend was dramatically reversed in the secaifd The two major OIC

countries attracting the bulk of FDI flows to Ol@Guntries over the last
two decades—Indonesia and Malaysia—which were inetyatffected by

the Asian crisis composed the source of declif@l® countries’ share in
FDI flows. Although FDI inflows to those two couies were US$ 4.3
billion and US$ 5.8 billion in 1995 respectivelyiely ended up with a
decline in FDI inflows in 2000 (see Table A.5 iretAnnex). Moreover,

FDI outflows from Indonesia increased following tesis years. Being an
economically large country, this outflow from Indmm also affected the
OIC countries’ share in world FDI flows which wa8 @er cent in 2000.

TABLES. FDI INFLOWSTO OIC MEMBER COUNTRIES

(million US $

Annual

average 1990 1995 1998 2000

1982-87
Total OIC-LDCs 56 -76 249 1365 1176
Total OIC-MICs 2471 5358 13553 6876 5453
Total OIC-OECs 558 2346 -21 6129 2966
Total OIC-TCs 1695 2563 2467
Total OIC Countries 3085 7628 15476 14374 1206p
OIC as % of World 4.6 3.7 4.7 2.1 0.9
OIC as % of . 20.9 25.2 20 9.9 6.0
Developing Countries

Source: Table A.5 in the Annex.

Furthermore, the distribution of FDI inflows wasncentrated in a
small number of OIC member countries, especiallC-®ICs. It is
obvious that these countries are those which hawe market-oriented
economies, more liberalised and regulated marketse privatised
economic activities, a better quality of infrastiue and a greater size
of existing stock of FDI. In contrast, the OIC-LD@&s a group remained
marginal in attracting FDI. However, FDI flows intbat group are
rising, as is the role of FDI in their economies.

In this regard, the United Nations’ World Investrh&eport 2001
observes that rapid expansion of FDI makes it ‘fth@n source in
international economic integration”. Therefore, tentral challenge for
OIC countries is to attract FDI flows and othewpte flows to a much
larger number of countries and sectors. Key to #ifort is the
emergence and consolidation of transparent, stabk predictable
frameworks for private activity as well as the ingtons, corporate
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governance and infrastructure that allow businedseth domestic and
international, to operate efficiently.

4. CHALLENGESFACING PRIVATE SECTOR DEVELOPMENT
IN OIC COUNTRIES

The different levels of investment and how effidlgnt is being used
are affected by many factors. Macroeconomic stabilivell-defined
property rights; a sound judicial and contractilygtem; a reasonable
level of certainty about government policy; welh@tioning financial
markets; good physical, social and technologicdtasiructure; and
educated healthy individuals are all ingredientsacdound investment
climate. In addition, access to international megke important in this
regard since better integration with the world emog facilitates the
flow of goods, capital and technology. Thus, thést®n focuses on
determinants of private investment.

4.1 Business Climate

This sub-section presents country-specific resofitthe World Bank’s
1997 worldwide survey of business executives. Timyey focuses on
obstacles to doing business in each of the 74 deantovered and their
relationship with levels of investment. A few fast@@merge as being of
particular importance to private investment dedisiahe real exchange
rate, the rule of law, predictability of judiciasystems, and the extent to
which financing is available to enterprises. Thervey covers
approximately 4000 firms in 74 countries, mostlyninufacturing and
services (about half each), plus some agricultfinas. It covers large
and small firms with and without foreign particijpat Interviews are
conducted in the countries where firms operate. stimeey addresses the
guestion: which obstacles to doing business arsidered to be most
serious by private sector managers in particulants? According to
the survey, the obstacles can be classified imedategories:

1. Regulations: Regulation-related obstacles incladeur, prices and
environmental regulations as well as regulationstaiting a business.
Entrepreneurs are concerned both about the natule gegulations
and the unpredictability of their implementatiord&m changes.

2. Trade and Exchange Rate Policies: The entire drimaedgn trade is
highly sensitive for many businesses. Trade-relatesiacles include
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regulations that control exports and imports such ligenses,
customs etc. but also foreign currency regulations.

3. Inflation and Financing: High and volatile inflatiocan hurt
businesses because of unpredictable changes ismitd induced
changes in wages and because of the cost of ctlgstdopting
business strategies. Furthermore, many aspectsonétary policy
affect the possibility of firms finding financingif their investment
projects. Inflation and financing-related obstadlefer to inflation
and the availability of financing.

4. Public Revenue and Expenditure Policies: Fiscalicigd affect
business both on the revenue and on the expendiidee On the
revenue side, the question relates to high taxddaanregulations as
important obstacles. On the expenditure side, prereurs are
asked whether inadequate supply of infrastructuresgnts an
obstacle to their business.

5. Uncertainty: Many entrepreneurs stress that uniogytabout rules
is often more troublesome than their inefficiendyncertainty-
related obstacles include general uncertainty aboosts of
regulations and policy instability. The idea behthd first one is to
separate the efficiency aspect of regulations framgertainty in
implementation and enforcement.

Table 6 shows the ranking of OIC countries accgrdin the
seriousness of obstacles to doing business. Wiilestored obstacles
mean the opposite view that there are serious dbstahigh-scored
obstacles mean that entrepreneurs think there age |obstacles.
Regulation-related obstacles include labour regpratand safety and
environmental regulations, which are considerdaetserious obstacles to
doing business in a number of OIC countries. Thesition countries
head the ranking. That is, regulation-related abssaare not perceived as
severe in those countries. Possibly the reasdmaisttansition countries
are still busy in building the institutions thatntml and enforce those
kinds of regulations. Inflation is one of the mgstvalent perceived
obstacles for many developing countries. In inblatand finance-related
obstacles, Sub-Saharan African countries receivedmvorst scores. The
least obstacles related to trade are found in tidllel East and North
Africa. In this survey, this group is representgdJordan, Morocco and
Palestine as well as Uganda from Sub-Saharan Afticdhe case of
public revenue and expenditure policies—relatedashss, Malaysia and
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Sub-Saharan Africa countries are marked with love¢ing. Obstacles
related to political stability and general uncergiin the cost of
regulations are much more prevalent in transitmmdries.

TABLE 6. RANKING OF OIC COUNTRIESFROM
LOWEST TO HIGHEST IN TERM S OF SERIOUSNESS OF
OBSTACLESTO DOING BUSINESS

. Public
. Inflation Revenue an .
Total Regulatio _and Trade- Expenditurebncertamt)
Obstacles Telated | Finance-| related | —5 ..~ ~| -related
Obstacle§ related [Obstacles Obstacles
Obstacleg related
Obstacles

Jordan., Morocco, 1 8 > > 5 3
Palestine
Malaysia 2 11 3 5 1 2
Azerbaijan 3 1 1 3 4 8
Céte d'lvoire, Togo 4 6 9 8 2 1
Guinea, Guinea-Bissau, 5 9 5 9 3 6
Senegal
Albania, Turkey 6 3 7 4 7 9
Uganda 7 4 10 1 11 10
Benin, Mali, Nigeria 8 10 6 7 6 5
Cameroon, Chad 9 5 4 11 10 4
Kazakhstan, Kyrgyz
Republic, Uzbekistan 10 2 8 10 9 11
Mozambique 11 7 11 6 8 7

Source: IFC]Trendsin Private Investment in Developing Countries, Discussion Paper No. 33.

Since each country is associated with differentroemnomic policies,
institutions, rules and regulations, each faceferdifit business obstacles.
Interestingly, some serious business obstaclesgiacicountry may not be
perceived as an important obstacle by entrepremnedng business. As a
result, country-specific factors play a crucialerah improving business
climate. Therefore, the number of surveys aiminglétermine business
obstacles should be increased in parallel withr #egipe and quality.

