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The Unite.d Nations Conference for Trade and Development (U'NCTAD), has
organized a World Investment Forum scheduled fo ake place on from Mo
9 September, 2010 in Xiamen, China.

Ministerial Round Table - Revisiting Investment Policies

. This session will focus on the following issue:

« Which kind of regulatory and institutional frameworks are required-
" o ensure that investment liberation generates a maximum of
deveiopment enhancing effects? ) ' :

+ How can conflicts among national and international investment
related policies be avoided and synergies enhanced to ensure that
such policies confribute rather than unclermine efforts towards.
achieving sustainable development?

« How can possible fendencies fowards investment protectionism be

 effectively stemmed in the awake of the-financial crisise '

« What positive and negaiive effects do international investment
rules and policies have on domestic investment?

Regulatory and Institutional Frameworks for Investment:

'In order to-increase bensfits of foreign investment, Zambia has put in place

favourable, transparent and stable legal, regulatery and institutional frame

. work that results into a mutual "win-win" sifuation for Zambia and the foreign

investors,

The Zambia Development Act is the principal legal and regulatory framewark
that governs all investment related matters in Zambia. The -act addresses.
among others, protection of investment, incentives for-investrment in priority
seciors, Incentives for major investment. end a validify pericd of incentives
onge accessed. I c

In addition, a Public Private Partnership (PPP) Act is in place to encourage
both domestic and foreign invesfors to partner with Government in
infrastructural works i.e. roads, rails, energy projects, health,- and schools
among- others. Investment through PPP will have numerous frickle ‘down -’

"benefits in form of . affracting additional investment in the industrial sector,

employment creation and increased revenue collections to Government.

It is worth noting that Zambia is currently reviewing ifs licensing regime fo

make it more effective by reducing the number of licenses required to run

pusinesses in Zambia. 130 licenses have since been identified and are

earmarked for elimination. -

In order to accrue maximum benefits from FDI, Zambia has put in place
framework to encourage local participation in the foreign firms. The Citizens
Economic Empowerment Act was passed into law in 2007 - which is ¢
deliberate legisiation that encourages foreign investors to reserve a certain
perceniage of shares or positions fo the locals in order to access certain
preference such as public tenders, among others. :




Furthermore, Government has reduced Cérpora’re tax for all companies |is‘réd
on the Lusaka Stock Exchange from 35% 10.30%.

In order to stimulate competition in-the economy, Government has put in
place an institutional framework fo deal with competition issues such as
mergers and acquisitions. In addition, the Zambia Development Agency
which acts as a one stop shop for investment related matters reduces the
fransaction” costs associated with starting up a business and operating ¢
business. -

Avoiding conflicts among national  and international -investment related
policies - &

In order to avoid investment related conflicts, countries have attempted to
create a favorable investment environment by putting in place an investment:
‘legal regime which ecsy to interpret.

Zambia on the other hand has undertaken both wholesale and retail reforms
to make the investment environment more predictable. Wholesale reforms
includes: stabilization of the macro economic environment, good
goverhance, improving infrastructure and access to incentives. Retall reforms
consist of reduction of administration barriers fo- start a business; fax
~ administration and simplifying property transfer.

7ambia also enters into bilateral investment freaties with strategic countries
_ that protects the investor's interest such-- gs expropriation - without
compensation, guaranteeing repairiation of profits, freatment of the foreign -
investors as domestic investors and investors from third party countries (with
exemptions) and seftling disputes in an amicable manner or through the
international arbitration. f

1t is also imporfant that inferhaﬂonol organizations play an active role in efforts
to seftle investment disputes, thus creating an environment where all parties
are ready to play by the rules. :

| To date, Zambia has not recorded a single Invesiment related dispute arising
from the BITs or indeed any other IPPA signed with particular companies.

Stemming possible tendencies towards investment. profectionism in the
awake of the financial crisis: ’

Investment protectionism is one .of the most serious risks to cross-border
investment which lies in the emergence of new forms of discrimination that
" impede both outward and inward investment flows. )

Pressures to protect em‘ploymenT and restore growth risk tempting
governments. into adopting discriminatory policies that ultimately hinder a
return fo growth. '

Investment prpiecﬁonism remains a threat. Over the last two years during the
financial crisis, merger proposals have been turned down in many paris of the




world (especially the developed couniries). Acquisition deals have been
blocked and laws on closer government scrutiny of forgign direct investment
(FDI) passed. '

—

It should be noted that FDI recipient counfries genuinely want indeed,
~ compete for foreign investment projects. They are reluctant fo take
protectionist measures. that would undermine business confidence and
severdl have recenﬂy ’rc:ken steps to liberalise investment pohmes Zambia
inclusive. :

Tougher FDI restrictions would mainly deter prospective investors, harming
both the recipient country . and the investor. Apart from selling portfolio assets

+ such as government securities, countries can finance their curent account

deficits through cross-border mergers and acquisitions. More FDI restrictions
would undoubtedly increase the costs, and do ne good to financial stability.

In addition, excessive FDI res’rricjiohs would lead to retaliatory measures from
other ‘countries, dragging the “world economy into a vicious circle. A
subsequent drop in investment flows would hamper trade flows, which in turn.

would do great harm fo the .world‘.s eventual full re,covery from the crisis. '

To stem the trend of investment protechomsm boih the rec:lpient and lnves‘ror
coum‘ries should play their due fole.

