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1 Introduction

Objectives

The objective of this case study exercise is to focus on adminidrative barriers

to foreign direct investment (FDI) in South Asa The particular emphasisison
examining government efforts to create efficient and transparent business

entry and startup proceduresin the Maldives and Pakistan. South Adan
countries lag behind other countries in the successful attraction and retention

of FDI.

FDI iswiddly accepted as a vitd tool for creeting jobs, reducing poverty,
increasing a government’ s tax base, and infusing new technologiesand

workforce skills While administrative barriers remain a problem in many

countries, governments have begun to recognize the detrimenta effect of

ddays, lack of trangparency, and inefficiency in regulaing private investment.

This case study explores some recent efforts to improve the administrative
regime for investment in South Asia, highlighting the factors thet have
contributed to success or alack thereof. Appendix 1 describesthe

methodology and data sources used.

Withglobal FDI inflows decreasing in 2002 for thefirst timein adecade,
pressure for countries to attract investment — in part through maintaining a
business friendly environment and limiting adminigrative barriers— will only
increase. Globd FDI inflowsin 2001 decreased by 51% over the previous year
to US $734 hillion, and outflows decreased in the same period by 55% to US
$621 billion (UNCTAD, 2002). Inflows to developing countries decreased by
14% from 2000, amounting to US $205 hillion (UNCTAD, 2002:1).

Edtimates for South Asasuggest thet total FDI decr eased from US $3.8
billion in 2000 to US $1.9 hillion in 2001, amounting to just 0.009% of the
developing world' stotal in 2001.% Of the eight South Asian countries, only
India was ranked among the top 44 countries consdered “most favored host
economies as a priority location [for FDI] for 2002-2005" by a survey of
transnationd corporations, and it was so ranked by only 9% of respondents
(UNCTAD, 2002: 14).

Inan eraof globa competition for FDI countries that remove adminidrative
barriersand cut “red tape’ enhance their competitive advantage. Many
countries have taken necessary steps to improve their investment climates at
the macro levd, for example, by liberalizing currency regimesand
introducing investment incentives, but often the investment response has been

disgppointing.

! Recent research in South Asiapoststhat for every 1% of FDI thereis aspillover of 5% of
domedtic investment (Agrawal, 2000).
2 |nternational Monetary Fund. 2001 statistics are estimates.
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The problem of excessive bureaucracy is often overlooked Complex, un-
trangparent, and time-consuming procedures not only deter new investment —

both locd and foreign — but aso erode the competitiveness of local firms.

Taken individudly, adminigtretive barriers can seem like mere nuisances. But

taken together, they can become overwheming, adding considerable cog,

time, uncertainty and risk to an invesment project. All things being equd,
investors will locate in countries that make easiest the redizing of profit while
complying with regulations.

There have been severd attemptsto attach a monetary value to the delays
and confusion that confront investors negotiating an overly bureaucratic
system. For example, a recent World Bank research study measured the
number of steps an investor must take to start up afirm, the length of time
required to complete mandatory market entry procedures, and associated costs,
which “are estimated as a share of average GNI per capita of the preceding 3
years, as reported in the World Development Indicators”® Asindicated in
Table 1.1, of the 110 countries ranked by the World Bank the South Asian

dates reviewed generdly fdl in the middle the group and behind regiona
benchmark Southeast Asian states. The top five countries are included for

comparative purposes.

3 The World Bank, “Business Entry.”
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Table 1.1: International Ranking of Investor Entry Procedures

Country Oveaadl Rank | Number of Cost (% of No. of Entry
Days GNI per Procedures
capita)
New Zedand 1 2 0.2% 2
Canada 2 2 0.6% 2
United States 3 4 0.6% 5
Audrdia 4 6 1.8% 2
United 5 3 1.1% 5
Kingdom
Hong 7 2 3.2% 5
Kong/China
Singapore 10 8 6.1% 7
Thailand 15 45 6.7% 8
Taiwan 21 43 6.3% 8
Bangladesh 32 0 77.5% 7
Mdaysa 34 5% 26.6% 7
Nepal 36 25 189.1% 8
Si Lanka 46 73 15.7% 8
Pakistan 49 53 44.4% 10
Vietnam 59 63 36.2% 10
Philippines 64 62 145% 14
Indonesia 82 168 15.3% u
India 86 39 51.7% u
Source: World Bank

Definition of administrative

iInvestment

barriers to

Adminigrative barriers to invesment are those factors that frustrate or
complicate routine public-private regulatory interaction but do not arise solely
from legd or policy issues Whilethereisapolicy and legd dimenson to

many adminigtrative barriers, such congraints are typicadly entrenched in the
way gover nment bodies manage systems, coor dinate acr oss agency lines,
and interact with the public.

In defining adminigrative barriers, a ussful concept has been developed from
‘re—engineering gover nment’ literature of the past decade. Borrowing from a
private sector ethos, it is useful for government to view the person it interacts

Entry Approvals and Registration




with — in this case aforeign investor — as the “customer” or “user” of
government sarvices. In thisway, individua public servants and agencies can
begin to reorient themsalves toward seeing procedures and systems not only as
mechanisms to regulate but aso to provide a service for a specific end user
and make improvements to “keep the customer satisfied.” In thisway,
perspective adminigtrative barriers can be assessed from the point of view of
the investor rather than that of the government. In so doing, an administretive
barrier can have one or more of the following char acteristics:

poor access to accurate, clear, and up-to-date processinformation;

cumbersome or overly complicated procedures, including unnecessary
double checks, excessve steps required for completing aregulatory
interaction, and repetitive gpprova requirements;

dow processing of gpplications and unr espongveness among avil
servants in facilitating gpprova or access to informetion;

excessive or unnecessary paperwork requirements; and

badly dlocated cogts for permits, licenses, forms, and other goprovals.

Internationa experience suggeststhat saverd common factorsor causes
underlie the existence of adminidrative barriers to investment, including:

poor policy formulation, where adminigrative systems and laws cannot
achieve their sated goals because the procedures required to
implement policy are inherently intrusive, excessvely complicated,

and difficult to adminigter;

reasonable policies but persstent problems of unreformed or poorly
performing agencies,

conflicts of law that leed to confusion in the implementation of
procedures,

insufficdently developed legd and regulatory framework that
encourages excessive discretionary decision making or individud
negotiaions;

inadequate intra-agency coordination and poor multi-agency decison
making processes,

insufficently trained personnd;
insufficiently motivated personnd; and
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lack of adminidrative capacity to implement regulations, such as kills,
technology, personnd, or funding.

Component procedures and their relative
significance

This study addresses two investor entry issuesin each of the Madives and
Pakigan. A comparative perspective is offered by examining smilar issuesin
Jordan and the U.S. gate of Maryland.

Theissueidentified in the M aldives case sudy is related to the god of the
investment promoation agency to maintain alevel of trangparency and darity
for foreign investors. There are two aspects of thisgod:

Disseminating accur ate process infor mation. The case discussesthe
Madivian Foreign Investment Services Board' s (FI SB) recent effort to
update its basic marketing and procedura information, induding its

website and handouts to investors.

Providing surety for investors through dr afting binding investment
agr eements. The overd| processinvolves four sub-procedures that
FISB hasarolein facilitating: FISB gpprova, FISB Board gpprovd,
company regidration by the Regigtrar of Companieswithin the
Minigtry of Trade and Industries, and sectord licenaing, if goplicable.

The two procedures identified in the Pakistan case sudy are foreign company
regidtration and licensng fadlitation:

Asin mos countries, company registrationin Pakisan isarequired
step for business start-up. As such, procedura problemswith the
process would not only send a negetive early impression of the
business regime but aso delay investment projects before they begin.

The Pakigtani Board of Investment’s (BOI) facilitation of investorsin
seeking licensing and sector approvalsis, in many cases, one of the
firg activities an investor must undertake. Individud line minigriesin
Pakistan have much more authority than the BOI, which is designed to

be a one-stop shop. Accordingly, BOI officids and others advise
investors to seek explicit or implicit approva from the rdevant

licenang authority prior to registering a company and establishing a

local bank account with the State Bank of Pakistan.

Criteria for selection
The entry procedures chosen in the Mddives and Pekistan were selected in

part because they represent two cases of largely successful adminigtrative
reform and two others where more work needs to be done. In consdering
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drategies for undertaking reforms, it isingructive to learn from both successes
and failures. Also, the procedures examined offer arange of inditutiona
responses and options for consderation by dl of South Asd sinvestment
promotion agencies (IPAS) in their management of the basic activities of
atracting and facilitating inward FDI.
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2 Case study: Maldives

Information availability and transparency

The challenge

Incomplete or publidly unavailable legidationand the lack of clear and
comprehensive regulatory guiddines add to a sense of transpar ency-based
risk for investors. Thisleave officids with excessve discretion in gpproving
investments and in setting associated terms and conditions. Investors arele ss
likely to enter amarket where the basic rules governing business areill
defined, and when information is lacking. Those that do consider such a
country face grestly increased opportunity costs.

Presenting accurate, up-to-date and practicd information isvita to the success

of investment promotion and facilitation. The lack of astrong legd and

procedura regime for investment and an over-reliance on negotiations and
case-by-case judgments makesthejob of an IPA more chdlenging. While the
IPA may wish to promoteits country as adegtination for FDI, without

sufficient procedurd and legd darity it may not be able to answer dl of an
investor's questions, which can make the agency look incompetent, evasive, or
weak. It adso creates more work for IPA staff to assure investors that despite a
lack of clear criteriaand rules investiment can be secure and profitable.

The response

Asddaled morefully in the Appendix 2, the legd regime governing FDI in
the Mddivesis underdevel oped. In responseto itsoverdl lack of transparency
and in its published materids, FISB istaking steps to improve the materids
used to promote the country as a destination for FDI:

Thefirg priority for FISB isto findize an updated verson of its
‘standard contract’,in part because thisis the most vitd and binding
document thet governs FDI in the Madives. Given the gapsin the
regime governing foreign investment, both FISB and the Ministry of
Tourism have created contracts that determine the rules and conditions
under which investors may operate, including the gpproved business
activities, lease terms for land, the royaty payments and fees due to the
government, and investment duration.

The second priority for FISB isto update its general materials,
beginning with the website,

Thethird priority isto then producenew published materials once
key policy issues are addressed by the government.

Entry Approvals and Registration



Having now had severd years experience with foreign investors in particular
types of activities, FISB is presently revisingits standar d contr act
documentation to smplify and gandardize it. In the process, specific
reference will be made to the relevant legidation administered by other
agencies and clauses will be diminated thet are ether irrdlevant based on
experience or appear overly regrictive.

For example, in regard to hiring Madivians and providing for “conditions of
sarvice that are not less favorable than the minimum” esewherein the
country, FISB is proposing that the contract explicitly refer to the Ministry of
Labor asthe arbiter of such issues. Smilarly, the Environmenta Protection
and Preservation Act and supporting regulations are now referred to
specificaly. Requirements that an investor deposit 10% of the share capitd in
aloca bank account prior to commencing operations and finance at least 75%
of the project with foreign capitad have been deleted from the contract. In
regard to the latter, FISB staff have noted that there have been no cases where
the 75% minimum has been relevant. The new draft contract will dlow for a
more flexible contract length instead of the rigidly stated five and ten year
durations.

The Bureau has terminated the contract with their previouswebsite hoding
company, with which it had a contractud dispute, and has launched a new ste
as of February 2003. Whereas the old website contained outdated information
dating back from 1996 and 1997, the new site, www.maldivesinvest.org,
contains 2001 economic data and updated policy informetion. The cost of
terminating the old contract and setting up anew oneis“minor” for FISB.

Cresting new printed materials, however, represents a“ substantia cost” to
FISB. Prior to publishing new documents the strategy isto conduct research
on competing organizations promotional materids, including New Zedand
and Si Lanka Key policy issueswill dso be addressed in the process,
including agree in the sectors that the Madives wants to pursue FDI and
digning itswdl| articulated nationd devel opment objectives with aredisic
program for identifying and attracting gppropriate foreign investors. A draft of
new materids has been prepared by an outsde contractor and is being
reviewed and edited by FISB gaff.

Analysis

Given the vacuum of detailed procedurd information and incomplete (and
seemingly redtrictive) laws and regulations, the 12-person Foreign Investment
Sarvices Bureau has been struggling to provide grester legd surety for would-
be foreign investors and project a more welcoming image. In so doing, the
Bureau faces an on-going struggle with aff capacity, of its dozen

* The need for updated contractsis not limited to the sectors regulated by FISB. MATI and
some investors in the tourism sector are aso advocating changes in the contracts issued by the
Ministry of Tourism to reflect current law and practice.
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employees, only two are seasoned professonas. This affects the speed with
which the Bureau can implement changes and undertake reform. For example,
FISB officids note thet the previous website languished not only due to the
legd dispute but dso from alack of time and Saff to address its deficiencies

AsBox 1 below suggests, in contrast to other sectors of the Mddivian
economy the informationa regime governing thed| important tourism sector
in the Mddives is well -developed.

Box 1: Transparency and information availability in
tourism

Although not examined in detail for this case study, it is useful to note that the
Ministry of Tourism, which directly regulates and registers mgjor tourist enterprises —
hotels, resorts, guesthouses, marinas, diving operators, tour boats, and travel agencies
— operatesin asimilar manner to the FISB in its use of contracts. Due to the accorded
by the Government to tourism, the Ministry’ s procedures, Act, regulations, and
bidding documents are some of the most comprehensive and clear in the Maldives.
Y e, to truly achieve an open regime for investment, the tourism sector could itself
benefit from additional adminigtrative reform and liberdization. A few examples are
noted below:
After winning abid to develop and operate aresort, an investor must aso
undergo a separate, abeit smple and rdatively quick (one week) licensing
procedure.
Procedures for the mandatory sharing information on occupancy with the
Department of Inland Revenue are not written down even though the Mddives
Tourism Act (Art. 6) refers to “regulations made by that Department.”
No formulaor criteriafor setting land rent or per bed tax isincluded in the Act or
legidation.
The current Act, dating from 1999, prohibits private limited companies— the
preferred form of foreign investment — from extending leases on resorts. Rather,
in an attempt to encourage Madivians to directly benefit from earningsin
tourism the legidation requires private limited companies to become public
companies with more than 50% ownership by Madivians.

Travel agencies and tour boats accommodating fewer than 40 people are closed to
FDI, dthough according to a Ministry of Tourism officia, presently regulations
are being drafted to dlow foreigners to operate “highrend” tour boat operators
accommodating 40 of fewer persons. An internationally well-known tourism
company has adready expressed interest in being the first such business alowed to
operate in the Madives.