4.2 Macroeconomic Stability

The past few decades have yielded a rich cropssbles about the kinds
of economic policies that support development. psed of the East
Asian miracle and other experiences consistentig fa core set of
policies that appear to be essential for growtbviging macroeconomic
stability, avoiding price distortions and liberalig trade and investment.
These policies help position an economy to berfefitn competitive
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market forces. These forces provide the right d&gaad incentives for
economic agents to accumulate resources and usedtfieiently. High
levels of education, diversification of the expbase, high saving rates,
sound macroeconomic management and high ratesvestment and
industrialisation and rapid growth of FDI are actfors that contribute to
growth. Thus, this section examines the OIC coesitrinvestment
performance in the light of macroeconomic indicsitor

It was found that high private investment rateseyen general,
associated with high demand growth, availabilityfin&ncing, low fiscal
deficits, price stability and low external indebteds. Overall, private
investors respond positively to growth of demanadekd, for most
developing countries, growth of demand is the nragbrtant reason for
investment. On the other hand, inflation and exgkamate volatility deter
investors because of the unpredictability attenddigtorted relative
prices. In addition, high inflation brings with the expectation of
currency devaluations which will increase the aolsimported capital
goods and inputs to an unknown extent. Moreovesn@ronomies often
experience high private investment rates sinceutward-oriented trade
regime helps to increase the credibility of theamatl economic policy by
exposing the economy to the competitive disciplofeinternational
markets. In contrast, debt overhang may discouragestment both
through the uncertainty created and through itsliedp‘tax” on future
output. Overall, good macroeconomic policies stateil private
investment. Furthermore, foreign investors alsal tenrespond similarly
to those factors. Companies are increasingly &ttaby the availability
of education and high skills. Foreign investoraditgreat importance to
the stock of foreign investment as an importaniciadr of the quality of
the business climate and to the quality of theastfucture.

High private investment rates are found in cousttlgat have high
growth rates since private investment is discoutdmyeslower or negative
growth. Based on average annual growth rates tegperiod 1990-2000,
those countries that, on average, grew faster thiermperiod also had a
higher average share of total investment in GOR.average, the annual
GDP growth was lower in OIC countries than thattied developing
countries during the same period. As indicated abl& 7, the slower
GDP growth of the OIC region during the period 189@000 coincided
with a time of falling investment. Moreover, sinttee GDP growth in
OIC countries was lower than that in the develomiogntries, the decline
in investment rates in the former was larger ttnat in the latter.
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The growth performance of the OIC group was negétiaffected
by the Asian Crisis of 1997-1998 and the fall infldacommodity prices
in the same period. In this regard, the economthefOIC-MIC group
seems to be the most negatively affected by thereat shocks in 1998.
Parallel to this, the investment performance of @kKC-MIC group
deteriorated in the second half of the 1990s. THE-KDC group
achieved the highest average growth rate of 5 @etrio the 1990-2000
period. At the same time, when discussed undemtyestment figures
introduced in Table 7, it is easy to see that ambegOIC subgroups,
only the OIC-LDC group witnessed a continuous is@s investment
share. Lastly, after experiencing negative growates in the first half of
the 1990s, the group of OIC-TC countries managedet@rse their
growth trends and were quite successful in maiirigipositive rates in
the second half of the decade. However, negativettirrates in the last
decade were associated with a fall in investment.

Adequate levels of investment will not be forthcogiin an
environment of high and fluctuating inflation whdeoeal currencies are
either unstable or significantly overvalued. Highfldation creates
uncertainty about the returns on savings and imest, thus creating a
disincentive for capital accumulation. Inflatiors@lmakes it difficult to
maintain a stable but competitive exchange rates ifmpeding a country’s
ability to exploit the benefits of openness andting wage volatility.

TABLE 7. MACROECONOMIC INDICATORS

GDP CPI
(Average | (Average
annual % | annual %

growth) growth)

Gross Domestic
Capital Formation
(% of GDP)

1990-2000] 1990-200¢ 1990 199 2009

OIC-LDC average 5.0 18.4 16.5 18.8 22.1
OIC-MIC average 4.0 28.6 26.4 27. 21.4
OIC-OEC average 25 9.4 22.5 22.7 18.
OIC-TC average -2.9 76.7 32.3 23.4 16.]
OIC average 3.5 215 24.6 25.4 20.5
Developed Countries 2.3* 2.7* 21.7 215% 22.2
Developing Countries 5.7* 28.8* 25.8 28. 25.9
Least-developed Countries 4.3% 22.0

Source: Table A.6 in the Annex.
Note: * indicates the period 1990-1999.

As presented in Table 7 above, the average inflatade in OIC
countries was 21.5 per cent in the period 1990-20@@ch was slightly
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lower than that in the developing countries (288 gent). The average
inflation rate observed in the OIC-TC group was siderably higher
than the OIC average in this period since the a@mstin transition
experienced hyperinflation in the early 1990s. Hesve in the second
half of the 1990s, OIC-TCs managed to curb inflatrates. Yet, the
unfavourable growth performance of the OIC-TCs arke
hyperinflation experienced by transition countiieshe first half of the
1990s disturbed the overall investment performafdris, the largest
declines in investment rates were experienced I8 0Ts. After OIC-
TCs, OIC-MICs occupied the second place when rarif@d high to
low inflation rates. Thus, the second highest decinh investment ratios
among OIC countries was experienced by OIC-MICs.

Similarly, an inappropriate exchange rate policythe form of an
overvalued rate for the local currency can givaramequate incentive
to investment because of the obstacles it createachieving price
competitiveness in export markets. Obviously, thet effect on
investment depends on the degree of capital mphiétative to the
import content of investment. In short, overvaleedrencies discourage
the production of goods and services. Table A.then Annex displays
the exchange rates in the OIC countries againsdblfr. In the last
decade, the majority of OIC countries’ national reacies were
depreciating against the US dollar, and only theencies of 8 out of 50
OIC countries remained stable.

Moreover, open markets offer opportunities for zeitis and
businesses by increasing access to supplies, eemiptechnology and
finance. Additionally, improved incentives and oppaities allow
entrepreneurs to use resources more efficientthofigh the total exports
of OIC countries doubled in the last decade, thleare in world exports
showed a negligible improvement. Among the OIC soilngs, OIC-MICs
and OIC-TCs experienced a large rise in their asp@ee Table A.6 in
the Annex). In this framework, primary commodity pexts with
exogenously-determined prices constitute an impobrtaource of
macroeconomic instability in those countrsiisce the international prices
of primary commodities tend to fluctuate sharplp. fact, 15 OIC
countries are exporters of primary commodities dBchave fuel as the
main source of export earnings (IMF, World Econoi@iatlook, April
2002, p. 151). Therefore, many OIC countries, paldrly the OIC-
LDCs, need to diversify their economies to havetasosed levels of
economic performance and decrease their vulnesataliexternal shocks.
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When we consider the external debt of the OIC c@mstthe picture
becomes worse. According to the World Bank’s clasgion of all
economies according to their indebtedness in Jang@o2, 23 OIC
countries are classified as severely-indebted desnand another 15 are
classified as moderately-indebted (World Bank, @lobevelopment
Finance 2002, pp. 130-131). Furthermore, as showhable A.6 in the
Annex, the total external debt of OIC countrieséased in the last decade.
This rise was largely experienced by all the sulygsaexcept OIC-OECs.

With respect to macroeconomic stability, the OlQurddes have
recently succeeded in reducing the rate of inftatiut inflation remains a
serious problem in many of them. Also, in the tstade, OIC countries,
especially OIC-LDCs, performed better in terms &f5growth rates. But
still, the growth rates of OIC countries were natoegh to boost
investment. In addition, trade performance of Ol@urdries was not
compatible with the high investment rates. Alsoerwalued currencies
disturb the private sector investments in the nitgjaf OIC countries.
Moreover, the external debt accumulated in OIC ts discouraged
private investments since debt overhang may has®diaged investment
both through the uncertainty created and throughiniplied “tax” on
future output. As a solution to the debt probleine World Bank and the
IMF's enhanced Heavily Indebted Poor Countries E)IRitiative aim to
provide a faster, deeper and broader debt reliaé tmany as 30 countries,
mostly in Sub-Saharan Africa. These countries h&wefocus on
macroeconomic stability as a key feature in thégdesf programmes.