For the, recipient; it is imp@n‘un’T to accurately define the scale andscope of
national security and refrain from intentionally expanding sensifive and critical
sectors. Different Sovereign Wealth Funds (SWFs) should be ’rreq’red with an
‘equal footing. : :

For the investor, mcklng thorough research ond siudy of the recipients -
investment policies always comes fisf. 1t should -operate SWFs strictly in
accordance 1o international regulations and the recipient counfry's laws, and
launch eﬁechva_e dialogue and exchanges at ail levels to- enhance mutual
trust. )

In the posw‘ worlthde economic slump, if is more urgent than ever 1o Thmk
glebally rather than locally. Only through demolishing trade barriers ‘and
encouraging foreign investment could prevent the world economy from
experiencing the economic and finuncicl Crisis. :

Posifive and Negative effects of international investment rules and policies on
domestic investment: '

The basic framework of international investment treaties is seen as a key
instrument to promote the flow of mvestmenf between countries party fo
these agreements. From a systemic point of view thai sees foreign investment
as a key component to promote growth and reduce poverty, bilateral
Jinvestment Trecmes are agreed set of rules that serve to cﬁrocT foreign.




investment by reducihg the space of unprincipled and arbitrary actions of the
host state and thus contribute to good governance, which is a necessary
condition for achievement of economic progress in the host state.

Hence the positive effects of mves’rmem‘ treaties are that they crecﬂe a.
conducive investment environment for attracting FDI in a.host country and as
such, domestic investors tend to have opportunities to work with foreign
investors through joint ventures and as suppliers of raw. and intermediate
materials. In addition, foreign investors normally- focus on their core
competence and tend to delegate oTher cctivities to domestic snves1ors such
as services DFOVISIOI'I

The negohve aspects of FDI may include the tendency by some foreign
investors to externalise not only profits but also their revénues. The tendency
has contribute to the low levels of domestic sovmgs which otherwise would

have been used for public investments.

There have also been fears that foreign investment crowd out domestic .
invesiment. To this end, Government has been encouraging Joint venture
partnership between foreign investors and domestic investors.  Furthermore,
Government is implementing a linkages programme where Multinational
Corporations are linked to MSMEs for their input supplies.

International Investment Agreements Conference

The Minister will partficipate in the breakout session A to discuss pc:rﬁéu[cr the.
systemic evolution of International Investment Agreements (llAs).

-Systemic Evolution of llAs:

The network of IAs has expanded to encompass more than 5,980 different
agresments, with almost every country in the world being part-to at least onie

of the bilateral investment freaties, double taxation freaties and other

international agreements with investment provisions (such a@s free irade
agreements and economic cooperation agreements) that make up this
system. The "universe of llAs has not only grown in numbers,” but dlso in
complexity. Agreements increasingly overlap, as they are concluded at the
bilateral, regional, inter-regional, sectoral, plurilateral and multilateral level.

. .And they become more multifaceted, as they cover not only investment

issues per se, but also related issues such as trade, services, intellectual
property, industrial policies, labour issues, movement  of personnel,
environmental concerns, and others, . :

In the absence of a global body adminislering the process, internationall
investment rulemaking lacks- system-wicdle coordination, and countries
continue to conclude investment treaties on an individual basis. The first -
Bilateral Investment Treaty was signed in 1959 between Germany and
Pakistan. Zambia signed its ﬁrsi BIT with Germany in 1966. To date Zambia has
signed a 10101 of twelve (12) BITs,

While the development of llAs offer important opportunities, the increoéingly
complex and rapidly evolving llA universe also poses major challenges for




States and firms alike. The challenges for firms include keeping track of latest
developments in international investment rulemaking and effectively taking
advantage of them in their business planning and operation, das well as In
maintaining good relatiens with their host countries, The challenges for
countries include keeping the freaty nefwork consistent and transparent, and
above all formulating the "right' agreements in terms of balancing the
interests of host countries, home countries and foreign investors, as well as
strengthening the development dimension. ‘ .

Other challenges have to do with capacity and challenges of content, The
extent 1o which the further evolution of the IIA universe can confribute to
economic and social development and to a better integration of developing
countries info the system crucially depends on whether dpproprlo’re responses
to ’rhese challenges will be found. .

Establishing and mainfdining a coherem‘ IIA policy remains a difficult task for
most developing couritries as long as they have fo negofiate investment
ireaties individually with stronger partners as they mostly lack the resources to
participate fully and effectively in the evolution of the lIA universe. )

" Bilateral Investment Treaties- (BITs) were. first infroduced by capital exporting
countfies mainly to protect their invesiments with no development -
component. A critical issue, therefore, remains on how best to sirengthen the -
‘development dimension of llAs, Incorporating a proactive devslopment

~ dimension would require adding new kinds of provisions not often seen in llAs,
“including home country measures. Such medns could include a broad range
of issues: (@) fransparency and exchunge of investment-related information;

(b) fostering linkages between foreign investors and domestic companies; (c) .
capacity-building and technical assistance; d) - granting” of investment
insurance;-(e) encouragement of transfer of fechnology; (f) easing informal

' investment obstacles; (g) joint investment promoﬂon activities; and (h) access

to capital. . _ _ S ’