The changes FISB has made to its procedura and marketing information and
in the contract, while not addressing al of the deficiencies of the present
system, represent positive moves toward providing grester darity and
transpar ency in the regulation of FDI. However, FISB and the Madivian
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government will need to address more fundamental adminigtrative, legd, and
policy issues before transforming the economy into a truly welcoming home
for FDI.

At the adminigrative level the guidelinesthat FI SB disseminatesdo not rule
out investments that do not meet the ated criteriaand FISB staff do not
enforce them in any meaningful way. Y et, the message that these preference
criteriaconvey isthat FDI iswanted only in limited circumstances. Smilarly,
because FISB aff have not developed an effective mechanism to enforce the
requirement that foreign investors capitdize 75% of their venture from non-
Madivian sources they do not implement it as a matter of custom and are
propasing diminating this provison from their contracts. Because the current
contract dates “ The amounts payable as royalties for the subsequent years will
be negotiated before the end of the ... year of operation,” investors face some
up-front uncertainty.

Asdetaled in Appendix 2, in the laws, contract, and guidelines governing
FDI, there are sever al war nings of punitive action that might be taken
againg an investor or the need for investor compliance with laws or
regulations that do not in fact exist. Such clauses, especidly when explanatory
criteriaor regulations are absent, send an unwel coming message to potentia
investors.

One of the more significant problem areas that has not yet been addressed by
FISB isreated to the payment of royalties,aproposa for which isrequired
a the startup phase. FISB officids can offer some basic guiddinesfor the
range of aroyalty increase based on previous precedent. However, the investor
has no way of knowing for sure how much the royaty may increase, and no
law or legidation capstheincrease a any particular percentage or amount.

Sectors with ahigtory of severd investments have developed some criteria, but
others do not. As areault, it isthe case in the Madives that Smilar Sze firms
working in the same sectors pay differing royaty amounts based on the

outcome of negotiations. FISB notes that the main bottleneck in creating

royalty criteriahas been alack of expertise and staff time to conduct asound
financid and revenue andysis on the roydty system.

The present roydty system as administered prohibits investors from making
long-term financid and business plans and discourages longer-term
investments and planned expansions. The fact that investor s must propose
their own royalties dso means that they will have to do extrawork to find out
what their competitors are paying. In addition to this research, an investor will
a0 need to identify the prevailing wages and bendfits for the sector in which

it seeksto invest (which isimpossible in new business activities) to comply

with the contract and law.

All told, the process of managing investment in the Madives requires
additiond effort and time than can be expected esawhere, and it is more likdy

Entry Approvals and Registration



that investorswill need to hire local facilitat or s to obtain some of this
information, thereby raisng direct Sartup codts.

At the nexus between policy and administr ation, the Madives dso lacks
clear and exhaudtive criteria Specifying what activities are closed to foreign
investment. In practice, FISB isliberd in encouraging and approving of

foreign investors but, as FISB management admits, it is congrained in
responding to investors who inquire about the permissibility of investing in

new sectors and about whet royalty payments are expected. To dite, new
inquiries must be discussed on a case-by-case basis.

A loca lawyer observed that despite the good intentions of FI SB and other
agencies, heis sometimes “embarrassed”’ by hisinability to advise aforeign
investor definitively as to whether FDI is even permitted in a certain activity.

In such cases the surest way to find out is to proceed with an investment

approva gpplication. Applying for gpprova represents a cost of time and
resources for an investor, epecidly since detalled financid plans are required.
Until the Board meets and makes a decision investors will not know if they are
wasting their time or not.

At thelegd level, more work needs to be done to create good laws and
regulations that sensbly regulate the private sector. It is part of the latest

National Development Plan to improve the M aldiveslegal regime through
completing and improving Acts and supporting legidation. The Foreign
Investment Act was revised by the Ministry of Trade and Industries four years
ago and ispresently under condderation by the Law Commission. The
Commisson that drafts fina versons of laws and ensures that conflicts do not
exist among other pieces of legidation. In the four years Snce its submisson

to the Law Commission, FISB and the Ministry have conddered making
additiond changes but are hesitant to do so due to concerns about facing a

smilarly lengthy ddlay.

To address the deficiencies of the Act, FISB has agreed in principle to seek
technical assistance from FIASto revise the law and bringit upto
international standards. After a new law has been redrafted by the Law
Commission, certified by the Attorney Generd and Presidency, and then
adopted by the majles, FISB anticipates making additiond changesto its
guiddines and materids. Under present circumstances, it is anticipated that
this process will take anumber of years, in large measure due to the downess
of the Law Commission, which relieslargdy on part-time lawyers and has a
congderable backlog of work beforeit.

The cost to FI SB in undertaking these reformsis difficult to measure, asthey
represent dlocating Saff time among a number of priorities. Dueto ahiring
freeze across al Mddivian government agencies, FISB cannot hire new staff.
With gpprova from the Public Services Divison under the Presdency the
FISB can trade an existing staff member to another agency and then replace
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him or her with someone with different skills. The agency has been attempting
to upgrade the capacity of its staff, most recently bringing ayoung lawyer into
the agency. The inward transfer of a professond staff member does not
represent a significant cost to FISB. The expense of the new websiteis
“minor,” according to FISB management, but reproducing the organization's
main brochure represents a“ subgtantial cost” in relaion to the Bureau's
operating budget.

The cost savings to an investor from basic improvementsin transparency are
difficult to meesure. They involve shortening an indeterminable amount of

time spent on invedtigating the Mddives potentid as an investment location.

The clearer and more comprehensgive investment regulation and guiddines are,
however, the lessforeign investors will haveto rely on locd law firms. These
charge an estimated average of MRF 600 (US $47) per hour.

Investment approval

The challenge

Given the inherent risks that confront foreign direct investment, entry
procedures can eadily discourage investor interest if they are cumbersome,
confusing, overly expengive, or lack aclearly defined end point & which a
business can begin operations. While information availability and
trangparency is one important aspect of investor entry, another important
condderation isthe speed and predictability of the basic procedures that
confer permisson on aforeign investor to operate in anew country.

The response

This case study examines the way foreign investment in the non-tourism

sector (which accounts for over 32% of the country’s GDP) in the Madivesis
goproved, registered, and licensad, paying specid atention to mechanisms for
cross-agency coordination. All foreign invesment in the Madives must be
gpproved and registered.

FISB has developed internd guiddines regarding the investment gpprova
procedure. It has aso st an unofficia agency god for fecilitating the
completion of the al mgor investor entry tasks — investment approvd,
verification of the contract by the Presdency (and Attorney Generd, if
needed), names search, company regidration, and, if gpplicable, sectord
licenang — within 45 days. Reportedly, thistimeframe is regularly achieved.
While the overdl timeframe is not competitive internationdly, the Mddivesis
to be credited with setting a timeframe & dl and completing al procedures,
including sectord licenaing, which in many countriescan be atime-
consuming and unpredictable process, within Sx weeks.

Entry Approvals and Registration



In terms of facilitation, FISB largdly relies on the workings of its Foreign
Investment Board. The Boar d ismade up of reatively senior officias,
including minigters, from most of the relevant regulatory agencies. This
enables binding decisons to be made as part of the Board' s ddliberations. At
the sametime, FISB seemsto be able to effectively manage and direct the
Board so that meetings can be scheduled to suit the workload of the Bureaul.
Smilarly, FISB is able to present issues of longer-term policy to the Board for
condderation, and the decisions reached by the Board seem to have enough
weight to matter with other agencies.

The Board' strack record is a o atributable to some contextud and
indtitutiona factors particular to the Madives. Due in part to the
underdeveloped nature of the legd regime, the Madives does not have to
curtail the mandates of a host of other agencies while opening up to FDI. Asa
result, few agencies issue licenses and permits for business. Few other
agencies ssem to be involved in territorial fights with the Ministry of Trade
and Industries over itsrole as the regulaor of foreign enterprise.

Mogt agencies seem content to defer to FI SB on matters of goprovad o long
asindividua agency regulaions and laws are not broken. The Mddives smadl
Sze and unitary state modd make communication and coordination esser then

in ageographicaly larger and decentralized country with provincid, digtrict,

and municipal governments.

Analysis
Administration

Investment gpprova in the Madives, while discretionary and of questiongble
necessity, isarelatively well-administer ed process. FISB’'s devel opment of
the Board gpprova mechanism and facilitetion of sectord approvas are
largdly effective from an investor’ s point of view. Theinvestorsinterviewed
had afairly high degree of confidence that in most cases the Board approva
and resulting contract were binding and enabled afirm to operate under
transparent rules and norms. In generd, other agencies do not seem to intrude
on investment startup and largdly take their cues from FISB asto when an
investor should have a direct meeting or review sectord regulaions. On most
occasions, the Board meeting is an adequate forum for membersto understand
aproject and make adecigon about its approva.

The investorsinterviewed agree that generdly the Board is an effective
mechanism for generating binding and find invesment gpprovas. There are
few sectoral or operationd licenses and obtaining them after Board approvd is
not problemetic or time-consuming. Additiondly, in interviews with officids
from three Minigtries with the most direct interaction with investorsin regard
to licenang issues — the Minidries d Tourism, Fisheries, Agriculture, and
Marine Resources, and Home Affairs, Housing, and Environment — the
importance of the Board' s upfront gpprova was confirmed.
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Staff who attended the Board mestings from the Minisiry of Home Affairs,
Housing, and Environment stated that the Board clearly functions as avehicle
for FISB to seek gpprovd of an investment project, and other agencies do not
intrude ingppropriately. Officids from the Minigtries of Fisheries, Agriculture,
and Marine Resources and Home Affairs, Housing, and Environment (both of
which are represented on the Foreign Investment Board) suggest thet thelr
direct interaction with foreign investorsis limitedand they defer to FISB
on whether an investor should meet with technicd regulators. As one
environment officid noted, beyond the Board' s review, a which specific
environmentd criteria can be addressed and a request for a scoping meeting
can be articulated, “we try to minimize the intervention from our sde”

One-stop shop

Still some investorsinterviewed expressed concer ns about FI SB
maintaining its authority as a true one-stop shop. Although FISB is
generdly credited with providing good information and facilitation services,

the contracts are not immune from differing interpretations and cannot
dtogether diminate potentia disputes among regulators. For example, some
noted that there have been some cases where investors fed that some aspect of
their contract with FISB was not honored by other agencies.

This concern is exasperated by the previoudy noted lack of afully articulated
legd framework for FDI. Without knowing what other regulators may have
juridiction over a certain business activity or what other agencies rules and
regulaions are, the present system isinherently vulnerable to disputes. As one
investor noted, while the intentions of regulators— especidly in the Minigtry

of Trade and Industries and Minisiry of Tourism— are pogitive and often the
government and the private sector can work out disputes amicably, “ you
cannot trust the [FI SB-investor] agreement completely.”

In regard to facilitation, on baance FI SB has successfully maintained its
position asthe primary interface with foreign investors. While FISB g&ff do
not know dl of the technica details of fishing regulations, for example, FISB
saff do know what other agencies need to be consulted depending on the type

of investment in question.

The Maldives small size minimizes the inconveniences of going from one
agency to the next. The nationd government islocated on one smdl idand,

Maé, and many offices of interest to foreign investors are located close to one
another. Indeed, from FISB’ s office space, the Company Regidtrar isliterdly
within eyesight, the Minigtry of Tourism is across the hdl, the Ministry of

Fisheries, Agriculture, and Marine Resources is down the sairs, and the

Ministry of Home Affairs, Housing, and Environment is across the street. As
such, FISB gaff can escort investors to most of the agencies they may need to
vigt in ametter of minutes. Further, as of January 2003 the Ministry of Trade
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and Indudtries has ingtalled an eectronic document tracker thet enables FISB
d&ff to more efficiently monitor the progress of investor gpplications.

Commitment and transparency

Officidsand investorsinterviewed said that gener ally government actsin
good faith with the private sector and sets an encouraging tone with investors.
There are very few examples of the government intervening in an investment
or revoking alicense. The attempts by FISB to aeate binding contractswith
investorsin lieu of the investor operating in awell defined legd environment
isapogtive interim step.

Nevertheless, clearly greater emphasis on codifying legislation and
procedural guidelines is needed to overcome doubts that may arise when
investors congder the available information on FDI in the Mddives.

Some investors have characterized the Government of the Maldives as
improving, but traditionally prone to secrecy. Busnessmen and locd
lawyers dike complain that government regulators are not ways willing to
share regulations or guidelines with the public.
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3 Case study: Pakistan

The repeal of BOI investment registration

The challenge

Aninvestor’ sfirg impression of a country is often formed when completing

the basic investment entry procedures. Entry procedures can encourage

investors to look esewhere if they are poorly administered, excessively time-
consuming, or unduly expensive. Maintaining comprehengble and streamlined
investor start-up procedures, and consequently avoiding unnecessary

duplication of effort, are important first stepsin attracting FDI. This case

discusses Pakistan’s elimination of a superfluousinvestor entry procedure
in an overdl investor startup processthat is lengthy by world standards.

The response

Asthe BOI underwent a program of reform and restructuring in the 19905
the necessity of registering al investment was questioned. The agency was
committed to becoming less of aregulator and more of a promoter and

fecilitator of inward FDI. At the same time, the BOI’ s relationships with other
agenciesimproved dlowing for rdiable sharing of data. In 1999, the decision

was made to cease requiring investors to register with the BOI (except for
branches and liaison offices).

The BOI continuesto register foreign branches and liaison offices. Branch
offices are for overseas foreign companies with a contract to do businessin

Pakistan on alimited basis. Liaison offices are for companies that want to

establish arepresentative presence in the country. While the BOI’ s marketing
materials suggest that such companies are registered within six to eight weeks,

BOI gaff sate that in redlity this regisiration process takes one to three weeks.

Analysis
Facilitation factors

The BOI’s decision to give up aregulatory function should be commended.
Internationa experience suggests that agencies often resst reducing their

mandates out of fear of losing relevance, power, and, in some cases, revenues
derived from issuing an approva or certificate. The decisgon to cease requiring

this regigration seems to have been made with little resstance. The reform
processin this case was straightforward and the decision to cesse registering
foreign enterprises was facilitated by four factors:

No significant benefit was derived from the registration process, 0 its

discontinuation met little resstance. In maintaining its regidration
requirement, the BOI neither recaived fees nor vitd data that would
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otherwise be unavailable. At the sametime, it was clear to the BOI that
the process offered no red bendfit to investors. As deregulation moved
forward, investors were no longer required to get BOI gpprova of
projects. The process diverted modest saff resources and conferred
limited benefits.