Also, there is the institutional factor which encages or inhibits
private investment. The risks of doing business mteh higher in
countries where the rules of the game are unclearhere the State
does not ensure that private contracts are enf@eddvhere the judicial
system does not function well. Improvements in maconomic
conditions as well as in the quality of institutiohave been achieved in
a number of developing countries but private inmeshave often been
slow to respond. The strongest responses occur wivestors believe
that improvements will sustain.

5. POLICY RECOMMENDATIONSAND CONCLUSION

The role of private sector investments is crucralthe development
agenda since it provides various income and jolodppities. In this
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context, the role of the private sector in the poton of intra OIC-trade
and economic cooperation has been emphasised re¢hgt resolutions
of the Islamic Summits and Islamic Conferences afelgn Ministers.
However, investment is associated with long runefiess Thus, the
majority of private sector development strategiegeds an
implementation period. That is, achieving macroecoic stability and
improving existing institutions are a long and idiflt process, but
progress along the way is likely to be rewardedirimyreased private
sector investments, thus high and sustained growth.

In this regard, the OIC countries are faced withiows obstacles
that hinder private sector investments. These olestavary from one
country to another. However, an average trend iivafg sector
investments has been on the rise in recent yearshdfmore, in the
context of their investment performances, privateestment in OIC
countries has been higher than public investmerduthout the last
decade. Yet, although the first half of the 199G wharacterised by
high private investment ratios, in the second haliC countries faced
declining private investment levels. In fact, tlheise of decline largely
depends on OIC-MICs since some economically lagentries in this
group were seriously influenced by the Asian Cridiso, FDI flows to
those countries declined because of the same reasdnthis decline
was reflected in the total OIC figures. In additidboth domestic and
foreign investment figures of OIC countries werghty related with
macroeconomic stability. That is, high inflationdalow growth rates
accompanied declining investment levels.

The business environment remains problematic inymespects and
incapable of generating the high rates of privaeestment that can
foster economic growth. More and deeper action§ lvél necessary to
improve the business environment, and the finansétor must be
stronger if it is to support private business gtawtMoreover,
overdependence for export earnings on a small numbagricultural
commodities, a small and narrow manufacturing bbagg) population
growth, low savings and investment rates, low humeapital
development, high deldervicing, poor infrastructure and structural
rigidities have disturbed growth. Especially in ®@IC-LDCs and low
income countries, widespread poverty and a higlldniof debt led to
lower consumption demand and lower savings andsinwent ratios
which, in turn, hindered growth and reduced proditgt There is a
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need to remove those constraints on growth in aabreak the vicious
circle of low savings, low investment and low inaanin this respect, a
wide range of policy recommendations, which aressifeed at both
country and OIC levels, can be proposed for inéngaboth domestic
and foreign private investment as follows:

Action at the country level

1. From the perspective of promoting private sectarestiment, the
primary objective will be to stabilise the macroeomic environment:

* Member countries should pursue sound macroeconpaiicies
geared to the achievement of high rates of sudikineconomic
growth.

* Member countries should give priority to avoidinglationary
distortions, prudent fiscal and monetary policiead aan
appropriate exchange rate regime.

e Sustainable debt financing is an important option rhobilising
resources for public and private investment. Nation
comprehensive strategies to monitor and managenekiabilities
embedded in sound macroeconomic policies shoulda beey
element in reducing domestic vulnerabilities andi@ding serious
mismatches between financing needs and repaymestita

» Free trade and export processing zones in the nrectomtries
should be encouraged and private sector investmanteese
zones should be promoted by parties from other neemb
countries (OIC Strategy and Plan of Action: 1994).

2. The central purpose of the financial sector isrmwte savings and
channel investible resources into the most prodeicictors:

* There should be a diverse, well-functioning, -coritpet
financial system based on a modern legal framework
incorporating international accounting and auditstgndards as
well as corporate governance and bankruptcy arraages that
are adapted to the local culture but meet glolzaldsrds.
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» Banks must be competitive, efficient, properly talged, and
well-regulated and supervised by independent aitigmr Of
course, building institutionthat will meet these specifications is
difficult and will take time. It will also require assistance the
international community.

3. Microeconomic incentives and institutional factoase crucial in
building business capacity both in the public arndape sectors:

* The rules and procedures governing both domesticfareign
investors’ operations should be stable, predictedote free from
corruption.

e Countries should examine critical infrastructurenstoaints for
private sector development since both domestic famdign
investors seek skilled workforce and efficient asfiructure.
Moreover, priority should be given to investment hman
capital, especially basic education and health.

* “The member countries should cooperate to devehapexpand
the basic national infrastructure in order to exp#re capacities
and efficiency in productive sectors” (OIC Strateayyd Plan of
Action: 1994).

4. Although private capital cannot by itself allevigiaverty, it can play a
significant role in promoting growth. Yet, its pision needs to be
organised in a way that reduces vulnerability teesr.

 The flow of financial resources and direct foreigivestment
flows among the member countries should be fatalitahrough
gradual removal of restrictions on capital moveraemind
ensuring investment protection and guarantees &i&tegy and
Plan of Action: 1994).

* Member countries should continue to improve thimativeness
to private flows by upgrading accounting and auditstandards
and improving transparency, corporate governancel the
efficiency and impartiality of their administration

» The developmental impact of FDI flows should be amded,
especially in strengthening technological capaédit boosting
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export  competitiveness, generating employment and
strengthening the skill base.

 The experience of financial crises has shown thaintries
should only introduce liberalisation measures irprapriate
circumstances. That is, when they have sound meanoenic
fundamentals, a healthy domestic financial systend an
effective system of prudential supervision.

Action at the OIC level

The promotion of private investment opportunitiesd aprojects in
member countries should be one of the major go#lsooperation.
Therefore, member countries should point out thetmeeded segment of
the private sector strategies according to the @oanand institutional
environments in which they live. In other wordspl#oin promoting and
strengthening private sector activities should beméd according to
country-specific factors. These tools could betsts follows:

* Financing measures including guarantees and inesgtaupport.

» Technology and innovation support including R&D pom,
technology cooperation, knowledge transfers, diffus of
information and communication technologies.

e Labour-related measures on human resource deveidpme
including measures on management and ones aimirsiilés
development, mobility and relocation.

* International trade and investment-related measurekiding
export promotion and foreign and domestic investnmeeasures
which are discussed in the individual country repwndations.

In short, in order to introduce a new dimension dgdamism into
cooperation efforts among the OIC countries, paldity the
implementation of the OIC Plan of Action, the ptezaector institutions
should be given a more effective role in OIC ecoitogpoperation
activities. They should be included at all stagéshe implementation
process of the OIC Plan of Action. In this respsotme recommendations
are also listed under the OIC umbrella to promoieape sector activities
since private sectors of the member countries lsmvee problems in
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financing their expansion, marketing their productsenetrating
international markets, acquiring advanced technglagproving their
management and promoting quality and production.

1. Regional and sub-regional cooperation and integmaprocesses
should be extended since they play a key role siefing global
trade and development by improving competitivenasd export
diversification.

2. As it is presented in the OIC Plan of Action, cants among
industrialists of the member countries should barmted to share
information and experiences that will help enhapceate sector
cooperation.

3. All the existing financial resources within the OIl&@mmunity
should be utilised to the maximum possible extent eoordination
may be ensured among these bodies to meet theresurits of
most of the economically and technically feasilriggxts.

4. The non-availability of credit is normally the gtest single
impediment to the growth and diversification of igties in the
private sector. In this regard, stress may be gieetne importance
of extending lending operations, extensions of $oand technical
assistance to the least-developed member countries.

5. Private sector should have greater access to iafttwmtechnology
such as electronic commerce.

6. Member countries of the OIC have to encourage jmiofects with a
view to reinforcing and promoting economic completagities of
the member countries and providing guarantees aocentives to
encourage the transfer of capital and investment:ng themselves.

7. In fact, some specific measures in other areas also
indispensable, such as those related to transmortanhd financial
facilities, the availability of dependable and carable data and
an adequate production level. Naturally, all thisseies may not be
dealt with at the same time and inter and intraeseggriorities will
have to be established within the context of a cedmgnsive
strategy.
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Member countries should develop new modalitiestimwdate and
promote private sector participation in cross-ogftiissues of
environment, development, technology and sociahgklaas it is
presented in the OIC Plan of Action.

