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Summary and key Issues

Private investment in infrastructure sectors
IN sub-Sahara Africa falls short of need

Government’s roles and the expectations

of private investors in concessions

A fair and transparent bidding process

The balance between regulatory discretion
and contracts




FDI inflows to developing countries
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Low income countries attract very limited private

capital flows
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FDI in services compared to primary and

manufacturing Almost all services sector FDI is in infrastructure
and financial sectors
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Primary Energy Use by
Energy Source
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« SSA: combustible renewables and waste
(more than 60%);

« Many countries above 80%
« For OECD about 3% comb renewables

and waste.

* Per capita primary energy use in North
America - 280 Gigajoules in 2000,

 In SSA the use was 25 Gigajoules
(includes commercial and non-
commercial).




RATIONALE FOR PPI




Government’s roles and the expectations of

private investors in concessions
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PRIVATE SECTOR CONCERNS

Project Viability

Government Commitment

Bidding Process

Construction

Regulatory Framework




Project
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Bidding
Process

Transparent —
procedures, criteria,
decision rules

| Sample Contracts —

obligations and rights
of private partners

Incentive Package — |
Credit enhancement,
| Project subsidies, etc

" Acceptable Rate of

Return
(Political risk?)

Currency Stability

(what currency In
contracts?)

Revenue guarantee-—
(Demand risk)

Repatriation of
dividends




PROJECT STAGES

-

Bidding
Process

-
>

(U

Project
Execution

Jperation
ana
maintenance

« Competition
* Procedures
* Transparency

» Approvals and Permits
Political uncertainty
Cost escalation

Political uncertainty
Regulatory environment
Demand and Price




The bidding process should be fair and
transparent




Identification of project

Public invitation

Project Preparation
Preparation and _
Submission of
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implementation plan
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Request for
| Proposal Review |

Stage
1

Review

Go/No-Go Decision

Public announcement
of proposal
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Stag E | Party Proposal(s)

Negotlatlons with |
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Award of Contract

| Without Third Party
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Award of Contract




A balance should be struck between
regulatory discretion and service contracts




Reducing Regulatory Uncertainty
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Gains from Reduced Discretion

provides greater certainty and predictability

Is more consistent and fair

. H 3 ; .
| reduces arbitrariness and bias; |
| Puts constraints on political influence -

Helps inexperienced authority or one with low
competence (especially, but not only, if new)

saves time and cost when each specific case is
considered




Downside of Reduced Discretion

Precise rules may hinder flexibility in a changing
environment e.g. long-term contracts

If the decision maker is competent and unbiased, principles
will result in better decisions

The initial set-up cost of a system of sharp rules is high;
(developing detailed rules or templates)

Using principles and discretion can allow the regulator to
stay one step ahead of the company - forestall ‘gaming’

Precision in rules can lead to complexity and ambiguity -
back to arbitrariness




CONCLUSION

4 )
Unlike other kinds of investments, infrastructure

projects need government approval

. J
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Bidding Processes important but part of a wider
iInvestment framework

.
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