Registration was increasingly incompatible with the agency’s
evolving role. Discontinuing the process supported the BOI' s efforts to
transform the organization from a regulatory agency to one focused on
its key goals of promoting and facilitating. The BOI could maintain its
focus on core objectives while digpensang with an ancillary and
unnecessary regulatory function. At the same time, the SECP was
undergoing a change effort of its own that would not only fully take
away the responghility of registering firms but aso improve the speed,
transparency, and user-friendliness of the process.

Compr ehensive enfor cement of the registration requirement was
difficult. Investors were not required by law to register with the BOI
and did not receive any benefits from so doing. The BOI redized that
they were not getting full compliance with the requirement to register
and did not congder it atop priority to expend resources to track down
unregistered firms.

Other basic registrations required by nationd law were conducted in
other agencies, 0 ceasing the BOI regigration did not compromise the
collection of data. Between the State Bank and the SECP, the data
required by the BOI was collected € sewhere and the BOI was able to
access this data on aregular basis. As such, investors were not evading
the regulatory net by forgoing aregigration with the BOI.

Costs and impacts

As described by BOI officids, the reform process for the BOI was relatively
simple and inexpensive. The decison was made by the Chairman of the BOI
and reedily accepted by the staff. No explicit costs were detected in

undertaking this reform beyond a few coordinating meetings, in essence it was
adecison to cease an unnecessary and Smple regulatory function. The cost
savings to the BOI were dight, but included the reduction in materid cods
associated with producing regigtration certificates and the and in time by

freeing staff from performing this registration procedure.

The change has resulted in apositive impact on foreign investors by reducing
afew days and two stepsin the process of starting up abusiness. However,
according to BOI staff, the overall process of registering acompany at the
SECP, opening a bank account, and obtaining at least tacit gpprova from a
relevant licensing authority takes an average of aneto four weeks depending

on the Sze, complexity, and sector of ectivity.
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FDI1 facilitation

The challenge

One of the mogt difficult tasks for governments promating invesment,
especialy when a policy shift hasincreased access to the economy by the
private sector, is coor dinating the approval of investment across multiple
agencies. Usudly an investment promotion agency will be tasked with teking
the leed in facilitating and coordinating investment policy and implementation.

Y e, this mandate is frequently overlaid on anaiond and locd bureaucracy

that has not made a supporting shift either at the procedura or mental level.

Agencies may resist an IPA’s efforts to streamline investment gpprova
because they perceive disengaging from direct regulation asaloss or
relevance or power. This resistance can be rooted in the commitment of the
agency to its mandate, which it may fed uniquely qudified to fulfill. For
example, sandards and environmenta organizations often reedily ress efforts
to circumscribe ingpections and detailed screening procedures. They fear thet
the desire to please investors may weeken regulaory protection. At the
inditutiond level, in many countries agency prestige and budgetary resources
are linked with their percelved rdevance and the scope of their activities.
Scaing-back gpprovas can be seen as athreet. Findly, at the individud leve
some regulators may resist giving up direct regulatory authority because it
represents an opportunity for rent seeking.

The response

The role of the BOI to assst investors navigate the Pakistani bureaucracy is
understood to begin with initid investor entry requirements, indluding visas

and company regigration, as well as later procedures such as acquiring land

and obtaining utility services. This case examines the BOI' s mechanismsfor
coor dinating with other agencies on facilitation of investor approvas. In
Pakigtan, problems related to agency coordination most frequently arise a the
pogt-startup phase. However, obtaining sectord licenses, which BOI officids
advise be undertaken before the other initid investment entry procedures, can
be problematic.

In regard to facilitation beyond informetion availability (see the agency’s
website, www.pakboi.gov.pk), which the BOI isfairly good at, the BOI adopt
athree-tiered gpproach as discussed below:

Facilitation Department

Thefirgt leve of facilitation is carried out by both gaff from the BOI' s two
“wings’ — North America/Europe and Asa/Rest of theWorld — and the
Facilitation Department. By request, BOI gtaff is tasked with arranging
appointments with other government ministries and local businesses,
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explaining the basic procedurd requirements, and contacting other regulatory
agenciesin support of investors requests for gpprovals.

When an investor confrontsa problemwith another agency and requests the
BOI’'s assstance, the BOI will arrange for an inter-ministeria meeting, most
commonly writing aformd Ietter to the top officid of the agency, then follows

up with phone cals and other correspondence to arrange for amesting. The

BOI usudly alows for two or three months of direct engagement with the
ministry in question before seeking other avenues of redress. The staff

interviewed did not agree on the degree to which the BOI actively follows up

with investors, some suggested that this function is not well done nor

congstently atempted.

Cabinet Committee on Investment (CCOIl)

The second tier is the Cabinet Committee on Investment (CCOI), which is
comprised of senior government Minigters. It * has been formed, headed by the
Finance Minister and tasked exclusively to ded with mattersreating to
private sector investment.” (BOI Pakistan 2003: 5). One god in condtituting
such a committee was to give investment issues great prominence and ensure
that top decison-makers would be represented when issues of sectord and
incentives approva were addressed.

In anod to practicdity, the CCOl was formed to address some of the
bureaucratic intransigerce and inter-agency squabbles that have
characterized governance in Pekistan in certain periods. The CCOI’s Terms of
Reference do not shrink from acknowledging that administretive barriersto
investment may indeed arise, ating the committee’ s activities as follows

“To congder investment proposals and projects involving rdaxation in
policies and incentives submitted by the BOI Secretariat.

To accord gpprova to the investment proposag/projectsin dl sectors
of the economy requiring consents and clearance of various Minigtries
and Divisons and resolve issues impeding redization of projects, ther
implementation and operation.

To consder and gpprove the proposas/projects for development and
management of Industrial Zones, Free Trade Zones, Free Industrid
Zones and Export Oriented Units.

To ded with the issues facing existing industries/projects in operaions
and take decisons to resolves them.

To serve asa‘cearing house for resolving the issues rdating to
investment projects and authorize the office of the Board of Investment
to issue Sngle permission S0 as to eiminate the need to seek redress
permission of various ministries/Divisions/Depatments.
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To congder availability of utilities to be supplied by the concerned
departments while examining the investment proposas and give the
investors firm indication of thelr availability or otherwise. On approva
of the project the line departments will be bound to supply the facility
tothe igvestorswithin thirty days on recaipt of gpplication from
them.”

Convening the CCOI takesaminimum of 15 days, BOI gaff says. Although
it is supposad to have regular mestings every two months snce 1998 this
schedule has not been adhered to. The BOI calls amesting at its discretion,
usualy when there are “anumber of cases’ to be addressed. Typicaly the BOI
cdls a cabinet committee meeting only after aitempting to resolve disputes
through direct inter-minigterid didogue over aperiod of two or three months,

Provincial committees on investment

The third tier of facilitation is represented by Provincia Committees on
Investment for Punjab, Sindh, Balochistan, and Northwest Frontier Province.
The Terms of Reference for these committees are more or less the same, and

al have aclause in them that pledges to facilitate invesment akin to the
following: “To facilitete the Board of Investment to provide fast track support

to theinvesorsunder ‘One Window Service' for completion of their projects
and resolving issues face by the existing projects/companies operaing in the
province”®

Each committee is comprised of approximately 12 to 20 board members,
including Provincid Minigters, representatives of business associations and

local firms, and a BOI delegate. These committees meet on an ad hoc basis
when ether the BOI or the provincid chairman fed that such ameeting would
be useful. Asde from these committees and a satellite office in Karachi,
Pakigtan's commercia center, the BOI does not maintain a presence in the
provinces. However, each province hasits own 1PA.

Analysis
BOI facilitation

As afacilitator of inward FDI, the BOI' srecord is mixed at best. Its ability
to provide information and make introductions is seen to be largely effective.
However, a the more profound level of asssting investors resolve disputes
with other government agencies, the BOI, while well intentioned, failsto
achieveitsgod of being aone-stop shop. The BOI is criticized for being
insufficiently proactive in itsrole as afacilitator. It is seen as somewhat
disconnected from the business community. As one investor noted, “the BOI

> http://www.pakboi.gov.pk
® Terms of Reference, Government of N.W.F.P, art. d.
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has not redlly advertised itsdlf as the one to contact” when abusinessisfacing
problems with other regulators.

Rather than rely on the BOI, note severd investors, locd lawyers or
consultants, persond contacts, loca business Chambers, and other business
interest groups like the Overseas Investors Chamber of Commerce & Industry
and the American Business Council are often used as the main vehiclesfor
resolving problemsin investor entry and operations. Investors suggest that the
BOI lacks sufficient power and assertivenessto effectively compel or agencies
to persuade other agenciesto quickly, responsvely, and consstently issue
licenses and other gpprovas on a day-to-day basis, much less to meaningfully
or sysematicaly sreamline procedures for investors over the long-term.

Thisinability to successfully intervene on an invesor’s behdf is seeniin the
chdlengesfaced by gt&ff in direct facilitation of investors aswell asinthe

failure d the national and provincia committees to perform as intended.

Indeed, BOI gtaff admit that in many cases, aforeign investor will find alocal
partner or facilitator to inform them of the procedure for commencing

operations and expedite gpprovas from government agencies.

Some BOI gaff suggest that despite the fact that the agency aso has a Board
chaired by the Prime Minister, the agency lacks credibility.” When asked to
describe their facilitation role severd BOI staff members from different parts

of the agency conceded that they presently “fed helpless,” “don’t have

sufficient authority now,” or “can’t cut across agencies’ to help investors.

As such, the BOI seems to have ceded some of its core activitiesto private
sector facilitators. Thiscould pose adilemmafor the agency. If it cannot
effectively represent the needs of investors to other government agencies, it

risks becoming irrelevant. Indeed, while sarving generdly effectivey asa

source of information and an introduction meker for foreign firms, the BOI

does nat seem to be closdly in touch with or vitd to the private sector, ether

foreign or locd. The agency does not systematicaly track contacts with or
complaints from investors, and the quaity and conastency of follow -on

savicng isunclear.

When directly contacting other ministries, the BOI does not seem to be able
to consstently reach top decison-makersin atimely fashion. Some BOI

officias note that the responsiveness of other agencies varies based on both
theindividud in charge and the bureaucratic sructure in place. While persond
contacts may help BOI officersin their facilitation role, thisresultsin an
unstructured gpproach that can be unrdiable.

At thetechnicd leve, the BOI does not have well-established contacts
within sister agencieswho are designated to resolve issues of concern to
investors. One exception to this characterization may be in the area of issuing

" Reportedly, the BOI' s Board has not met for almost two years.
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work permits. In this case, the BOI hogts periodic meetings with relevant
decison-makers from the Ministry of Interior about requests for expatriate
investor and worker permits. The BOI reports thet the approva timeframe has
fdlen from an average of sx monthsto three to four weeks.

The BOI's attempts to facilitate inward investment is complicated by severd
issues mostly beyond its control. In Pakigtan, line minigtries tend to be
powerful and territoria. In some casesthe BOI does not take issue,
particularly when specific technical and concessiona systems govern an
economic sector, such as private power provison or oil and naturd gas
exploration and development. But in other cases minigterid dictates frustrate
the BOI' s ahility to prepare investors for how to operate in Pakistan. Within
agencies, deegaing meaningful control to subordinates, which can expedite
decison-making where well-established approva criteriaexis, isgenerdly
resisted.

The country’sfederal systemddegates sgnificant powersto provincid level
governments, and due to geographic and politica factors, federd agencies
sometimes lack dout and practicd influence at the provincid levd.

Additiondly, the BOI faces extra pressure and high expectaionsinitsrole as
the champion of the private sector because of alegacy of complaints that the
Government of Pekistan in previous years has abrogated contracts and
agreements with the private sector without due process and adequate

compensation.
Cabinet Committee

Theintention of the CCOI is“to accord gpprovd to the invesment proposals/
projectsin al sectors of the economy requiring consents and clearance of

various Minidries and Divisons and resolve issues impeding redlization of

projects, their implementation and operation.” However, evidence suggests

that thecommittee does not serve as a vehicle to resolve individual and
routine investment disputes Rather, duein part to the very senior nature of
its members, the CCOI seemsto serve largely as apolicy making body and an
intervener only in cases where projects are of great sgnificance. The CCOI's
infrequent meetings and the long lead-time required to set a meeting suggests

that investors do not address day-to-day issues under its auspices.

BOI staff note that the statur e of the committee remains a positive asset for
the agency as it drives to advocate on behdf on investors. Certainly the
committee' s existence has raised the prominence of FDI issues generdly in
Pakigtan. At the sametime, BOI officids see convening a committee meeting
“asalad resort” and prefer to rely on their own resources to resolve disputes
on an investor’ s behdf. While thisis an understandable response given the
committee members  high profile and non-CCOIl workload, it has the effect of
extending the resolution of inter-agency disputes by adding a pre-mesting

phase where the BOI negotiates with other agencies. The current process aso
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undermines the committee’ s role as a binding, problem-solving mechanism for
investors.

In 2002, the CCOI met “two or four times’ BOI staff stated. Asfor the
CCOl’sdiminished functions, BOI officids cite severd exogenous issues
that have dampened interest in Pakistan among foreign investors, notably its
1998 nuclear wegpons tests and resulting sanctions and suspension of FDI
insurance schemes, change of government, on-going military tenson with
India, and post-September 11, 2001, issues of security and potentia anti-
Western attacks.

But other factors make the CCOI an ineffective vehicle for resolving
investment disputes, notably the fact that its member s ar e too senior to serve
the needs of the BOI and the investiment facilitation function. Rules for
delegating to lower officids are not well articulated and reportedly few
committee members are willing to delegate to subordinates. In a country as
large as Pakistan, getting seven ministers to meet is no doubt chdlenging.

Findly, the composition may not be ideal — for example, it isunclear why
the Minigter for Hedlth, Population Welfare, Religious Affairs, Zakat & Ushr
and Chair of the Privatization Commission would need to consder gpprovd of

aforeign gppard factory.
Provincial committees

The provincial committeesare dso saffed with somewhat prominent
individuas a the locd leve, but the problems facing these committees are not
necessarily the samein tenor. According to BOI taff, in generd these
committees have not actively taken arole “to provide fast track support to the
investors under * One Window Service' for completion of their projects and
resolving issues face by the existing projects'companies operating in the
province.”