“Member countries should promote and expand coaperat the

area of agricultural research and development iot jctivities, by

giving a pivotal role to the private sector” (Ol@&egy and Plan of
Action: 1994).

10.As it is presented in the OIC Plan of Action, memtmmuntries should

encourage and promote extensive private sectorlvienment and
cooperation in tourism through joint ventures ine tlarea of
improvement and enhancement of physical capacities quality
service.

In short, targeted prerequisites to generate higraie investment

levels could be listed as follows:

a sound macroeconomic policy;

an appropriate competition policy;

investment and trade liberalisation;

legal, judicial and tax reforms;

product, capital and labour market reforms;

financial sector reforms;

sound environmental and social standards and a gigdical,
social and technological infrastructure.

To achieve these targets, international coordinai® needed. In

addition, instruments used by multilateral develepimbanks such as
policy dialogue, economic and sectoral developmnieans, technical
assistance, cofinancing and partial credit guaemnteshould be
improved. In this context, Annex 2 discusses thie af multilateral
agencies on private sector activities. In fact, &nr2 presents targets
and instruments used by multilateral agencies oivag sector
development strategies. These targets and instismshould be
seriously examined since member countries diffethigir economic,
political and social objectives. Thus, their prevaectors are at different
stages of development. Moreover, the recommendatisted above are
mutually reinforcing each other. Therefore, thesenb single factor
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affecting private investment performances. In faotreasing private
sector investments is not only a goal, but alselkicle for sustained
economic growth and development.
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ANNEX 1

TABLE A.1: SHARE OF INVESTMENTSAND SAVINGS
IN OIC COUNTRIES (As % of GDP)

Gross Domestic Capital Formation

Gross Domestic Savings

(% of GDP) (% of GDP)

1990 1995 2000 1990 1995 2000
Bangladesh 17 17 23 10 8 18
Benin 14 20 20 2 9 6
Burkina Faso 21 22 28 8 6 9
Chad 16 9 17 0 -10 1
Comoros 20 17.6 13 32 -10.0 1.0
Djibouti 14 8.6 12.9 -10.2 9.2 0.2
Gambia 22 21 17 11 5 4
Guinea 18 15 22 18 1 17
Guinea-Bissau 30 16 18 3 -5 9
Mali 23 26 23 6 10 7
Mauritania 20 15 30 5 1 15
Mozambique 16 60 34 -12 5 10
Niger 8 6 11 1 1 3
Senegal 14 16 20 9 10 1
Sierra Leone 9 6 17 8 -9 -8
Sudan 15 17 14 15
Togo 27 14 21 15 9 6
Uganda 13 16 18 1 7 3
Yemen 15 12 19 4 10 28
OIC-LDCs average 16.5 18.3 22.2 73 7.8 15.5
Cameroon 18 15 16 21 21 20
Egypt 29 17 24 16 6 17
Guyana 217 317 28.7
Indonesia 31 38 18 32 36 26
Cote d'lvoire 7 13 12 11 20 19
Jordan 32 26 20 1 3 -6
Lebanon 18 29 18 -64 22 -7
Malaysia 32 41 26 34 37 47
Morocco 25 21 24 19 13 18
Pakistan 19 19 16 11 16 12
Syria 15 27 21 16 24
Tunisia 32 24 27 25 20 24
Turkey 24 25 24 20 20 17
OIC-MICs average 26.4 278 21.8 20.7 21.8 21.8
Algeria 29 32 24 27 29 44
Bahrain 16 18
Gabon 22 26 26 37 48 28
Iran 29 29 20 27 34 34
Kuwait 18 12 11 4 18 37
Libya 18 15
Nigeria 15 23 29 34
Oman 13 17 35 27
Qatar 18 35
Saudi Arabia 20 20 16 30 30 40
UAE. 20 27 45 27
OIC-OECs average 22.5 22.7 18.3 26.2 28.6 38.1
Albania 29 16 19 21 -8 -3
Azerbaijan 16 26 4 28
Kazakhstan 32 22 14 30 19 25
Kyrgyzstan 24 16 16 4 10 4
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TABLE A.1: (continued)

Gross Domestic Capital Formation Gross Domestic Savings
(% of GDP) (% of GDP)

1990 1995 2000 1990 1995 2000
Kyrgyzstan 24 16 16 4 10 4
Tajikistan 17 20 18 16
Turkmenistan 40 40 28 49
Uzbekistan 32 23 1 13 24 17
OIC-TCs average 323 234 16.2 225 19.9 21.6
OIC average 246 254 205 216 229 26.6
Developing
Countries 258 288 258 26.3 272 26.5
Developed
Countries 21.7 215 222 20.9 214 21.6

Source: World Development Indicators 2002, African Development Indicators 2002.



TABLE A.2: SHARE OF PRIVATE AND PUBLIC INVESTMENTSIN OIC COUNTRIES

Private Investment (% of GDP)

Public Investment (% of GDP

1980 1990 1995 2000 1980 1990 1995 2000
Bangladesh 8.2 9.8 12.4 15.7 7.1 7.2 6.7 6.7
Benin 6.0 6.9 11.2 7.4 10.4 7.3
Burkina Faso 15.3 14.0 12.6 4.4 11.0 15.0
Chad 1.3 5.3 10.2 10.0 6.3 10.3
Comoros 5.3 6.7 9.2 6.4 23.2 5.2 6.9 6.6
Djibouti 5.1 4.8 8.6 9.2 3.6 6.6
Gambia 14.9 10.2 13.5 7.4 10.0 3.8
Guinea 8.3 10.3 14.1 9.2 6.3 7.3
Guinea-Bissau 8.4 7.1 5.3 215 15.2 13.9
Mali 12.4 13.5 12.2 10.5 9.4 10.4
Mauritania 13.7 15.5 22.1 6.2 3.8 8.0
Mozambique -1.7 3.6 10.8 21.1 7.6 12.0 12.0 12.6
Niger 5.1 4.0 1.8 4.6 20.4 7.4 5.2 5.8
Senegal 7.7 8.8 10.2 13.1 5.5 4.1 4.4 6.7
Sierra Leone 10.7 5.2 0.5 1.5 6.0 35 7.4 1.8
Sudan 3.8 15.9 15.4 6.9 0.6 2.2
Togo 8.0 18.0 10.1 14.1 20.2 7.3 3.5 6.2
Uganda 6.5 10.2 11.5 6.2 5.4 6.7
OIC-LDCs Average 9.1 11.4 14.6 7.3 6.9 7.4
Cameroon 15.6 11.9 13.3 15.1 4.4 5.5 1.2 14
Egypt 16.7 10.7 14.1 10.2 5.5 7.5
Guyana 14.4 15.5 12.5 13.3 16.3 16.2
Indonesia 13.7 19.5 20.8 12.9 10.5 8.5 7.7 8.3
Cote d'lvoire 13.0 49 9.5 12.9 11.4 3.6 4.2 4.7
Malaysia 19.5 20.9 317 10.8 11.6 11.5 12.6 11.1
Morocco 12.4 16.4 12.5 16.0 9.8 8.6 8.9 8.8
Pakistan 7.7 8.9 8.7 8.6 9.4 8.4 8.2 4.7
Tunisia 13.3 19.7 11.9 13.1 15.0 11.0 12.3 12.0
Turkey 13.3 15.8 20.0 17.0 8.8 7.0 4.2 6.8
OIC-MICs Average 16.6 18.5 14.0 8.6 7.0 7.7
Algeria 22.8 17.6 21.9 13.5 8.2 7.3 8.0
Gabon 21.4 17.6 17.6 21.3 5.3 3.9 5.1 4.8
Iran 11.4 8.5 12.6 19.0 10.4 7.3 10.4 8.6




TABLE A.2: (continued)

Private Investment (% of GDP)

Public Investment (% of GDP

1980 1990 1995 2000 1980 1990 1995 2000
Iran 11.4 8.5 12.6 19.0 10.4 7.3 10.4 8.6
Libya 1.8 19.4
Nigeria 3.8 11.1 12.9 10.8 5.3 9.8
OIC-OECs Average 10.3 15.1 16.1 8.2 8.3 8.5
Azerbaijan 23.6 4.1
Kazakhstan 14.0 1.9
Uzbekistan 7.5 14.3
OIC-TCs
OIC total 14.7 17.2 14.5 8.4 7.3 7.9

Source: African Development Indicators 2002 and IFC, Trends in Private Investment in Developing Countries (44).
Note: For some countries, the sum of private and public investment does not add up to total domestic investment due to statistical discrepancies.
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TABLE A.3: SHARE OF PRIVATE AND PUBLIC SECTORS
IN TOTAL INVESTMENT

Private Investment Public Investment
(% of Total Investment) (% of Total Investment)
1990 1995 2000 1990 1995 2000

OIC-LDCs
Bangladesh 58 65 70 42 35 30
Benin 45 40 61 55 60 39
Burkina Faso 73 54 45 21 43 54
Comoros 52 49 39 51
Djibouti 36 56 56 66 42 43
Gambia 67 50 78 33 50 22
Guinea 47 62 64 53 38 33
Guinea-Bissau 28 32 28 72 68 72
Mali 54 59 54 46 41 46
Mauritania 69 80 73 31 20 27
Mozambique 23 47 63 77 53 37
Niger 25 43 71 55
Senegal 64 61 66 30 26 34
Sierra Leone 55 6 44 37 87 53
Togo 68 63 69 27 22 30
Uganda 51 62 63 49 33 37
OIC-MICs
Cameroon 67 92 92 31 8 9
Egypt 58 62 59 35 32 31
Guyana 52 49 44 48 51 56
Indonesia 70 73 61 30 27 39
Cote d’'lvoire 58 70 73 42 31 27
Malaysia 65 72 49 35 28 51
Morocco 66 58 65 34 42 35
Pakistan 51 51 65 49 49 35
Tunisia 64 49 52 36 51 48
Turkey 69 83 71 31 17 29
Other OIC Countries
Algeria 60 69 57 28 23 34
Gabon 81 74 82 18 22 18
Iran 54 55 69 46 45 31
Nigeria 26 68 57 73 33 43

Source: World Development Indicators 2002, African Development Indicators 2002, and IFC,
Trends in Private Investment in Developing Countries (44).

Note: For some countries, the sum of private investment and public investment does not add
up to total domestic investment due to statistical discrepancies.




TABLE A.4: AGGREGATE NET RESOURCE FLOWS (LONG TERM) (Million US$)

Aggregate Net

Private flows

Foreign Direct

Bank and Trade-

Official Flows

Re?g;gﬁe”vF”I:t;WS Investment Portfolio Equity Bonds related Lending (including grants)

1995-99 | 2000 | 1995-99 | 2000 | 1995-99 | 2000 | 1995-99 | 2000 | 1995-99 | 2000 | 1995-99 | 2000
Bangladesh 1101 1207 105 280 16 3 0 0 -25 -14 1005 938
Benin 204 192 31 30 0 0 0 0 0 0 173 162
Burkina Faso 302 437 13 10 0 0 0 0 0 0 289 427
Chad 177 94 15 15 0 0 0 0 0 -1 162 79
Comoros 23 13 2 0 0 0 0 0 0 0 22 13
Djibouti 55 27 5 0 0 0 0 0 0 0 50 27
Gambia 43 47 11 14 0 0 0 0 0 0 32 33
Guinea 265 177 25 63 0 0 0 0 -6 0 146 113
Guinea-Bissau 67 61 3 0 0 0 0 0 0 0 64 61
Maldives 41 23 10 13 0 0 0 0 5 1 26 10
Mali 343 420 54 76 0 0 0 0 0 0 289 344
Mauritania 182 183 3 5 0 0 0 0 4 -2 174 180
Mozambique 1080 971 155 139 0 0 0 0 1 -1 924 833
Niger 199 179 12 15 0 0 0 0 -17 -2 204 166
Senegal 442 349 89 107 0 0 0 0 -9 -2 361 243
Sierra Leone 103 186 3 1 0 0 0 0 -6 0 106 185
Sudan 341 563 168 392 0 0 0 0 0 0 173 171
Togo 139 93 27 30 0 0 0 0 -1 0 113 63
Uganda 724 936 170 220 0 0 0 0 -4 11 558 705
Yemen 55 -12 -166 -201 0 0 0 0 -1 0 221 189
OIC-LDCs total 5886 6146 735 1209 16 3 0 0 -59 -10 5092 4942
Cameroon 194 185 35 31 0 0 0 0 -42 -52 200 205
Egypt 2450 2312 853 1235 818 619 20 0 -194 114 952 345
Guyana 163 128 63 67 0 0 0 0 -4 0 104 61
Indonesia 6989 -9156 2423 -4550 1959 379 1503 -2050 -552 -4988 1657 2053
Céote d'lvoire 537 56 320 106 13 6 -14 -46 -158 -113 375 103
Jordan 630 807 172 558 26 12 13 -95 -120 -20 539 352
Lebanon 1378 2258 143 298 79 4 801 1040 124 687 231 230
Malaysia 8214 3411 3622 1660 1455 542 1488 477 1634 550 15 182
Morocco 134 -460 37 10 176 147 52 -30 -53 -419 -78 -167




TABLE A.4: (continued)

Private flows off -

Aggregate Net . . icial Flows

Re%i);lcr?:?lvF”I:t;WS F?ésgsntn?gnetm Portfolio Equity Bonds ?ggﬁe%nlt_je-lr;rdaiig (including grants)

1095-99 | 2000 | 1995-99 | 2000 | 1995-09 | 2000 | 1995-99 | 2000 | 1995-09 ] 2000 | 1995-99 | 2000
Pakistan 2508 526 680 308 336 0 92 0 305 361 1095 578
Syria 135 68 88 111 0 0 0 0 5 -4 51 -40
Tunisia 868 1009 368 752 8 0 311 -371 55 585 126 44
Turkey 4821 | 12217 827 982 737 2701 1548 6484 2097 1250 -388 801
OIC-MICs total 20021 | 13361 9631 1568 5607 | 4410 5814 | 5409 3087 | -2771 4879 | 4747
Algeria 198 | -1678 6 10 4 4 56 0 513 | -1227 361 -465
Gabon 217 24 225 150 0 0 0 0 26 -8 34 -166
Iran 2648 | -2253 31 39 0 0 0 0 56 649 | -2735 | -1643
Nigeria 684 706 1253 1083 4 2 0 0 313 177 259 201
Oman 69 69 59 23 18 11 45 0 -104 23 51 12
OIC-OECs total 2310 | -3180 1124 1305 26 17 11 0 900 | -2038 | -2548 | -2463
Albania 273 396 59 143 0 0 0 0 -1 -1 215 254
Azerbaijan 877 305 721 130 0 0 0 0 33 45 123 130
Kazakhstan 2093 1979 1232 1250 10 0 150 350 321 300 380 80
Kyrgyzstan 267 112 76 2 0 0 0 0 1 62 192 177
Tajikistan 104 134 17 24 0 0 0 0 5 40 81 70
Turkmenistan 85 100 0 0 0 0
Uzbekistan 749 303 143 100 0 0 0 0 356 82 250 284
OIC-TCs total 4363 | 3229 2333 1745 10 0 150 350 713 240 1241 995
0IC total 36960 | 19556 | 13823 5827 5659 | 4430 5953 5759 2841 | -4579 8664 | 8221
All-DCs 303330 | 261133 | 154541 | 166691 | 33021 | 50867 | 42588 | 16879 | 28000 | -8591 | 45180 | 35287
Low Income Countries | 43299 | 25173 | 14603 6562 4480 2528 2808 2787 -450 | -7296 | 21857 | 20592
“C"(')‘i‘i'fri'gscome 260041 | 235959 | 139938 |[160129 | 28541 | 48340 | 39780 | 14001 | 28459 | -1205 | 23323 | 14695
Heavily Indebted Poor | 47748 | 16364 | 6024 | 6572 | 220 27 17 -46 87 | -1235 | 11574 | 11046

Source: Global Development Finance 2002.