In response, the BOI has been consdering opening additional regional
offices but no firm plans are in place; the BOI' s Karachi office is reputed to be
fairly well respected. It should be noted that the provinciad committees

generdly would not need to facilitate obtaining gpprovals a the sartup phase
adde from loca and municipd tax regidrations. Rather, they are more likely

to become involved in reaion to land acquistion, Ste devel opment, and
obtaining utility services®

8 Privateland acquistion in Pakistan is presently plagued by many cases wheretitles are
disputed and ownership rights are difficult to substantiate.
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4 Third country comparisons:
Maryland (USA) and Jordan

Criteria for selection

The two cases examined — the U.S. state of Maryland and Jordan — are
gppropriate comparative cases for the Maddives and Pakistan because they

have largely solved the major investor entry problems facing FISB and the
BOI.

In particular, the M aryland Department of Business & Economic
Development (MDBED) provides agood example of an IPA that has
eschewed regulating investment to focus instead on promoting and
facilitating. MDBED is aso an excdlent modd for information
dissemination and trangparency.

Jordan hasfaced smilar battlesin facilitating foreign investment and
coordinating administrative procedures across agency lines, and its
successes and falures are ingructive.

In addition, the size of the economiesof Maryland and Jordan offer two
reasonable comparisons to the South Asian countries. With a GDP of US $186
billion, the U.S. gate of Maryland's economy is smdler than Indid s, roughly
twice the size of that of Bangladesh and Pakistan combined, and dmost ane
third that of the South Asian region as awhole. Jordan, with a GDP of US
$3.8 hillion, isamid-sized economy compared to the South Asan states—
larger than Afghanistan, Bhutan, the Madives, and Nepd, but smdler than Sri
Lanka, Bangladesh, Pakigtan, and India

Additiondly, the third country case examples demondrate progressin both

high and low-income economies While for 2001 Jordan reports a GNI per
capitaof US $1,750,° Maryland is a highly developed economy with median
household income a $53530,° abeit with pockets of rural poverty mostly in

the west of the state and in urban Bdtimore, the largest city.

Information accessibility and transparency

Maryland began active investment promation in the late 1980s and today the

Maryland Department of Businessand Economic Development (MDBED)
is recognized as one of the best Sate-leve investment promotion agencies.

Benefiting from a deregulated business environment, MDBED does not
directly regulate business and as such can focusfull time on its promotiond

® The World Bank, Country Data Profile.
10 \sw.dbed.state. md.us.
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and fadilitation role. No invesment requires prior goprovd in Maryland and
thereis no discrimination againgt foreign firmsin the state. The only required
regigtrations for businesses are with the Department of Assessmentsand
Taxation, whic h handles both company and tax registration, and a public or
private workmen' s compensation insurer. Both tax and company regidtration
can be completed online within 24 hours.

Website

Oneof the keysto its successis devdopment of an interactive and highly
useful website (www.dbed.gtatemd.us) that offersinvestors avariety of
procedura, economic, and marketing informetion. Investors can download the
MDBED’s"Guideto Legd Aspectsto Doing Businessin Maryland,” which
clearly outlines various essentid procedures and regulations aswell as
incentives and business assstance programs.

Maryland officids note thet their explicit intention in preparing materidsisto
make it aseasy as possible for investor sto under stand what the
requirements are to startup afirm in the sate. To do this, they not only
collected dl rdevant legd requirements and corresponding contact
information for state regulatory agencies but aso tried to anticipate what
questions investors may have and include answers to these questionsin the
guide. The guide iswritten in ausar-friendly manner and essy to comprehend.
Business procedural guide

The mgor topics covered in Maryland' sbusiness procedur al guide are:

Allowable forms of business organization and process to incorporate
each

Foreign business operationsin Maryland
Mergers under Maryland law

Securities law

Maryland taxaion

Labor and employment law

Business assigtance and financing programs
Assgtance to agriculture businesses
Natura resources law

Environmentd law

Entry Approvals and Registration



Consumer protection law
Franchise law

“Business Opportunity” law
Antitrust law

Internet-accessible databases

The informationa services provided by the MDBED goes beyond basic
procedurd and legd data. The agency has prepared aseries of I nter net-
accessible databases— based on conducting sectoral and generd research on
the type of economic and comparative datathat influence investors' locating
decisons— that dlow an interested investor to access awide range of
economic, socid, and infrastructure data about Maryland and other sates. The
webgte dlows the investor to compare Maryland and its cities to other States
and dities according to severd indicators, induding the following:

Populaion density and median family income

Number of colleges, universties, and graduates of various levels of
education

The amount of federd government money spent
Gross gate product (GSP) and GSP per capita

Various types of tax rates (persond income, salestax, corporate tax,
etc.)

Indicators of the technology and research base
Average power costs
Workforce availability by skill leve

Providing accur ate process infor mation aso enhances MDBED'’ s priority
god of atracting and retaining invesment. The less time and money thet a
would-be investor spends collecting and understanding basic procedurd
informetion, the more time promotiond officias can focus on trying to sdll the
investor on the attributes of the state. MDBED gteff state that it isimportant

for them to get to the point where they can ddiver atallored presentation and
have face-to-face contact with a potentia investor. Ensuring thet dl basic
informationa requirementsaremet befor e the investor even comesto the

state isimportant in reaching this god.
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The information collectedincludes comparisons with states and cities thet
are naturd rivals on a sector -by-sector basis. For example, for biotechnology
MDBED has prepared marketing materials comparing the city of Batimore
(where the gate biotechnology indudtry is dugtered) to its primary rival —
Boston, Massachusetts. These materids include various important

compar ative statistics for the industry (number of existing firms, number of
relevant research ingtitutions, top corporate tax rates, amount of federd and
date research and development funding, number of qudified workersand
students, etc.) as well as features specificaly selected to demonstrate whet is
more favorable about Maryland than Massachusetts.

For example, while exploring a comparison to Boston, an investor might
discover that Baltimore has lower urban red estate prices and taxes, a shorter
average commute, warmer wegather, and less snow. In thisway, MDBED’s
basic information includes deta thet is intended to make the state look
comparatively good as an invesment dedtination. As seenin Box 2, this
gpproach is dso generdized and the MDBED website features a number of
comparative facts from reputable, neutra sources that highlight Maryland's
advantages over other Saterivas.

Box 2: MDBED’s Use of favorable comparisons

A few examples of MDBED's use of favorable comparisons are included below:

Maryland ranks first among the states in the percentage of professional and
technical workers (23.0%) in the workforce. Source: U.S Department of Labor,
Bureau of Labor Satigtics, data for 2000.

Johns Hopkins Hospital ranksfirst in the U.S. News honor roll of best hospitals
in the nation, demongtrating outstanding competence in Sixteen specidties.
Source: U.S News and World Report, July 2002.

Maryland ranks fifth among the states for tota venture capita investment in
2002, up from tenth in 2001. New Enterprise Associates, a Baltimore based
venture firm, was the top ranking venture investor in 2002 for the second year in
arow. In addition, the Maryland Department of Business and Economic
Development was ligted in the top 100 most active venture investors in the
country. Source: National Venture Capital Association.

Investment facilitation

The Jordan Investment Board (JIB) isthe country’s nationd invesment
promotion agency and has a centrd role in fadilitating inward investment,
induding guiding investors through the basic compulsory startup procedures

of company regigtration, Chamber of Commerce & Industry regigtration,
municipa permitting, and sectord pre-gpprova and licensng.
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For severd years, the JB has worked to increase its ahility to guide investors
through the process of starting up and operating a firm. One of its major
chdlenges has been understanding and appropriately representing sectord and
municipa regulations and devel oping coordination mechanismsto fadilitate

the quick gpprova of foreign investors. In previous years, the JB consdered
trying to create a one-stop shop whereby officers from various regulatory
agencies were seconded to the JB and Stuated in one room to process dl
investor gpprovas. Thisidea was r g ected dueto itsinfeesbility and some of
the inherent risks associated with such amodd.

Instead, the JIB adopted atwo-prong approach, involving dlocaing
incentives and direct inter-agency fadilitation.

Allocating incentives

The JB identified the critical area of dlocating incentives, which involves
customs and tax authorities among others, as a priority and established amid-
level technical committee to expedite goprovas. Although the Prime Minister
chairsthe JIB’s Board of Directors, asfar asinvestors are concerned the

critica decison making body e the JB isthis* Investment Promation
Committeg” formulated to expedite incentives gpprovas. Asdaborated in

Article 21 of Jordan’'s Investment Promotion Law, the Director Generd of the
JB chairs afive person Committee, whose members are;

Director Generd, Income Tax Department
Director Generd, Customs Department

Representative of the Minigtry of Industry and Trade gppointed by the
Minigter

Representative of the private sector appointed by the Chairman of the
Higher Council for Invesment Promotion

Having severd years of experience in goproving of incentives, today the
Committee functions fairly smoothly. The rules governing what firms qualify
for what incentives are written down and clear, making the process of

obtaining incentives more automatic and predictable in the past few years.
Committee members are dl empowered to make binding decisons on behalf

of their agencies, but not too senior asto be unconcerned with or unavailable

for the committeg s routine functions. The JB is planning to manage the
process of dlocating duty exemptions ectronicaly in 2003, enabling an

investor to see on-linewhat he or sheis entitled to and gpply viathe Internet.

Despite its success, this example dso includes a cautionary note. Asthe
novelty and contention of alocating duty exemptions has receded and the
gpprovas have become more routine, some investors have charged that actud
group meetings are not always caled. Instead, say some investors, committee
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members review the requests separatdly and communicate individudly to their
colleagues, thereby unnecessarily drawing out the process. Asareault,
sometimes receiving an gpprova can take up to four weeks, some

businesspeople say.
Direct inter- agency facilitation

The JB launched a public relations campaign designed to make the case for
the vaue of foreign invesment and importance of adminidrative barriersto
bureaucrats and the public dike. In this campaign, the support and public
gtatements of both King Hussain and King Abdullah were ingrumentd in
meaking the reduction of red tape a nationd priority. Following some success
in raisng adminigtrative barriers as an issue, the JB programmed a series of
issue specific multi-agency coordination mestings and donor-assisted Process
Improvement Workshops to bring together decison-makers from other
agencies to develop consensus-based procedures. Private sector
representatives and non-governmenta technica experts often attended these
mestings.

The JB’s strategy recognized that severd agencies hesitated in formdizing
procedures, committing to quick approva timeframes, and responding to JB
requests for assistance on behdf of investors. Little direct, focused
communication between decision-makersand technical staff had occurred
to explore the roots of such resstance. By soliciting the input of other
regulators at the procedurd level the JB hoped to achieve severd gods. At its
samplest, the JB hoped to at least better understand the processesin placein
other agencies and improve coordination. The J B’ sfacilitation saff (both

case officers and staff responsible for facilitating certain procedures) were
intimately involved in these meetings both as agtaff training exercise and as
preparation for their role in explaining to investors how to complete agiven
regulatory interaction.

The JB dso initiated a deliberate effort to cultivate counter parts in other
agencies who would be specificaly accountable for foreign investor
facilitation within their own agencies. The meetings and workshops helped
support the god of enabling JB staff to get to know and develop positive
working relationships with officids from sster agencies. The ultimate god of
these meetings and workshops was to encourage improvements in procedures,
informeation dissemination, and respons veness through more intensive process
re-engineering exercises. At theend of these meetings, Memoranda of
Understanding or other forms of commitment were signed that obligated each
participant agency to undertake specific reform actions within a given
timeframe.

In the padt five years, the Jordan Investment Board has participated in severd
such efforts. Some of these have been successful, and others have not. One
successful example was in the area of company registration, where a Process
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Improvement Workshop and process re-engineering efforts led tolegd,
inditutiond, procedurd, and informationa dissemination change. The Process
Improvement Workshop was used to sensitize various regulators to the needs
of creating amore efficient, comprehensible, and quickly completed process.
The Workshop resulted in a detailed Action Plandlocating rolesand
respongibilities for dl participants to take specific Seps to reform the process,
JB officids note that this change effort was grestly enhanced by the
leadership and enthusiasm of the Ministry of Commerce, which was itsdlf
interested in improving its services and took over the project after the
Workshop and saw it through to conclusion. The Workshop relied on
internationd fadilitators and consultants, and a Jordanian consulting firm
assisted in the process re-engineering work.

The most visible manifestation of this changeisthecr eation of single room
daffed with the various officids involved with company regitration, alowing
for investors to complete al company regigtration activities in one space. The
procedures have smilarly been changed, with a new automated gpplication
processing system ingdled, the number of forms being cut by 80%, and
according to government officias and an independent investigation the total
time was reduced from over two weeks to 30 minutes. ! The Ministry’s
communication tools have dso been improved and arevamped Ministry
webste explaining the regigtration procedure in English and Arabic was
completed in April 2002.

Streamlining the process governing gener al licensing approvals became a
priority for the JB based on complaints from investors about the lack of
criteriagoverning gpprova requirements and the sheer number of business
activities subject to licensng in Jordan. The JB atempted to address the over-
regulation of licensng agencies. The J B requested from the government to
agreeto redtrict licensing by dl agenciesto commercid activities that would
have a clear impact on human hedlth, safety, or environmenta qudity, or in
cases where the individuds themsalves were deemed to need alicenseto
practice their professons, such as for doctors and lawyers. Recognizing that
the agency did not have the resources to program Process |mprovement
Workshops and conduct process re-engineering exercises with the dozens of
licensing departments and agencies individudly, it sought instead to draft a
modd licensing law that would dimingte the many supercilious licenses

issued by government and creete an administrative structure to reflect the law.

To pave the way for drafting and adopting such alaw, the JIB engaged
internationa and locdl legd expertsto andyze the legd regime for business
licensang and identify bottlenecks. Next, a multi-agency workshop was
desgned and led by the internationa expert, atracting gpproximatdy 40
representatives from 17 agencies. The workshop presented the principles
behind why reducing the number of licenses would have a beneficia on

1 See USAID’ sAchievement of Market -Friendly Initiatives and Resuilts Program,
Microenterprise Draft Report on Phasel.
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business activity and eventudly government revenue and recommendations
regarding specific licenses to abolish. A Law on Licensing was drafted with
JB input to limit the types of licenses that agencies could issue and make the
JB the “gate keeper” of dl licenses. Follow-on support was provided to the
JB to assg its efforts to get the law passed.

An Action Plan was created that cdled for severd next steps, induding:

Creating and disseminating a survey to various licenang authorities
amed a having them document licensing procedures and mare
recommendations for which of their licenses could be diminated,

Mapping the individud licenang procedures of the agencies surveyed:;

Identifying ahigh-level government sponsor for the activity, such as
the Economic Consultative Council; and

Drafting amodd licenang law that would limit the types of licenses
permissible in Jordan.