Notes: Net resource flows (long-term) are the sum of net resource flows on long-term debt (excluding IMF credit) plus net foreign direct investment,
portfolio equity flows, and official grants (excluding technical cooperation).
Private net resource flows are the sum of net flows on debt to private creditors plus net foreign direct investment and portfolio equity flows.
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TABLE A.5: FDI INFLOWSTO OIC COUNTRIES (Million US$)

Annual FDI inflows to OIC countries

average

1982-87 1990 1995 1998 2000
Bangladesh 1 3 2 190 170
Benin - 1 13 38 30
Burkina Faso 1 1 10 10 12
Chad 17 - 13 16 50
Comoros 1 - 2 2 2
Djibouti - - 3 6 5
Gambia - - 8 14 14
Guinea 2 18 24 18 33
Guinea-Bissau 1 2 1 10 5
Maldives 2 6 7 12 12
Mali 1 -7 123 36 56
Mauritania 6 7 7 3 2
Mozambique 2 9 45 213 139
Niger 14 -1 16 9 11
Senegal -1 -3 35 60 107
Sierra Leone -20 32 -2 5 3
Somalia 7 6 1 - 20
Sudan 6 -31 371 392
Togo 6 18 38 42 60
Uganda - -6 121 210 254
Yemen 10 -131 -218 100 -201
OIC LDCs Total 56 -76 249 1365 1176
Cameroon 115 -113 7 50 45
Cote d'lvoire 268 314 290
Egypt 809 734 598 1076 1235
Guyana 2 8 74 47 67
Indonesia 282 1093 4346 -356 -4550
Jordan 43 38 13 310 300
Lebanon 4 6 35 200 180
Malaysia 844 2333 5816 2700 5542
Morocco 42 227 335 329 201
Pakista+n 86 244 719 507 308
Surinam -16 -43 -21 9 -12
Syria 18 71 100 80 84
Tunisia 150 76 378 670 781
Turkey 92 684 885 940 982
OIC MICs Total 2471 5358 13553 6876 5453
Algeria -7 - 5 5 6
Bahrain 45 -4 431 180 500
Brunei 1 3 13 20 -19
Gabon 78 74 -113 211 90
Iran -105 -362 17 24 36
Iraq 3 - 2 7
Kuwait -3 -6 7 59 16
Libya -152 159 -107 -152 -128
Nigeria 371 588 1079 1051 1000
Oman 139 141 29 101 62
Qatar -2 5 94 347 303
Saudi Arabia 149 1864 -1877 4289 1000
UAE 41 -116 399 -13 100
OIC-OECs Total 558 2346 -21 6129 2966
Albania - - 70 45 92
Azerbaijan - - 330 1023 883
Kazakhstan - - 964 1152 1249
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TABLE A.5: (continued)

Annual FDI inflows to OIC countries

average

1982-87 1990 1995 1998 2000
Kyrgyzstan - - 96 109 19
Tajikistan - - 15 30 24
Turkmenistan - - 100 64 100
Uzbekistan - - 120 140 100
OIC-TCs Total - - 1695 2563 2467
OIC Countries Total 3085 7628 15476 14370 12062
All-LDCs 197 154 2016 3679 4414
All-DCs 14752 30248 77489 144620 199395
World 67526 203812 331068 692544 1270764

Source: World Investment Development Report, various years. United Nations. New York and

Geneva.
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TABLE A.6: MACROECONOMIC INDICATORSFOR OIC COUNTRIES

Macroeconomic Indicators

GDP

Inflation Rate (1 External Debt Exports
(A"erggg\fm“a' % %) @ (US'$ million) (US $ million)

1990-2000 1990-2000 1990 2000 1990 2000
Bangladesh 4.8 5.5 12757 15609 1672 5658
Benin 4.7 8.7 1245 1599 122 232
Burkina Faso 4.9 5.5 834 1332 152 221
Chad 2.2 8.1 530 1116 89 85
Comoros 4.5*% 185 232 23 15
Djibouti 2.4* 206 262 59 148
Gambia 3.1 4 369 471 172 20
Guinea 4.3 6.8* 2476 3388 605 820
Guinea-Bissau 1.2 34 712 942 34 63
Maldives 78 207 52 287
Mali 3.8 5.2 2502 2956 251 241
Mauritania 4.2 6.1 2141 2500 469 499
Mozambique 6.4 34.9 4665 7135 383 379
Niger 2.0 6.1 1793 1638 272 167
Senegal 3.6 5.4 3731 3372 861 862
Sierra Leone -4.3 29.3 1206 1273 150 49
Sudan 8.1 81.1 14762 15741 511 1155
Togo 2.3 8.5 1286 1435 268 427
Uganda 7.0 10.5 2583 3409 181 355
Yemen 5.8 32.6 6345 5616 1561 1899
OIC-LDCs 60406 70233 7887 13582
Cameroon 1.7 6.5 6679 9241 2026 2217
Egypt 4.6 8.8 33402 28957 2585 5458
Guyana 6.1* 1945 1455 232 643
Indonesia 4.2 13.7 69872 141803 25681 67327
Cote d'lvoire 3.5 7.2 17259 12138 2813 4702
Jordan 5.0 35 8184 8226 922 1428
Lebanon 6.0 -0.4* 1779 10311 455 825
Malaysia 7.0 3.6 16421 41497 29420 102390
Morocco 2.3 3.8 23527 17944 4574 8338
Pakistan 3.7 9.7 20663 32091 5587 9156




TABLE A.6: (continued)

Macroeconomic Indicators

GDP .
Inflation Rate (1 External Debt Exports
(Avergggﬁ%“a' % %) @ (US $ million) (US $million)

1990-2000 1990-2000 1990 2000 1990 2000
Surinam 469 512
Syria 5.8 6.7 17068 21657 4218 4628
Tunisia 4.7 4.4 7690 10610 3555 6233
Turkey 3.7 79.9 49238 116209 13420 27625
OIC-MICs 273727 452139 95957 241482
Algeria 1.9 19.5 27896 25002 11018 20225
Bahrain 3836 8058
Brunei 2212 3093
Gabon 2.8 5.7 3984 3995 2483 3883
Iran 3.5 26 9021 7953 19305 22195
Kuwait 3.2 2 8143 11577
Libya -2.9% 13878 12471
Nigeria 2.4 325 33440 34134 10273 20410
Oman 5.9 0.1 2736 6267 4584 8869
Qatar 1.7 3278 9685
Saudi Arabia 15 1 44416 69327
U.AE. 2.9 1.4* 21984 38362
OIC-OECs 77077 77351 145410 228155
Albania 3.3 27.8 349 784 322 280
Azerbaijan -6.3 170.8 36 1184 228* 1400
Kazakhstan -4.1 67.8 1724 6664 244* 7977
Kyrgyzstan -4.1 23.1 294 1829 315* 527
Tajill<<istar_1 . -10.4 11.6 382 1170 29* 936
Turkmenistan -4.8 276 64* 1892
Uzbekistan -0.5 1032 4340 162* 2709
OIC-TCs 4093 15971 322 15721
OIC-total 1480170 2563592 249576 498940
Developing Countries 2491975 936700 2243700
World total 3386100 6341200
OIC as % of world 7.4 7.8

Source: World Development Indicators 2002, IMF Global Development Finance 2002, Direction of Trade Statistics, 2001.
Notes: (1) Change in Consumer Prices.
* the most recent year available.




TABLE A.7: EXCHANGE RATES, PERIOD AVERAGE
(National Currency per USdollar)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Bangladesh 34.569 36.596 38.951 39.567 40.212 40.28 41.794 43.892 46.906 49.085 52.142
Benin 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Burkina Faso 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Chad 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Comoros 272.26 282.11 264.69 283.16 416.4 374.36 383.66 437.75 442.46 461.77 533.98
Djibouti 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72 177.72
Gambia 7.883 8.803 8.888 9.129 9.57 9.546 9.789 10.2 10.643 11.395 12.788
Guinea 660.2 753.9 902 955.5 976.6 991.4 1004 1095.3 1236.8 1387.4 1746.9
Guinea-Bissau 33.62 56.29 106.68 155.11 198.34 278.04 405.75 583.67 589.95 615.7 711.98
Maldives 9.552 10.253 10.569 10.957 11.586 11.77 1177 11.77 1177 11.77 1177
Mali 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Mauritania 80.609 81.946 87.027 | 120.806 | 123.575( 129.768 | 137.222 | 151.853 | 188.476 | 209.514 | 238.923
Mozambique 947.5 1462.9 2566.5 3951.1 6158.4 9203.4 11517.8 |11772.6 [12110.2 (13028.6 [15447.1
Niger 272.26 282.11 264.69 283.16 565.2 499.15 511.55 583.67 589.95 615.7 711.98
Senegal 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Sierra Leone 151.45 295.34 499.44 567.46 586.74 755.22 920.73 981.48 | 1563.62 | 1804.2 2092.13
Sudan 0.45 0.7 9.74 15.93 28.96 58.09 125.08 157.57 200.8 252.55 257.12
Togo 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Uganda 428.9 734 1133.8 1195 979.4 968.9 1046.1 1083 1240.3 1454.8 1644.5
Yemen 12.01 12.01 12.01 12.01 12.01 40.839 94.16 129.281 | 135.882 | 155.718 | 161.718
OIC-LDCs
Cameroon 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Egypt 2 3.3322 3.3386 3.3718 3.391 3.39 3.388 3.388 | 3388 3.405 3.69
Guyana 39.5 11.8 125 126.7 138.3 142 140.4 142.4 150.5 178 182.4
Indonesia 1842.8 1950.3 2029.9 2087.1 2160.8 2248.6 2342.3 2909.4 10013.6 7855.2 8421.8
Cote d'lvoire 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Jordan 0.66 0.68 0.67 0.7 0.7 0.7 0.71 0.71 0.71 0.71 0.7
Lebanon 695.1 928200 1712.8 1741.4 1680.1 1621.4 1571.4 1539.5 1516.1 1507.8 1507.5
Malaysia 2.7049 2.7501 2.5474 2.5741 2.6243 2.5044 2.5159 2.8132 2.9244 3.8 3.8
Morocco 8.242 8.707 8.538 9.299 9.183 8.54 8.716 9.527 9.604 9.804 10.626
Pakistan 21.605 23.689 24.695 27.975 30.423 31.494 35.909 40.918 44.943 49.118 52.814
Surinam 1.78 1.78 1.78 1.78 134.13 442.23 401.26 401 401 859.44 | 1322.47
Syria 11.225 11.225 11.225 11.225 11.225 11.225 11.225 11.225 11.225 11.225 11.225




TABLE A.7: (continued)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Tunisia 0.8783 0.9246 0.8844 1.0037 1.01 0.946 0.973 1.106 1.1387 1.1862 1.3707
Turkey 2609 4172 6872 10985 29609 45845 81405 151865 260724 418783 625219
OIC-MICs
Algeria 8.958 18.473 21.836 23.345 35.06 47.66 54.749 57.707 58.709 66.574 75.26
Bahrain 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0.38 0.38
Gabon 272.26 282.11 264.69 283.16 555.2 499.15 511.55 583.67 589.95 615.7 711.98
Iran 68.1 67.51 65.55 | 1267.77 | 1748.75 | 174793 | 1750.76 | 1752.92 [ 1751.86 | 1752.93 | 1764.43
Kuwait 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Libya 0.2698 0.2683 0.3 0.325 0.35 0.36 0.37 0.39 0.38 0.46 0.54
Nigeria 8.038 9.909 17.298 22.065 21.996 21.895 21.884 21.886 21.89 92.338 | 101.697
Oman 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385 0.385
Qatar 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64 3.64
Saudi Arabia 3.745 3.745 3.745 3.745 3.745 3.745 3.745 3.745 3.745 3.745 3.745
U.AEE. 3.671 3.671 3.671 3.671 3.671 3.671 3.671 3.671 3.671 3.671 3.671
OIC-OECs
Albania 75.03 102.06 94.62 92.7 104.5 148.93 150.63 137.69 143.71
Azerbaijan 54.2 99.98 | 1570.23 | 4413.54 | 4301.26 | 3985.38 | 3869 4120.17 | 4474.15
Kazakhstan 35.54 60.95 67.3 75.44 78.3 119.52 142.13
Kyrgyzstan 10.84 10.82 12.81 17.36 20.838 39.008 47.704

Source: International Financial Statistics Yearbook 2001.
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ANNEX 2

PRIVATE SECTOR ACTIVITIES
OF MULTILATERAL AGENCIES

International financial institutions reflect the oomic and political
contexts in which they were born and evolved. Gldends and the
ways institutions respond to them shape the roleintérnational
financial institutions. This section underlines th@e of multilateral
development banks in private sector development.

A. The World Bank Group (WB)

Support by the World Bank Group -The World Bank (JVBhe
International Finance Corporation (IFC), and theltNaieral Guarantee
Agency (MIGA)- for private sector development (PSi®) promote
growth and efficiency and, thereby, reduce povdras undergone
substantial evolution. In the 1980s, the Bank ersjsieal the need to
establish a macroeconomic framework for privateé@edevelopment
and appropriate relative prices. In the late 1980d early 1990s, the
reform agenda expanded its focus on improving thesiness
environment, restructuring the public sector andppsuting
privatisation, and reforming and developing theafioial sector in the
developing countries. In the middle to late 199@s, developing
countries faced the increasing challenges of gisai@n and
liberalisation of trade and capital flows, the Barkponded by helping
countries adopt measures to enhance competitiveaess global
integration, good corporate governance, corporastructuring, and
debt workouts. Together, the components of thetestly are helping to
nurture a healthy private sector, a prerequisite dtiracting private
capital flows, in addition to mobilising domest&spurces and attracting
investment. In contrast, the privatisation of norahcial and non-
infrastructure enterprises and public enterprisernes, once important
components of adjustment operations, steadily dedlin importance in
the late 1990s.

PSD activities are carried out all over the Bankndst all sectors of the
Bank have some PSD activity. However, private geafiproaches are
more common in some than in others. Over the lastdecades, there
has been a shift in lending and guarantee acsvitiem IBRD to IFC
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and MIGA. The share of lending/guarantee produgtd-C and MIGA
in total Bank Group financial products has increlalsg more than seven
times over this period — from 3.3 percent in 198@% percent in 2000
(Private Sector Development Strategies, World B20(kL).

Current PSD Activitiesof the World Bank Group

IBRD/IDA project lending. A number of lending operations of IBRD
and IDA support private sector development. PSBteel interventions
fall into four categories based on their objectivisnprovements in the
investment climate; ii) privatisation and concessigpe arrangements;
iif) direct assistance to enterprises; and iv) alotinds.

Investment climate interventions aim to enhanceegl@ation and
competition by ensuring a legal and regulatory fwork that
encourages competitive provision of goods and sesyiproperty rights
and corporate governance, and development of utistils related to
PSD. The spectrum of supported privatisation astioncludes
management contracts, leases, concessions, Buéda@pand-Transfer
(BOTs) operations and outright divestiture. Dirasbkistance to private
firms includes lines of credit to financial institns which then lend on
to private companies, provision of technical aasise, such as business
advisory services, matching grants facilities, @cpjfinancing facilities
for infrastructure projects and guarantees. Finalbcial funds typically
support small projects in infrastructure, sociatviEes, training and
micro-credit.