In this effort, however, the JIB was unable to effect significant change.
Although some qudity diagnostic work was completed and severd mestings
were convened, to date the intervention’s impact on reducing licenses has
been negligible, and many of the licenses that were singled out for imination
il exist today. While the JB undertaking to streamline licenang articulately
made the theoretical arguments for deregulation of the private sector and set
forth specific proposds, a the implementation stage thisintervention wastoo
diffuse and ambitious. Many agenciesin Jordan issue licenses. Assuch, a
comprehendve effort to streamline the licensing regime would ether require
intense interaction with many individual agencies or the impogtion of anew
regime supported by the top palitical and economic powers within
government.
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5 Comparative analysis and
conclusion

Comparative analysis

In many ways, the issues described in this case sudy cast the Madives and
Pekistan as opposites. In the Madives, gven that FDI must be gpproved and
the fundamenta question of in what activities FDI is dlowable is unresolved,
gtartup gpprovd is necessaxrily of great significance. The reative absence of
adminigretive difficulties at the operationd phase in the Madlives aso makes
the startup phase comparatively important. In Pakistan, while obtaining the
basic startup gpprovals can be time-consuming, compared to more serious
operationd issues the entry phase does not figure prominently among investor
concerns. While Pekistan’ s regime governing FDI is more transparent and
gructured than that of the Madives, in redity foreign investorsin both
countries can expect afar amount of negotiation, excessive inditutiona
discretion, and occasond inconggency in decison-making.

Whilein both countries policy decisons affect the IPA’ s &bility to administer
effective procedures, Pakistan isfarther down theroad of liberalization than
itssmdler neighbor. Some policy issues, such as maintaining minimum capital
requirements and limitations on the percentage that foreign investors can own
of afirm, remain deterrents to FDI in Pakistan, but recent liberaization efforts
have addressed many of the fundamenta questions rdaing to foreign
invesment. In the Madives, however, there is perhgps more hesitation to
completely liberdize the regime for FDI and dlow just any interested foreign
investor to startup afirm. Indeed, the range of permissible or impermissible
business activities that foreign investors may undertake in the Mddives — from
restaurants to universities — remains unclear and subject to case-hy-case
discretion. In the debate in the Madives about the desirability of FDI and the
need for pre-screening the country’ s particular ecologicd fragility and limited
natural resources are factors, as are more mundane concerns about protecting
locdl entrepreneurs from internationa competition.

Asnoted previoudy, several political factors, someinternationd in scae,
have affected Pakistan's ability to attract FDI and dampened a sense of
urgency within the BOI. BOI officids and outside observers have cited severd
political issues going back amogt five years thet have lessened interest in
Pakistan among foreign investors. Among these are the country’s 1998 nuclear
wegpons tests and resulting sanctions and suspension of FDI insurance
schemes. The ascendance of the Musharraf regime and dlegations of massve
corruption under Prime Minister Nawaz Sharif a0 raised questions about
Peakistan’s commitment to the rule of law. Onrgoing military tenson with
Indiaand clashes across the Line of Control in Kashmir not only represent a
distraction for both governments and divert resources from public investments
that could encourage loca and foreign investment, but also creete a sense of
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investment risk. Findly, snce September 11, 2001, anti-Western and anti-
Chrigtian attacks and divided public opinion on Pekistan' s relationships with
the United States have raised concerns about security for foreign investors.

Institutional factors

At theinstitutional level, FISB and the BOI are facing both smilar and
distinct challenges. Interms of amilarities, both |PAs are struggling with
daff capacity. FISB’s small staff has many important issues to address but has
less control over personnd. With 18 senior professionds on staff now, the
larger BOI is presently hiring additiond officers but il hasimportant
vacancies open.

In particular, the BOI is engaged in an internd debate thet is common among
IPAs — what balance does an IPA need between individuals with private
sector and government experience. Particularly for IPAsthat do not regulate
investment but rather promote and facilitate, changing the indtitutiona culture
to become more responsive, customer service oriented, and proactiveisan
important god. At the sametime, dl organizations need indtitutional memory
and having good connections and relationships with other civil servants can be
important in an IPA’srole asfacilitator.

Both the BOI and FISB have recognized the need to develop their

or ganizations from bureaucratic regulators to more private sector oriented
service providers. Pakistan's current senior taff reflects amix of newly
recruited individuas and organizationd veterans, but the agency is committed
to try to recruit up to ten individuas with private sector experience to serve as
investor case officers. Both agencies are somewhat congtrained in their ability
to hire and fire staff and attract new professonals, but the BOI has
demongtrated more flexibility than its Madivian counterpart and is currently
gaffing up with individualswith MBA backgrounds. FISB has recently
recruited alawyer on staff.

One of the keysto Maryland' s success has been to recruit individuas from the
indudriesin which it wants to promote investment. For example, when
actively courting biotechnology companies in the late 1990s, MDBED
recruited an individud with an advanced degree in biotechnology and
experience working for private companiesin the industry. Smilarly, officias

at the SECP suggest that one of the factors that helped the agency improve
sarvices and dradticdly reduce processing time for company registration was
itsrecruiting manager swith private sector experience.

Some obvious differ encesbetween the BOI and FISB include the qudity of
the information they disseminate and in their ability to facilitate
investment. While Pakisan’s BOI hasrelatively good and comprehensive
materids available, reportedly it is not particularly effectivein hdping

investors resolve disputes and obtain approvas from other agencies. Inthe
Maddives, despite on-going work to update FISB’ s promotiona and procedurd
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information, the current materials and website are of lesser qudity but by
reputation FISB is generdly good at working with investors and fadilitating
the completion of gpprovas.

At the structural level FISB’sForeign Investment Board issmilar to the
BOI's Cabinet Committee on Investment, yet the former functions much more
effectively. Thisisduein part to FISB’ sinditutiond clout and rdlevancein
managing FDI gpprovds, the willingness of Mddivian Board membersto
delegate to subordinates, the degree of consensus among other regulators on

the Board' srole as a central and binding decision-making body.

Inthe case of the Pakigtan, despite the CCOI’s and Provincid Committees
formd and sated responsbiliiesthe BOI does not seem to effectively
manage them as practical facilitation mechanisms. The problemsthe BOI
facesin fadilitating are not only due to organizationd inertia or

ineffectiveness. Other factors include the size of the country, strong

indtitutiona resistance from other government regulators, relatively strong
provincid governments, and exogenous factors that have hurt Pakistan's

image as a degtination for investment and made the work of the committees

and the BOI seem less urgent.

Remaining challenges

Turning to the specific reform programs identified in regard to the Madives
and Pekistan, sever al outstanding issues remain to be addressed.

The M aldives experience raises severd policy questions whose implications
directly affect the way invesment is administered in the country. So long as it
conforms to the same regulatory sandards aslocd businesses, particularly in
the area of environment, why approve of FDI at dl? If investment gpprova is
deemed necessary, what vaue is added by FISB’ s admittedly cursory review
of theinvestor’ sfinancid projections?

The main areas where adminigtrative improvements could enhance FISB’s
investment gorova system are rdlated to two issues. transparency and
speed. Asdready discussed, an investment promotion agency’s ability to
facilitate inward FDI is greatly complicated when fundamental questions
about what activities foreigners can undertake, under what regulations, and at
what cost are not answerable without case-by-case ddiberations. Cregting
grester trangparency in the Mddives is not entirely within FISB’s control, but
givenitsinditutiond dout and high-powered Board, it could spearhead the
process of making improvements.

Four actions could greetly enhancethe predictability of investmentin the
Maddives

Create a negative list for foreign investment. Keenly aware of the
problems of not being able to definitively inform investors what
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activities can and cannot be undertake by foreignersin the Madives,
FISB is congdering creating apogtivelist. Thislist would be based
largely on precedent — noting whet types of activities have dready
been gpproved of for foreigners — and the development plan of the
country, which cdlsfor invessment in certain activities. Ultimately,
however, amore ussful response will be to create a definitive negetive
ligt that names al activities that are closed to FDI with the
understanding thet dl other foreign projects are welcome so long as
they comply with the laws of the Madives.

Draft written criteria for investment approval. Presently, the
Foreign Investment Board isthe arbiter of what FDI projects are
goproved and its decisons, while in part based on previous precedent,
are essentialy case-by-case reviews of every proposed project. While
broad preferentid principles have been articulated for foreign
investment, such as those that bring in foreign exchange and introduce
new technology, specific written criteriafor invesment approva do
not exist. While & present “there is no clear rationae for why one
investment is gpproved and another may not be,” FISB management
recognizes that investment approva “should be criteria based.”
Additiondly, FISB should move toward an automatic gpprova regime
whereby an investor meeting basic and well-articulated criteria can be
assured of being dlowed to operate in the country.

Develop and publicize criteriafor establishing and revising royalty

payments. From a purely financid point of view the practice of paying
negotiated roydtiesin lieu of tax may be beneficid to investors. But
the lack of guiddinesfor roydty payments, especidly for heretofore-
unanticipated types of business, creetes uncertainty among investors. It
isaso an inefficient way to collect government revenue. Creating
guiddines would greetly enhance an investor's ahility to plan for the
future and ease concerns about sudden increasesin royalty taxes.

Shut down old website.While the creation of its new website marks

consderable progressin good information dissemination, the fact thet
the old website is till accessible can cause unwanted confusion among
invegtors looking for information. The old website should be taken off
of the Internet.

Inregardto the speed with which approvas areissued in the Madives, the
45-day timetable — while commendable for the fact thet it exigts at dll, is
routinely achieved, and covers severa procedures — could be further
shortened. Clearly, if FISB retreated from gpproving of foreign investment on
a case-by-case bass and focused on promotion and fadilitation, shortening the
goprovd timeframe would cease to be an issue. While this debate has sarted
within the Mddives, it is not likdy thet the government will agree to dispense
with the FDI gpprova with any particular dispatch.
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Intheinterim, eliminating some non-essential steps could improve FISB's
approva timeframe:

Eliminate the collection and review of the financial feasibility
study. Unless an investment project is of a concessionary nature where
afalurein financing would tie up land that would otherwise be
developed or imperil the ddlivery of public services, requesting

detailed financid feagbility sudiesis unnecessary and intrusve. FISB
deff is aware thet this detailed financid review may not confer much
redl vaue, and the government may wish to cease requiring this
information. According to FISB staff, the Bureau is presently
consdering “whether we should be the one to assessthe viahility of a
commercid venture.”

Create a mor e sensitive system for approving of smaller, more
routine projects.Itisnot dear that al projects need to be scrutinized
by FISB’s powerful Board. Given FISB’s experience with FDI, itis
possible that criteria could be developed that would dlow for

automatic approva by FISB/Minigry of Trade and Indudtries, thereby
avoiding delays experienced in the Board approva process.

Set amoreresponsivetimeframefor calling Board meetings. While
the two-day advance notice for aBoard meeting is adequate by

internationd standards, FISB should work toward developing a shorter

overd| timeframe for caling mestings. As noted previoudy,

decreasing the number of projects that require Board approva to begin
withwould hdpinthisgod.

Reduce the names sear ch and company registration to one day.
The Regigtrar’ s recent improvements in company regigtration, arising

in part from an increased reliance on the Internet, should be applauded.
Given that the technologicd infrastructure is now in place, the

Regigtrar should set agod of processing acompany registration

request within one day.

Allow registration feesto be collected by the Registrar in addition
to Inland Revenue. The requirement for an investor to go to the
Department of Inland Revenue, pay company regigration fees, and

return to the Registrar with areceipt is an unnecessary step. Rather, if
feeswere collected at the Regidrar, the investor could avoid visiting

two agenciesto complete the otherwise fairly smple process of

registering afirm.

Eliminate contract approval by the Presidency. It isunclear why the

direct goprovd of individud foreign investment projects by the
Presidency should be required. If clear criteriaregarding what foreign
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investments are devel oped, this routine gpprova function, if kept, can
be delegated to the Board or FISB.

In Pakistan, three additiona changes could be made to degpen the beneficid
impacts of the BOI’sretreat from registering foreign firms, as noted below:

Assess the necessity of registering branch companies. The BOI il
registers foreign branch companies, but branches must aso regidter at

the SECP, credting a duplicative registration requirement. Seemingly,

the BOI regigration confers no particular advantage toforeign

investors. As such, the BOI could take additiond steps to remove
adminigrative barriers to company sartup by removing the

requirement for branches to aso register with the BOI. Aswith other
companies, data on these firms can be gathered from the SECP and

State Bank of Pakistan.

Shorten the timeframe for registering branch and liaison
companies. The sated timeframe for registering foreign branch and
liaison companiesis six to eight weeks and BOI officids suggest the
process takes one to three weeks (BOI Pakistan, 20003; 31). The
submission and informationd requirements for a branch are somewhat
lengthy, but none of the information requested is of a particularly
technica nature and only the BOI isinvolved in thisreview. Andyzing
the system within the BOI that accounts for thisdelay in detail is
beyond the scope of this report, but certainly the agency could reduce
this gpprova timeframe substantidly.

Improve data sharing and collection through increased use of
information technology. At present, both the State Bank of Pekistan
and the SECP send regular reports on foreign company investment
activity to the BOI viafax. Thisinformation is then retyped into the
desred format by BOI staff for its regular reports to government and
the public as well as for promotiond materids. The BOI, State Bank,
and SECP should consider how to operate shared databases so that
BOI daff can access up to date information on demand. Alternatively,
these reports could be sent to the BOI viae-mail. In the former case,
the systerm would be improved both in terms of the frequency and
timing with which the BOI gathers statistics on FDI and in the level of
effort required to use the data, as retyping would be minimized. In the
latter scenario, the transmission of data eectronicaly would represent
amodest savingsin labor.*2

In regard to Pakistan BOI’ sfacilitation efforts, it may be beneficid to explore
the following issues

12 Based on interviews for this case study with officiasfrom the SECP, it is presently
exploring the possibility of sending this data éectronically to the BOI should the Board be
prepared to receive it in this manner.
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Develop counterpartsin sister agencies. Assuggested by the JIB’s
experience, alot can be accomplished when gppropriately empowered
officids from different agencies work together in some fashion to craft
acommon procedure. With the BOI ensuring that the outcome of such

a multi-agency meseting benefits investors, avariety of types of

meetings or workshops can be used to not only sengtize other officias

of the need to streamline the regime for FDI but aso craft a common,
detailed understanding of how a given procedure is to be administered.

Reexaminerole and efficacy of the CCOI and Provincial
Committees. At present, it seems that neither the CCOI nor the
Provincid Committees serve the purpose for which they were
intended. Given that thereis generd resistance within Pakistani
bureaucracy to ddegating decison-making authority to subordinates,
forming committees with lower level officids may not solve the
problem. Nonetheless, the BOI needsto either reviveits existing
committees or develop new decison-making structures to ensure that
multi-agency approvas can issued within a short timeframe.

Conclusion

Regulaors are often put in the uncomfortable position of creating and
overseeing procedures based on policies that may not be clear or easy to
administer. Resolving questions of policy in atimely manner and with
gopropriate input from the public, akeholders, and technica expertsis, in
some cases, imperative to completely resolve some adminidtrative barriers.
However, even in an uncertain policy environment it is often the case that
improvements can be made that help the private sector understand and more
efficently comply with exiging regulaions.

These case studies present severa |essons | ear ned for creating changein
investor entry procedures.

Maketheargument for FDI and the value of cutting red tape.
Adminigrative change efforts are most successful when thereisa
broad consensus not only for FDI but aso of the vaue of ddivering
efficient, trangparent services for investors. In Maryland and other
developed economies the arguments for the benefits of investment,
including cregting jobs and contributing to the tax base, are easy to
make. In many countries, however, the benefits of private enterprise
and foreign participation in the economy are not foregone conclusions.
The J B experience suggests that a campaign to perstede bureaucrats
and the public a large can lay the groundwork for specific
interventions designed to remove adminigrative congraints that deter
FDI.
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Involve the private sector. Making change in the way government
regulates business should dways be done with sufficient private sector
input. Private sector involvement in setting policy often guarantees that
adminigtrative conflicts will be reduced and at the least crestes a
greater sense of cooperation and goodwill between government and the
public. For IPAsin particular, as the Maryland case demondirates,
understanding the needs of the private sector can make public agencies
more effective in ddivering services and fulfilling their inditutiond
mandate.

Inform theinvestor upfront to avoid recurrent problems. Maryland
and the BOI are both good examplesthat providing clear and
comprehensve procedurd and legd information upfront solves alot of
problems later. The less awould-beinvestor hasto focuson
adminigrative concerns, the more he or she can focus on business
concerns and be targeted with persuasive marketing information by an
IPA. When government agencies amend laws or procedures, they often
fal to adequately dert the public asto what the changes are.
Particularly where a government has apolicy to encourage locd
investors, who may be unsophigticated in the ways of the modern

globa economy, providing accurate, comprehensible procedura
information can be of enormous benefit.

Usethelnternet to capturechangesin policy, law, and procedure.
As FISB has recognized, the Internet can be an inexpensive repository
of information even when policies, laws, and procedures are in flux.
Also, in the current erawhere businesspeople expect to be able to
access information faster and more chegply, maintaining updated
government webstes and moving toward interactive functiondity is
important. For IPAsin particular, they can reduce the opportunity costs
associated with investment entry by collecting the information relevant
for FDI and making it remaely accessible. Out of date websites and
materias creete a negative first impression that individud staff
members will have to overcome in thair efforts to promote FDI.
MDBED'’s credtive, interactive, and comprehensive website isagood
illugration of the potentid of such stes to disseminate information,
promote alocation for investment, and reduce the opportunity cost of
investors.

L everage and mobilize political will. Sufficient time and effort must
be devoted to leveraging and mobilizing politica will for reform at the
initidl phases of programming a change intervention. Political will be
most effectively marshaed when process re-engineering isdigned

with an agency’ s overdl gods, dbeit externadly mandated — aswhen

the a government is preparing to accede to the World Trade
Organization — or interndly moativated — aswhen the Jordanian
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Minigtry of Industry and Trade strongly backed ideas to improve and
streamline services related to company registration.

Create appropriate owner ship of thereform process. Procedura
change is mogt effective when implementers have ownership over the
change process and resulting solutions. An important part of
mobilizing support is ensuring that reforms are designed and

introduced collaboratively with implementing officids. While externd
pressure and advice may convince an agency’s management of the
exisence of problems, the implementation of solutionsis most
successful with the consensus and guidance of those directly involved.
As suggested by Jordan’s experie nce, multi-agency planning mestings
and Process Improvement Workshops have proven to be effective
mechanisms to build consensus that problems exist and produce
redigic Action Plans for implementing change.

Implement effective monitoring and on-going support to ensure
that changeis sustainable. The experience of Jordan suggests that on-
going support, programmed to correspond with a specific timetable for
implementing changes cdled for in an Action Plan agreed to by the
implementing parties, isvitd to ensuring thet change initiatives do not

fade away dueto lack of direction, attention, and mativation. The
mechanism for this monitoring and support can vary, and in Jordan
expatriate consultants, local consultants, and business associaions

have al successfully overseen the implementation of reforms.

Target initiatives clearly to be most successful. Whileit istempting
to program broad initiatives that may have an impact on many
inditutions, as the Jordan licensing intervention suggests diffuse

projects that do not martid enough resourcesin any given place are
prone to falure. Initiatives thet are very specific and well targeted are
likely to achieve a greater degree of success. Technicad working groups
that can resolve specific issues may not completely clear acountry’s
landscape of adminidrative barriers, but they can achieve tangible
results and also set a precedent for successfully programming
adminigrative change. This requires focusing on specific procedures
and agencies for reform and advocating for “quick wins’ aswedl as
more fundamenta changes.

Provideincentivesfor agenciesto cooperate in multi-agency
reform processes. Agency intranggence to participating in a change
process may be rooted in severd factors, induding fears anong agency
management about |osng revenue or revance and among civil
servants that restructuring could leed to job losses. Asthe Jordan
licensing experience demondrates, without strong reformist leadership
within an agency and some clear benefits to making crenge, genera
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and infrequent appedls to reduce bureaucracy rarely succeed. If
proposed changes do not address fundamenta concerns from other
participants, such as the loss of revenue from ceasing to regulae, and
are not linked to overdl agency reforms a capacity building efforts,
securing meaningful cooperaion and follow-up is difficult. Procedurd
changes are often best implemented as part of a broader agency
process re-engineering and capacity effort by providing context,
dructure, and ingtitutiona support for reducing bureaucracy.

Use pilot proj ects. Change efforts are often successful if launched asa
pilot project that subsequent efforts can modd. In some casesre-
designing procedures may be best accomplished on a demongration
project bas's, especialy when facing determined recd citrance to

change. Aswith the SECP s and Jordanian Ministry of Industry and
Trade s overhaul of company regidtration procedures, a specific

example of successful adminigtrative reform can serve asamode for
other agencies. The Mddivian Minigry of Touriam’s transparent and
comprehensible bidding procedure for tourist resorts is dso amodd

for condderation.
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Appendix 1: Methodology and data
sources

The methodology and data sources for these case sudies were largely the
same for both the Madives and Pakistan. The case studies were produced
based on an andyss of documents as well as intensive one-on-one interviews.
The documents reviewed include officid government policy and procedurd
documents, forms related to FDI entry, legidaion governing FDI, and externd
andyses of the countries policy and procedurd regime for investment.

The public sector interviews focused on the details of individua procedures,
descriptions of change efforts and the factors accounting for the progressto
date, and the perception of investors experience with adminidrative barriers.
The private sector interviews focused on persond experience with starting up
acompany in each country, a description of the startup procedures undertaken,
an ass=ssment of the quality of services rendered by relevant agencies, and an
overdl assessment of the most significant procedura problems facing
investors in the Mddives and Pakistan. Information sought from the other
stakeholders varied depending on their position, but included as assessment of
the degree to which change efforts have been successful and an impression of
what congraints the business community faces.

Inthe M aldives interviews were conducted with 13 government officids, 14
businesspeople, facilitators, and business association representatives, and five
dekeholdersin the international donor and non-governmenta organization
community. Two Private Sector Focus Groupsin Maé were aso arranged.
Thefirst was with businessmen from the Madives Nationa Chamber of
Commerce and Industry, which is one of the two most active and influentia
private sector organizations in the country. The second Focus Group, a which
FISB gtaff was present, was comprised of agroup of foreign investorsand
lawyers who routindy work on behdf of foreign investors. In Pakistan,
lengthy interviews were conducted with ten government officias, ten

bus nesspeople and business asociation representetives, and five
representatives of the internationa donor and foreign government community
with agtake in investment issues. In addition, interviews with one current and
one former externdly financed advisor to the BOI were illuminating.

It isnot the intention of the case study to fully document dl of the
adminidrative barriers to investment in the Madives or offer a definitive view
of private sector perceptions. So doing, while quite useful to helping inform
government efforts to improve the investment climate, would reguire a more
time-consuming and involved analysis. Rather, this case sudy is designed to
document the sgnificant changesin the way certain adminigrative procedures
have been handled in the Mddives with particular attention to recent effortsto
undertake reforms that can help improve the investment climate.
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Appendix 2: Maldives investment
environment and foreign investment

Due primarily to its physical characteridtics, market Sze, and limited naturd
resources, for most of the 20™ century Mddivians rdlied on fishing, trading,
and largely subsistence based activities. In its modern history, government has
dominated the economy, maintaining state owned enterprises that served as
importers, trading concerns, utility providers, and the like. Even today an
edimated 12.7% of the country’s GDP is accounted for by the governmert,
which owns dl land on behdf of the people and leased to private sector
actors.®

With the opening of itsfirs mgor tourist resort in 1979 and the increesing
sophigtication of fishing production and export, the Madives hastransformed
the economy into a successful foreign exchange earner and devel oped two
sgnificant industries. Today tourism is the Mddives largest industry,
accounting for 32.6% of GDP in 2001 and more than 60% of the Mddives
foreign exchange receipts.™ Over 90% of government tax revenue comes
from import duties and tourism-related taxes. Fishing and congtruction account
for 6% and 2.7% of GDP, respectively.™ According to FISB data, the
country’ smgjor exports are: canned fish; tuna; frozen and smoked fish; dried
tuna; fresh or chilled tuna; fish medl; and gppard. Only 3% of the country’s
land is consdered arable and only 7% is planted with permanent crops (CIA,
2003). Mot staple foods, mechinery, consumer goods, and equipment must be
imported.

I'n 1989 the Mddivian Government launched a program of economic reform,
lifting import quotas and opening some exports to the private sector. In more
recent years, the country has encouraged increased foreign investment in
certain sectors and drafted aforagn investment law intended to provide
safeguards for FDI. With its few naturd resources, small domestic market, and
shortage of indudtridly skilled labor, the Madives has alimited range of

options in pursuing economic development activities. Despite efortsto
diversfy the economy, to date agriculture and manufacturing play only a

minor role in the economy.

According to the Registrar of Companies, to date there are approximately
1,500 functioning firms in the Mddives, of which an estimated 7% are fareign
owned. On average, an estimated two or three new foreign companies are
registered in the Madives each year. The areasin which foreigners may invest
are not definitively defined, but certain activities are, as amatter of custom or

13 www.invesma dives.org.
1 hid.
5 bid.
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minigteria decision, cosed to foreigners, induding travel agendies, trading
activities, and certain trangport services.

Significance of entry approval administrative barriers

In generd, entry procedures are very important in the Madives, asthe basc
issue of what activities are closed to foreign investment is not entirdly clear as
yet 0 seeking the basic gpprova to operate isvitd. Enabling an investor to
access clear, comprehensive, and accurate procedura and legd information is
anecessary first step. Having reviewed such information and performed the
necessary due diligence, aforeign investor who choosesto invest in the
Madiveswill then undertake the important process of seeking investment

aoprovd.

Although areported 99% of proposed foreign investments are accepted, there
are cases where FISB must take a new type of investment to its Board for
goprova and only after theinitia application process and a Board meeting

will it be known if foreign investment is dlowed. Once receiving permisson
to operate abusiness under the terms agreed with the Government, on-going
operationd issues do not seem to be of mgor concern to the foreign
investment community with afew exceptions. For example, locd and foreign
investors suggest that securing expatriate work permits, a sendtive issue in the
Mddives, can be difficult to negotiate in part because thereis no Labor Act
nor supporting regulations and the policy is somewhat in flux.*® Similarly, the
criteriafor establishing and renewing royadties and rents on government
property — the main form of taxation aside from customs duties — are vague
and in mogt cases investors themsdlves are asked to suggest aroydty payment
for consderation by the rdevant government authority. While an initid

royaty payment for non-tourist enterprises will be agreed to and fixed for a
period of three to five years prior to commencing business operations, because
the criteriafor adjugting roydties are undear this makes financid planning for
companiesdifficult.

Information availability and transparency

Thelegd regime governing FDI in the Madivesis underdevel oped. For
example, it iscommon in Madivian legidation to indude phrases such as
“Mddivian nationds shdl be employed in invesments in the Republic of
Maldives except in those cases where employment of non-nationas becomes
necessary” ** without reference to other legidation that would detail the
procedure for determining necessity. Upon further investigation, one discovers
that the Mddiveslacks a Labor Act and compr enensive reguleions.

18 An estimated 30% of the country’ sworkforce of 67,000 are expatriates. Local businessmen
suggest that the official rate of unemployment— 2% —is“afarytale’ and doesn't reflect high
rates of generd underemployment and unemployment, especialy among women and far-flung
idand populations.

17 |_aw No. 25/79, Law on Foreign Investment in the Republic of Maldives, Art. 11.
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Termination dauses in Mddivian legidation are aso common, but the criteria
triggering such an action are not clearly defined nor in writing. For example,
“The Minigtry of Planning, Human Resources, and Environment hasthe
authority to terminate any project that has any undesirable impact on the
environment. A project so terminated shal not recelve and compensation.
Other legidation includes dauses dating thet permisson to operate can be
revoked due to concerns of nationa security, but again more detailed
information on what would qualify as atransgresson againg nationa security
are absent.

»18

Until recently, some of FISB’s promotiond materids, including itsmain
promotiond brochure and origind website, had not been updated since 1997.
Since then the emphadis of the agency, Mddivian FDI policy, and the nature
of the economy have changed, and thisis not reflected accuratdy in the
present materids. For example, the 1997 brochure il in use does not present
a clear roadmap for foreign investment in the Madives. The characteristics of
apreferred investment project have been revised, the GDP per capitafigure
quoted from 1995 is one-fifth of the present figure, the 1994 tourism arrivas
are roughly 56% of present arrivas, and some government contact information
isno longer accurate. The outdated economic deta presents the Madivesin a
less favorable light and makes one wonder if the government has ceased
promoting FDI and disbanded FISB.

Until recently, FISB’s origina website (www.investmal dives.com) was
smilarly outdated. Contrary to current practice, the website (which is il

ble on the internet) includes short contract limitations depending on the
amount of investment capita, as noted below:

Under US $250,000 — maximum 5 years and renewable. Every renewa
isfor not more than 5 years.