IBRD/IDA adjustment lending. Today, adjustment lending supports a
PSD agenda that enhances the foundations of aiveositvestment
climate in the Bank’s client countries: a wide grraf procedural,
regulatory and legal reforms have come to the tbeg¢ are critical to
foster private-sector-led growth, including remayiexit and entry
barriers, reducing market rigidities, simplifyingaxt systems,
safeguarding property rights, and liberalising ¢rddrriers. Adjustment
lending has become an important vehicle for prongptiprivate
participation in infrastructure, focusing on prigation of infrastructure
enterprises, sectoral reform to allow new entry aedelopment of
regulatory frameworks and institutionBo attract private investment,
adjustment lending programmes support the impleatiemt of a
number of key measures to strengthen the investrwienate. These
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measures focus on competition policies and stremiiy

competitiveness through i) regulatory reform; mgroving logistics and
reducing transaction costs; iii) strengthening rifiten linkages and
government-business consultations; and iv) supguprtiglobal

integration through institutional and policy refanfor greater export
orientation, corporate governance and foreign tiraestment.

I nter national Finance Cor poration (1FC)

IFC was established in 1956 as a member of thed\Bahk Group. It is
a legally and financially independent multilateesdency that fosters
economic growth by promoting private sector investi in its
developing member countries. In its project finageilFC provides
loans without government guarantees, makes egnitgstiments, and
seeks to mobilise additional project funding frommey investors and
lenders through loan syndications, parallel finegciand guarantees.
IFC offers a range of advisory services and tedirassistance (TA) in
such areas as capital market development, corpogataeicturing, risk
management, and project preparation and evaluatiom, advises
member governments on creating an environmenteheaturages the
growth of private enterprise and foreign investment

IFC’s strategy currently focuses on three areakely sectors that were
originally in the public sector but are now movitogthe private sector,
i.e. infrastructure, oil and gas, transport, uéft and education;
(i) financial sector, with emphasis on domestimaficial market
development; and (iii) Small-Medium Enterprises & In its work to

support SMEs, IFC has established a business agvisoit that

provides capacity building and advice on producuigble business
plans as well as accounting, financial, and credialyses, and risk
assessment skills to help SMEs and start-ups indperations.

I|FC investments. IFC attempts through its investments to help dgvelo
the private sector through innovative projects Wwhaemonstrate the
viability of various types of investments and invesnt structures. By
doing so, it seeks to stimulate further privatet@egrowth as others
emulate these activities. IFC investments go t@mrety of sectors but
some sectors dominate. About two-thirds of its cattemh portfolio
(including guarantees and risk management produes) concentrated
in three sectors: financial sector which includesricial services and
collective investment vehicles, infrastructure amahufacturing.
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The financial sector is the fastest growing aredF& involvement.
Other sectors which have grown recently includeastfucture and the
social sectors. Investment in infrastructure haseased rapidly as more
and more countries have opened up infrastructuctorseto private
participation. Sectors which have grown relativellgwly in the second
half of the 1990s are chemicals and petroleum gai, and mining, and
food and agribusiness. Textiles and tourism haweladlg declined.
Manufacturing in general remains important in IF@tfolio but is a
declining business line.

IFC’s latest strategy, articulated in the 2001 palfeC: Strategic
Directions, signalled a change in its strategic fodusalls for increased
intervention in frontier countries (high risk/lomdome countries with
very limited access to foreign capital and/or uredeped domestic
financial markets) and in frontier regions or sestavithin other
countries. Five sectors of emphasis were identiftexinestic financial
institutions, infrastructure, information technojognd communications,
SMEs and the social sectors (health and educatitmwever, during the
1990s, IFC’s investments became increasingly cdrated in the
relatively low-risk countries.

Multilateral I nvestment Guarantee Agency (MIGA)

MIGA was established in 1988 to reduce poverty dgfo FDI in
developing member countries (DMC) by offering poét risk
investment insurance coverage to private investms providing
promotional and advisory services to help its DMADsact and retain
FDI.

MIGA guarantees. MIGA’s activities have expanded significantly in
recent years and its guarantee portfolio has dhedisover time. The

sectoral diversification reflects the growing imfamrce of infrastructure
projects, particularly in the power and telecomroations sectors.

MIGA'’s guiding principles can be grouped into fatlusters, namely,
(1) development impact, (2) financial soundnes},c(igént orientation,

and (4) partnership. The principles under the fikister include:

optimising development impact of FDI through prawsof guarantees
and TA services; ensuring developmental and firrsmundness of its
projects; and broadening the range of its prodacid deepening the
level of its assistance to move its clients upaalder of effectiveness”.
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Principles under the second cluster include: maimg MIGA’s

financial soundness and improving its financialiliesce. Principles
under the third cluster include: becoming more oespve to clients’
risk mitigation needs in terms of its products,cpry, and delivery
timing; and developing a comprehensive marketingfooinication
strategy. Principles under the fourth cluster ideluseeking further
partnership with Multilateral Development Banks (BE), national
insurers, private sector entities, civil society dannternational
development agencies; and continuing its effeatintegation services in
investment disputes.

Overall, WBG activities have been designed to cemgnt and support
private investors rather than displacing them. H®RD countries,

World Bank loans are falling rapidly as a shareaatél private lending

to such countries. At the same time, IFC and MIG&veéh helped

catalyse private investment in more risky environtaeThere may have
been cases where the Group has lent or investeduntries or firms

that might have had access to commercial marketdhad written

political risk insurance that might have been pided by private

insurers. However, overall, the World Bank Grouppedrs to have
supported the development of cross-border privatestment and has
crowded in private investment rather than crowdirmt.

B. European Bank for Reconstruction and Development

The European Bank for Reconstruction and Developr(BBRD) was

established in 1991 with a unique mandate to fogtertransition to
open market economies and to promote private arngemeneurial

initiatives in the Central and Eastern Europeamt@es committed to
the principles of market economics, thereby asgjstieir economies to
integrate into the international economy. EBRD seiekhelp countries
strengthen their financial institutions and leggktems, implement
restructuring and privatisation, create modern astitucture, and
develop the local private sector.

Currently, its strategy is to focus on the follogir(i) helping create a
sound financial sector by supporting banks and rotfieancial

institutions; (ii) providing a full range of finaimgy structures in
infrastructure operations including private, soigmesubsovereign, and
public-private partnerships; (iii) restructuring teotially viable large
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enterprises; (iv) taking active approach in equityestment; and (v)
promoting a sound investment climate and stronggtitutions that are
important for the functioning of markets, by worgiclosely with its
foreign investment advisory councils. An importarniterion adhered to
by EBRD is that all of its projects must be selétsining and, over
time, the project revenues must be able to sethieelebt.

In order to implement them, the EBRD 1) adoptsratetjic approach to
portfolio management in its work to foster the &iéion; 2) pursues
partnership with other institutions; and 3) stréwegis its presence in
countries of operations.

C. African Development Bank (AfDB)

Private enterprise plays an important role in ecoicodevelopment.
African Development Bank’s role in promoting prigasector is to
catalyse the flow of domestic and external resaurte private

enterprises and help them undertake environmerihnically-,

financially- and economically-viable projects. TAican Development
Bank focuses on areas which portend the long teaweldpment
prospects for the private sector in Africa. Whemsidering traditional
project financing, AfDB gives priority to those feots that generate
foreign exchange earnings and/or transfer techyoltry addition, it

provides financial and technical assistance toapisation efforts and
SME development.

D. Asian Development Bank

Private Sector Development is a key to sustainabterapid economic
growth, which is the most powerful weapon in thghfiagainst poverty.
Thus, the Asian Development Bank gives specialrppyieo PSD. The
three thrusts of the ADB’s PSD Strategy are: l)atng enabling
conditions through public sector operations; 2) egating business
opportunities by ensuring that ADB’s public sectperations do not
result in crowding out of private sector; and 3)abgsing private
investments, mainly in infrastructure and finaneetsrs.

The pursuit of the three thrusts is focused on fibleowing four
operational priorities: (i) Governance (public sEctgovernance,
commercialisation and privatisation, and corporagevernance);
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(i) Financial intermediation (policy reform andstitutional capacity
building in financial institutions and markets, &aurrency financing,
investment funds, and SMES); (iii) Public-privatargmership (physical
infrastructure, social infrastructure, and agrigrét and rural sector
development); and (iv) Regional and subregionapeoation.
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