US $250,000 to US$ 999,999 — minimum 10 years and renewable.
Every renewd isfor not more than 5 years.

US $1 million and up — term and renewd subject to negotiation.

Themogt up to date economic and socid datais from 1996, no forms or
procedurd informeation are accessible viathe Internet, and athough some
legidation was ligted, none of it was available online. Tests of the “ Contact
us’ function dicited no response. The webdgte was aso not designed to alow
FISB to interact with dlients and interested investors, afunctiondity thet is
planned for the new website.

181 aw No. 4/93, Environmental Protection and Preservation Act of Maldives, Art. 6.
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One can obtain more recent forms, guiddines, and sample contracts from
FISB in Mdé Spedificdly, the “Foreign Investment Guiddines’ and “Foreign
Investment Application Form” outline the specific informationa requirements
and the process to apply for investment gpprova. However, here again the
official materias project amore redtrictive investment ervironment than exigs
in redity. The guiddines sate that severd criteriawill be consdered when
FISB gives“preference’ in consdering an investment project, including:

Potentid to employ locd ditizens;
Degree to which loca materids are utilized,

If the products produced are “localy marketable a competitively
prices and result in the reduction of imports of such commodities;”

Adds to the “economic and socid infrastructure of the country;”

“If the proposed [project] is one that cannot be started by locd
investors because of: the Sze of the investment required; and/or lack of
technica expertise” and

If located on the outer, lesser-developed atolls.

Some information in the guiddinesis out of date or not enforced. For

example, the guiddines Sipulate “ The investor/s gpproved for a certain project
igare required to maintain 10 percent of the gpproved capitd with the loca
bank agreesble to the Ministry of Trade, Industries, and Labour prior to the
commencement of hisher/their investment project. The deposit should grow to
25 percentage of the gpproved capital within 1 year of operations, or a bank
guarantee to cover this difference of 15 percent would suffice” Yet today, this
requirement is no longer enforced and the Ministry of Labour has been
separated from the Ministry of Trade and Industry.

Given the ggpsin Mddivian legidation, FISB has developed a system of using
contracts that specify the terms and conditions under which aforeign investor
will operate. While the use of contracts has provided some surety and detall
they remain far from perfect, asthe contract must conform to the Foreign
Investment Act, which isitsdf vague in some regards and reinforces
governmenta discretion. For example, the Act Stipulates that “The
Government of the Republic of Mddives may, without giving any notice or
after giving such notice that it deems necessary, suspend an investment before
the expiry of the period under the agreement, either where the Foreign
Investor indulgesin activity detrimentd to the security of the country of where
such temporary closure is necessary in the opinion of the Government of the
Maldivesin theinterests of national security.”* No further darification is
provided, and no regulaions exist to offer an investor details aout what

19 Law No. 25/79, Law on Foreign Investment in the Republic of Maldives, Art. 6.
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would trigger such an action by the Government. Another provison in the Act
(and echoed in promotiond materias) Sates, “If the invesment in the
Republic of Mddives be such that local raw materias could be used, such
items shall be obtained in the process”®® Guidelinesthat address questions of
pricing, perceived qudity, or Sandards are non-existent. As noted previoudy,
provisons about labor are dso included in the Act but corresponding
legidation or sandards are unavalable.

The current contract in use includes some provisons that are somewhat
nebulous. For example, clause 3.1 retates the requirement to “employ
Mddivian nationdsin al fidds of activities of the Licensee. Where, however,
it isnot possible to employ Mddivian naionasin any postion or pog, for any
vaid or good reason, sarvices of foreigners may be engaged with the prior
written permission of the Government.” Clause 3.2 of the agreement requires
the investor to “grant to dl employees favourable terms and conditions of
employment, in any event, not less favorable than those exigting in the same or
smilar occupation dsewhere in the Mddives, in conformity with the laws of
the Republic of Mddives” Because no clear rules governing labor issues
exig, theinvestor must do his or her own research without clear lega
certainty. Clause 5.2 redtates the article in the Foreign Investment Act about
suspending alicense for nationd security reasons. Clause 5.9 requires an
investor to seek approva “ of the Government” if increasing or decreasing the
share capitd of theinvestment. In the present contract, the investment period
isfixed and not particularly lengthy — “for aperiod of 10 yearsand
subsequently renewable every 5 years for an additiond 10 years on mutually
acceptable terms and conditions.”

Investment approval

All non-tourism FDI must be approved in the Mddives by FISB, which is part
of the Minigry of Industries and Trade. Following is the procedure for
registering foreign investments not classified as tourism:

1) Aninvestor will obtain a 9x-page application form (at no cost) from FISB
and complete the form for gpprova. The form asks for generd informetion,
incdluding about the nature of the investment, contact informetion for owners
of the firm; and foreign ownership amount. Financid information requested
includes data on the cogt of variousinputs (buildings, plant/machinery,

vesHs, eic.), therdio of equity financing to long or short-term loan financing,
estimated revenue and profit, labor requirements, and the royaty amount the
investor proposes paying each year for thefirg five years. Each principa
investor mugt dso furnish details about his or her “profile” induding a“5 line
write up on experience in rdated fields business background etc.,” bank
contact information, the invetor’ s total net worth, annua gross income for the
pest five years, and net income before tax for the past five years. In addition,

2 |_aw No. 25/79, Law on Foreign Investment in the Republic of Maldives, Art. 10.
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the following documents must be submitted with the complete gpplication
form:

Persond address of each shareholder;

Persona bank account numbers of each foreign shareholder;
Bank address of persond bankers;

Photocopy of passport of each shareholder;

Company profile and curriculum vitae of eech shareholder;
Bank reference;

Feashility project report with projected financid statementsintended
to show dl cogts and theinternd rate of return for five years or until
the year of recovering the initid investment, whichever is greater; and

Letter of authority for a power of atorney, if recessary.

2) The investor can then submit the gpplication in person, viafax, or by mail.
Upon arrival FISB will check the application for completeness and if the
application isnot complete, the investor isinformed within one day and asked
to furnish addtiond information. FISB takes an average of two to three days
to process an investment gpplication, review the financid statements, approve
the gpplication for congderation by the Foreign Investment Board, and
prepare a project brief.

3) Once the gpplication is submitted to FISB, aroutine security check of the
applicantsisinitiated. The Nationa Police, working with Interpol, conducts
this check. The security clearance usualy takes one week, FISB officids note,
but the processing of the application and scheduling of a Board meeting are
done smultaneoudy, S0 the week timeframe does not increase the overdl time
for investment gpprovd.

4) If the gpplication is complete, ameeting of the Foreign Investiment Board,
which is the decison-meking body that establishes the terms and condiitions
under which an investor may operate in the Mddives, will be cdled to
goprove or rgject the investment proposd, or request clarifications.

The Foreign Investment Board is comprised of the following government
officids.

Minister of Trade and Industries;

Minigter of Planning and Nationad Deve opment;
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Miniser of Tourism;

Minigter of State for Defense and Nationd Security;

Minigter of State for Finance and Treasury;

Auditor Generd;

Director Genera, FISB;

Director Generd, Internationd Affairs, Minister of Foreign Affairs,
Assgant Director Generd, Ministry of Atolls Adminigtration;

Director, Environmenta Research, Ministry of Home Affairs,
Housing, and Environment;

Director, Ministry of Fisheries, Agriculture, and Marine Resources,
and

Generd Atoll Member of Parliament.

Mestings are called when there are multiple gpplications, alarge investment,

or if an investment has been pending for an undetermined about of time.
According to FISB officids, thetiming of caling aBoard medting isa
“judgment cal,” but FISB triesto adhere to an overdl gpprova timeframe of
45 daysincluding Board approva, company registration, and preparation and
sgning of acontract with the invetor that authorizes business gartup. Once a
decison has been made to cal ameeting of the Board, it is customary to alow
for 48 hours notice before the Board convenes. The Board can make a decison
if a quorum of more that 50% of the members are present. Due to instances
where coordinating schedules is occasiondly difficult, FISB has now
introduced arule whereby a Board member can nominate an dternate to vote
a the mesting. In addition, a Board member may bring dong staff to assg in
reviewing aspects of an investmen.

Board members are given the project brief in advance of the Board meeting,
and in most cases come to the meeting prepared to ask questions and solicit
any information required that is not dready induded in the FISB gpplication.
In an estimated 99% of the cases, accordng to FISB management, Board
members do not require additiond information. The Board meetings are
generdly short and approvd is conferred within one day.

5) After the Board approves of an investment, which FISB staff suggestsisthe
overwheming norm, the investor is notified of the approva and acontract is
drawn up that outlines the agreement between the Government of the
Maddives and the investor.
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6) When the investor gns the contract, the Presdency and, if the investiment
isin anew sector, the Attorney Generd, are given copies of the contract for
their gpprova. FISB says that these steps are customary and not required by
any particular gatute. Reportedly neither the Presidency not the Attorney
Generd has overturned or amended a contract.

7) Once the contract is gpproved of by the Presidency and Attorney Generd, if
necessary, FISB informs the investor and ingtructs him or her to Sgn the
contract and then register the company at the office of the three person
Registrar of Companies. At the same time FISB informs relevant agencies of
the contract signing., including the Registrar of Companies, the Department of
Inland Revenue, Customs, and the relevant sectord minigtry if gpplicable.

8) With the contract retified by the government, the investor then proceedsto
conduct a names search. As of 2003, investors can now search for available
names on the Internet or in acomputer at the Minigtry, thereby reducing
processing time and conflicts over name availability at the time of registering.
The names search is routindy completed within one day.

9) Once the gppropriate name is sdected, the investor will file the appropriate
documents to register a corporate entity in the Madives. Depending on the
type of company selected — ether aprivate limited company or apublic
limited company — the submission requirements will vary.

10) After the company regigiration documents arefiled, the investor is
required to go to the Department of Inland Revenue to pay the regidtration fee,
which startsat MRF 1,000 (US $78) and increases based on the share capital
according to the following formula®

For every MRF 4,000 (US $314) of additiona capita up to MRF
500,000 (US $39,216), afee of MRF 10 (US$0.78) shall be paid.

For every MRF 4,000 of additiond capitd between MRF 500,000 and
4 million (US $313,726), afee of MRF 4 (US $0.31) shdl be paid.

For every MRF 4,000 of additiona capita between MRF 4 and 8
million (US $627,451), afee of MRF 2 (US $0.16) shdl be paid.

For every MRF 4,000 of additiond capitd above MRF 8 million, afee
of MRF 1 (US $0.08) shdl be paid.

In addition, a stamp fee of MRF 500 (US $39) is charged to the investor, asis
an annua company fee of MRF 10,000 for public companies and MRF 2,000
(US $157) for private companies. Inland Revenue issues areceipt for these
payments.

2 This appliesto firms with share capital exceeding MRF 10,000 (US $784). Although it is
not dear in the Companies Law, presumably smaller firms are subject to lesser fees.
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11) Theinvestor returnsto the Registrar with the receipt and find processng
is commenced. Once the gppropriate documents are submitted, the Registrar
verifies them and issues a certificate of company regidtration. The Registrar
requires an average of two daysto complete its processing of documents and
issuing a company regidration certificate. Including the names search the
whole company regisiration procedures it routindy completed in two to three

days.

12) There are few sectora or operating licensesin the Madives, but according
to FISB obtaining the foreign investment gpprova acts as aletter of intent and
in most cases obtaining alicense afterward is sraightforward and not
problemdtic.

While this case focuses on nor-tourism investment, it is aso ussful to consder
the regime governing the country’ s largest industry. Box 2.1 briefly describes
the regime developed for registering investment in the tourism sector in the
Madives.
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Box 2.1: Tourism approval

Due to its rdlative sgnificance in the economy, tourism investment in the Madivesis
administered by the Ministry of Tourism directly, under a somewhat different regime
than exists for all other investment. Industry, fishing, trading, aguaculture, and
everything ese, including industries that may serve the tourism market, such as water
taxis and spas, are registered and licensed by the Ministry of Trade and Industries
through FISB.

Investment in resorts, which are considered major undertakings and controlled by a
nationa development plan, involves a transparent and sound bidding process. Foreign
and loca investors are subject to the same rules and conditions under the principle of
national trestment. Other activities approved of and licensed by the Ministry of
Tourism, such as dive schools, reguire the submission of aform and professiona
certificates, details and product certifications on equipment, and other routine
information.

The main differences between the ways foreign direct investment is handled in
tourism as opposed to other sectors are seen in development limitations of tourist
resorts and a bidding procedure for investors wishing to develop and operate an idand
as atourigt resort. The bidding procedure makes no distinction between local and
foreign investors. For other investments in the tourism sector, foreign investors need
only to submit an application form, which asks for such information as the names and
certifications of instructors, number of different types of equipment, arrangements for
emergency medica assistance, and description of the physical facilities along with a
Maldivian company registration certificate and proof of alease. According to

Ministry officias, the application process for scuba diving shops, marinas, and tourist
vessels takes one week on average, including processing the gpplication form,
conducing an ingpection, and issuing an operating license,

Tourism development is controlled by a master plan that is designed to factor in
market demand for tourist facilities (i.e. bed capacity), loca participation in tourism
development, and environmental and aesthetic concerns. A private sector group, the
Madives Association of Tourism Industry (MATI), isactivein participating in
deveoping palicy, collaborating with the Madives Tourism Board in promoting the
country for tourism, and representatives of the association participate in the
committee that awards bids.
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Appendix 3: Pakistan investment
environment and foreign investment

Pakistan has taken gradud steps to liberdize its regime for investment, most
recently during the mid-1990s when new sectors of the economy were opened
to foreign investment without specid approva. Unlike previous years, today
the indudtrial and services sectors are open to investment from abroad without
prior approva, dthough sectord licenses are required in many ingtances. In
some sectors, foreign investors can now own 100% of an enterprisein
Pakistan and aso remit profits fredy.?

According to the Government’ s Investment Policy, 1997, which was further
liberdized in 2000, investment into Pakistan can be broadly dassfied in two
categories.

Manufacturing, tourism, housing and construction and
information technology sectors

In this category, the following features apply:

Foreign investors are dlowed participation on the basis of 100% foreign
ownership without any permission of the Government.

No Government sanction is needed for setting up an industry except for the
following activities

Armsand anmunitions

High explosives

Radio active substances

Security printing, currency and minting

Thereis no requirement to obtain a No Objection Certificate from provincid
or other locd governmentsto set up in any aress, except in aressthat are
designated as not gppropriate for industrial or commercid development.

The establishment of new units for the manufacture of acohal, except for
industrid dcohal, is banned.

Thetourism, housing and congtruction sectors have now been given industry
datus. Theimport of equipment in these sector sis subject to custom duty of

2 \While remitti ng profits can be done without restrictions, a company must establish alocal
bank account and investors note that there are some issues to be aware of related to the
cdculation of the exchange rate.
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10% while adepreciation dlowance is dlowed a 75%. Thereis no minimum
capital requirement and foreign equity can be up to 100%.

Service, infrastructure, social, and agriculture sectors

Since December 2000 investment in the service sector has been opened up to
FDI. Thereisno longer arequirement for foreign concernsto register with
BOlI to participate in these sectors. In the services sector, the following
conditions gpply:

The amount of foreign equity investment in the company project shal
be at least US $300,000.

Foreign investors are dlowed to hold 100% of the equity but the
repatriation of profitsis restricted to amaximum of 60% of tota equity
or profits.

Pekigtani investors must acquire a minimum 40% share of the equity of
companies in these sectors within five years including through the sde
of sharesin the stock exchange.

In the infrastructure sector, which includes the development of industrid
zones and tdlecommunications facilities, the following conditiors apply:

The amount of foreign equiity investment in the company/project shall
be a least US $300,000.

100% foreign equity may be repatriated.

Inthe socid sector, which includes educetion, technica and vocationd
training, human resource devel opment activities, hospitals, and medicd and
diagnogtic services, the following stipulations gpply:

The amount of foreign equity invesment in the company/project must
be at least US $300,000.

100% foreign equity may be repatriated.

The agriculture sector includes severd types of activities, including: land
development; reclamation of barren land, desert, and hilly areasfor
agricultura purposes; reclamation of waterfront areas and creeks, farming;
food professing; modernization and development of irrigation fadilitiesand
water management; forestry; horticulture; dairies; and anima husbandry. In
this sector the following stipulations and conditions apply:

Any agricultura entity can import agricultural machinery at
concessiond rates of customs duty.
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The amount of foreign equity invesment in the company/project shdl
be at least US $500,000.

A Pekigtani company or individuas must own a minimum of 40% of
the equity.

Thereisno limit on the amount of land owned by regisered
agricultura companies. However, theincome of these companiesis
taxable.

Foreign investment proposds are processed by the BOI in consultation
with the respective Provincid Governments.

Land for agriculture purpose can be obtained on aleasehold basis
initidly up to 30 years and extendable for aperiod of 20 additiond
years.

A foreign company that investsin the agricultura sector is not alowed
to trandfer land to any other foreign company, unless specificaly
permitted by the Federd and the concerned Provincia Government.

Information Technology has been given priority by the Government of
Pakigtan, which announced an IT Policy and Action Plan in August 2000.
Severd I T rdaed incentives have been announced by the governmert,
induding:

Encouragement of banks to undertake equity participation in software
projects by setting up venture capita funds.

Waiver of duties and taxes on the import of hardware.

Maiching grants for research and development in univergtiesin
engineering colleges.

To encourage Internet growth, unnecessary regulations are to be
abolished and reliable broadband Internet accessis being encouraged.

Changesin rulesto dlow technology companiesto be listed on
Pakistani stock exchanges.

Incentives formerly dlocated only to selected sectors of the I T industry
are now extended to the entire indudtry.

The remova of anomdiesin the tax deduction at the source for

bandwidth purchased by Internet service providers and other
telecommuni cation services providers.
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I nternet Bandwidth rates have been reduced. From March 2001 the
rates will be $3,000 p.m. megabit per second and will be gpplicable to
al the|SPs.

To improve the qudity of IT standards skill examinationswill be
conducted and only those passng the examination will be recognized
as|T graduates. Efforts are also underway to set up Nationa 1T
Education Review Board to standardize the syllabus taught in IT
education centers and universities. Content development isaso
planned with the introduction of athree hour-long daily transmisson
on IT education on Pakistan Televison.

Despite recent successes, further deregulation could gill enhance Pekistan asa
destination for FDI. For example, as seenin Table 3.1 Pakistan maintains
minimum capita requirements for foreign invesment in the agriculture,
infrastructure, and service sectors while other countries with more liberd
regimes and greater inflows of FDI, including Eastern Europe’ s most
successful trangtional economies, do not. Of those countries listed in table A.1
that do maintain minimum capital requiremants, only Saudi Arabia, which
largdly limits foreign investment to heavy indudtrid or oil-related activities,
reguires a higher minimum capital requirement.
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Table 3.1: Comparative FDI Entry Requirements

Country FDI approval requirement Minimum investmert threshold

Chile No Investor signs a statement that he
will maintain enough capitd to run
the business

Czech No No

Republic

European No No

Union

Hungary No No

Jordan No US$70,621

Mddives Yes No

Pakistan No (except branches & US $300,000

liaison offices)

Poland No No

Saudi Arabia Yes US $530,000-$6.7 million,
depending on sector

Turkey Yes US $50,000

Despite liberdization of repatriation of profits and invesment gpprovd, & the
procedural and adminigirative level problems may arise. The Pakistani federa
system vests significant autonomy to the provinces so not only do investors
need to negotiate the regulations and procedures of a number of nationd leve
organizations, but dso to comply with provincid and digtrict level
requirements. In broad terms, investors complain that too many government
agencies have direct regulatory responghility for business. Investors and other
gtakeholders dso note that the government’ s record of policy consistency and
adherence to agreementsiis poor, and there are several cases where specific
incentives granted to an investor or contractua agreements between the

government have been changed.

Significance of entry approval administrative barriers

While they do contribute to an investor’ s sense of investmert risk in Pakistan,
entry gpprovas are not the mogt significant adminigtrative barriersinvestors
face. Rether, investors conggtently highlighted tax payment, customs
clearance, acquiring land, and obtaining utility services among the most
sgnificant procedura barriersto investment. Tax payment was highlighted
because of the Centrd Board of Revenue is seen to be highly intrusive,
inconsstent in the assessment of tax, overly bureaucratic in the filing process,
overly aggressive and discretionary in audits, and, some charge, prone to
corruption. Customs procedures are said to be improving but disputes often
arisein rdation to vauaion and duty exemption issues, dowing the
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importation of inputs. Land acquisition was noted to be difficult because of
uncleer titles, especidly in less developed areas, and provincid level
government inefficiency and unresponsiveness (athough some provinces are
rumored to be better than others). Findly, utility provison was singled out
because of unrdiahility and poor service, the unavailability of fully serviced
plots, even in provincid indudrid estates, dow response times for hook-ups,
and poor pricing structures for greenfied investments that result in high hook-
up costs.

The repeal of BOI investment registration

Aside from obtaining the necessary entry visa, there are three mgjor investor
entry proceduresin Pakistan. These are:

Registering a company, which incudesfiling documentsto
incorporate, conducting a names search, and registering with the
Security and Exchange Commission of Pakistan (SECP) in Idamabed
or through severd regiond branch offices. Depending on the type of
company being registered, SECP officias say that this process takes
one to three days. The cost ranges from R 5,000 (US$89) toR 10
million (US $ 178,571) depending on the amount of capita.”> Somein
the business community said that they had heard that performance was
improving from previous years when company registration could teke
“from four daysto four months’ depending on persona connections
and the capecity and motivation of the individud SECP officers
involved.

Opening alocal bank account with the approva of the central bank,
the State Bank of Pakistan, and receiving a Procedurd Redlization
Certificate. Investors must goto Karachi to interface with the State
Bank for this procedure. The establishment of abank account is
consdered an entry procedure in Pakistan because investors must
deposit the specified minimum capita requirement into aloca bank

(US $300,000 for nonrindustria FDI activities) and must have an
account established before any profits can be remitted aboroad. This
process takes one to four weeks, BOI officids sate.

Obtaining a sectoral license, if required. In practice this process,
while not legdly mandated to be done prior to company regisiration
and establishing a bank account, is often begun prior to commencing
other procedures because if asectord licenseis not forthcoming, an
investor will have wasted time and money completing the other two
steps. In practice, BOI and other government officias suggest that
investor first should obtain the sectord license, or & leadt initiate the
process and atain aleve of comfort in being approved. While the

2 At thetime of writing, the Pakistani Rupee was worth US $0.0178 and US $1 equaled 56
Rupees.
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timeframe for receiving a sectord license varies based on the business
activity and complexity of the individud project, BOI officids suggest
that on average an investor should alow three monthsto receive his or
her licenang gpprovd.

From 1997 to 1999 investors were required to register with the BOI as well.
According to BOI officids, the procedure was somewhat informa and
prompted by an adminidrative decison and not according to any legd daiute,
Investors would report their proposed investment activity, indicating the

sector, minimum capital required, and corporate location. After registering,
investors would then proceed to the SECP to incorporate, conduct a names
search, and register as acompany. There was no fee associated with this
registration procedure and the staff that performed regdration had additiond
tasksaswell. BOI staff did not have records or a clear recollection of the time
involved, but estimated that the process did not take more than “afew days.”

Registering with the Board of Investment was a procedure that conferredlittie
vaueto investors and represents an extratwo steps and afew daystoin the
overdl process. The regigtration process was introduced in 1997 primarily asa
means of recording information on basic investment activity. Thiswas done
mostly because the BOI’ s successor organization, the Investment Promotion
Bureau, used to have the role of gpproving of investments based on the
redrictive nature of the investment regime in Pakistan. When the Board of
Investment was recondtituted in place of the Investment Promotion Bureau,
the BOI at first took on the Bureau' s activities and respongbilities while
assessing what it's new role should be in the more liberdized environment.
With deregulation and liberdization, the statutory need for this approva was
removed and the BOI was moving to reorganize into an agency that focused
more on promation and fadilitation versus regulation and monitoring.

According to BOI officids, after requiring this regigtration for two years, it
became apparent that the procedure conferred no red vaue. Thisregistration
was duplicative of mandatory registration with the State Bank of Pakistan, the
Security and Exchange Commission of Pakistan, and, in most cases, another
government agency that would license the investment at the sectord level.
Whilethe BOI did want data on investors for primarily promationa purposes,
it decided that this data could be easily requested from the State Bank and
SECP. Today, the data collected from the State Bank and the SECP is used to
inform the BOI's promotional materids. This materid is collected by the BOI
on roughly amonthly basis viafax from the State Bank and SECP and
andyzed by members of the Policy and Planning Unit of the BOI.

FDI facilitation

In Pakistan, the BOI iswell aware of the daunting task of harmonizing the
agendas of the many government agencies that have arole in regulating the
private sector. Indeed, even in its promotional materias the Board espouses a
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vigon to facilitate invesment, induding “adismeantling of the bureaucratic

culture’ (BOI Pakistan, 2001: 1) and turning the corner through “investment

impediments being removed.” (BOI Pekistan, 2001: 3). It describesits

fadilitation role asfollows
If investors have problems™ arising out of a federal government
agency’ sinterpretation of a law or regulation, a senior BOI executive
can take theissue up with concerned agency. If satisfactory progressis
not made, the matter can be referred to the Governing Body of BOI,
whose President is the Chief Executive of Pakistan, or the Cabinet
Committee on Investment. (BOI Pakistan, 2001:11)

Aswdl, its services are to be tailored for “domegtic and foreign investment”
according to officid policy documents. (BOI Pakistan, 2001: 1)

The BOI's primary and senior -leve fadilitation mechanism, the CCOll, is
comprised of the following government officids:

Minigter for Finance, Revenue, Economic Affairs, Planning &
Development, and Statistics, Chairman

Minigter for Commerce, Industries and Production
Miniger for Food, Agriculture and Livestock

Minigter for Hedlth, Population Wdfare, Religious Affairs, Zaka &
Ushr

Minister for Petroleum & Naturd Resources
Minigter for Communications

Minister for Water & Power

Chairman Privetization Commisson

Deputy Chairman, Planning Commission
Chairman, Board of Investment

Secretary Generd, Finance Divison

% Origind emphasis
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The BOI seesitsfacilitating role as comprised of two primary sets of
activities. Thefirg isinformation dissemination and the second is assging
investorsin their gpplication for various approvas. In regard to thefirg, the
BOI has prepared a new investment brochure with useful policy, procedurd,
and legd information and collected some of the forms required from other
agencies. Its website (www.pakboi.gov.pk) includes a great dedl of up-to-date
procedurd information, complete laws, submission requirementsfor basic
procedures, forms that can be downloaded, and links to other agency websites,
As awhole, these materias explain the sectors open to foreign investment,
conditions and incentives specific to each sector, procedures for some of the
most important actions an investor must undertake, and tax and tariff
information. Although not exhaustive, the BOI’ s website and business guide
notes that for the following business activities“ prior goproval. .. isrequired
beforeincorporation” (BOI Pakistan, 2003: 29)

Banking Company — Ministry of Finance and State Bank of Pakistan
Insurance Company — Ministry of Commerce

Investment Finance Company — Minidry of Finance and State Bank of
Pakistan

Leasing Company — Securities and Exchange Commission of Pakistan

Venture Capitd Company — Securities and Exchange Commission of
Pakistan

Asset Management Company — Securities and Exchange Commission
of Pakistan

Armsand Ammunition — Minigry of IndustriesBoard of Investment

Security Printing, Currency and Mint — Ministry of IndustriesBoard of
[nvestment

High Explosives— Ministry of Industries’Board of Investment
Radio Active Substances— Minigtry of Industries'Board of Investment

A line minigtry, such asthe Minigtry of Food, Agriculture & Livestock or
Ministry of Labour, Manpower & Overseas Pakistanis, will regulate other
business activities. According to BOI officids, the time and difficulty required
to obtain asectora license varies depending on the complexity and size of the
investment project. On average, though, BOI gaff estimate that it takes three
months to obtain asectord license. The more quickly completed procedures of
securing State Bank of Pakistan approva to open a bank account and
registering acompany can be done Smultaneoudy.
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As described in the main body of the case, the second level of the BOI's
facilitetion efforts are related to S&ff efforts to engage other regulators and
committees designed to facilitate investment licenang and gpprova decisons.
It should be noted that the investors and stakeholders interviewed generaly
judged the mogt serious problems in Pekidtan to arise after theinitia investor
entry procedures were completed. Depending on the business activity,
however, sectord licensing remains a potentid bottleneck for investorsin the
gartup phase. Operationd problemsin Pakistan are said to be particularly
acute in relation to obtaining utility services, acquiring land, paying taxes and
handling audits by the Central Board of Revenue, and receiving duty
reductions from cusoms authorities.
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