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1. BOTSWANA
1.1. Trends of Macro Economy, Industry, Trade and Industry
1.1.1. Macro Economy

Botswana stands out as the only graduate from the category of least developed countries (LDC).
At independence in 1966, it was one of the poorest countries of the world with an annual per
capita income of less than US$100. After three decades of one of the fastest rates of economic
growth in the world, Botswana is now an upper middle-income developing economy with a per
capita GNP of US$3,312. Its enormous progress was spearheaded by the discovery of rich and
profitable deposits of diamonds in 1967, which initiated a process of structural change from an
economy heavily dependent on low productivity in agriculture to an economy where mining and
services became the dominant sectors. Various reviews of Botswana’s economic and political
performance since independence give credit to the wise management of natural resources and
good governance, enabling political and economic stability to prevail. In the earlier years, much
of its mineral revenue as well as foreign aid were invested in health, education and
infrastructure, creating foundations for long-term growth. Equally important was that revenue
that could not be invested sensibly was saved. Botswana’s early success, which has continued
until today, has ensured a long-term macroeconomic environment conducive to a sound
investment climate, a rare occurrence for a developing country.

Botswana also stands out in its choice of economic system and policies and attitudes towards
FDI. During the 1960s and 1970s, State control, based on central planning, took firm hold in
many African countries. Botswana, however, opted for a market-based system. It did not
undertake widespread nationalization and it decided to exploit its most precious national
resource — diamonds — in joint ventures with foreign investors. It must be pointed out that
Botswana is taking a stronger line with the foreign investors in its strategic sectors in order to
increase the benefits for the country versus the profit margins of the investors. Banking, too,
remained foreign-owned, even though many countries at that time considered them to be the
main pillars of their economies. Since the creation of a national currency in 1976, Botswana
typically maintained more liberal exchange controls than its neighbors, including South Africa.
All in all, Botswana has been open to FDI since independence and has constantly improved its
FDI framework.

From independence Botswana hardly had any location advantages. Its market was small due to a
small and poor population, living in rural areas and herding cattle as its main economic activity.
As a member of the SACU, Botswana had free access to the large market of South Africa, but
due to a lack of capabilities and infrastructure, it was unable to turn this access into a location
advantage. The discovery of diamonds (as well as copper, nickel and soda ash) improved
Botswana’s attractiveness to foreign investors. The investment climate also improved due to
prudent and, for that time, imaginative policies, combined with an increase in the supply of an
urban labor force, improved skills and infrastructure and small, but fast growing, urban markets.
The recent SADC investor survey of the investment climate in its member countries singled out
Botswana as a “best practice” example on indicators of good governance, sound fiscal policies
and high growth rates over a sustained period.

According to the Economist Intelligence Unit (EIU), the government will continue to pursue
largely prudent economic policies in 2005-2006, and the Ministry of Finance and Development
Planning will be keen to establish its authority following the election. However, it is facing an
increasingly difficult task in maintaining macroeconomic balance at a time when fiscal control



is imperative. The implementation of some difficult economic policy choices, such as
privatization and cost-recovery measures, may continue to be delayed and the influence of
prominent businessmen (new to parliament and appointed straight into the cabinet) may affect
the direction of policy, particularly in the crucial area of striking a balance between attracting
investors and promoting the economic interests of citizens.

The Ninth National Development Plan (NDP 9; April 2003-March 2009) reflects the goals of
the government’s long-term policy document, Vision 2016. As the main policy objectives of
NDP 9, a lack of skilled labor and overambitious goals are (1) economic diversification, (2)
employment creation and poverty alleviation, (3) maintaining macroeconomic stability and
financial discipline and (4) development of the country’s human resources (which includes the
fight against HIV/AIDS).

Diversification of the economy away from diamond mining will remain a policy goal. The EIU
is, however, of the opinion that the plethora of government agencies trying to attract foreign
investment, excessive bureaucracy and small market size will remain a constraint. The timetable
for privatization may soon become clearer, as the government is scheduled to approve the
much-delayed Privatization Masterplan in the next few months. The government has been
encouraged by its attempts to stimulate the development of local capital markets, and may once
again be considering issuing a benchmark international bond, but it will not proceed with this
until it is clear that fiscal discipline has been fully restored.

Although the budget for fiscal year 2004/05 (April-March) projected a small surplus of P70m
(US$15m; around 0.2% of GDP), revised estimates released at the time of the annual budget
speech in February 2005 showed a deficit of P1.4bn (US$300m). The 2005/06 budget is roughly
balanced, showing a surplus of P110m. In its annual monetary policy statement presented in
February, the Bank of Botswana (the central bank) lowered its target range for inflation from
4-7% to 3-6%, in line with that prevailing in South Africa and reflecting the bank’s confidence
that much of the recent rise in inflation was due to the impact of the devaluation of the pula in
February 2004.

Botswana possesses long-term vision entitled Vision 2016. This is a national vision, adopted in
1997 after consultation with all sectors of Botswana’s society. It presents a perspective of where
the country should be in 2016. It is a multi-dimensional vision, encompassing the social,
economic, cultural, political and spiritual aspects of the lives of the Botswana. Vision 2016
re-affirms and builds upon Botswana’s existing development objectives, agreed nationally many
years ago. They are (1) sustained development, (2) rapid economic growth, (3) economic
independence and (4) social justice.

Table 1.1: Major Macroeconomic Data

( [l1960s [1970s [1980s [1990s [[1998 [1999 [2000 [2001 [2002 [2003
[lPopulation (million) 06 [08 [11 15 1.6 1.6 1.7 1.7 1.7 1.7
[lPopulation ages 0-14 (% of total) 496 [497 [471 (437 429 426 [423 420 [418 [a15
lPopulation ages 15-64 (% of total) 475 [480 [508 [540 |548 [55.2 [555 [55.7 [56.0 [56.2
Population ages 65 and above (% of total) 29 |23 2.1 2.4 2.3 2.2 2.2 2.2 2.3 2.3
GDP (constant million 2000 US$) 181.9 |707.2 (2,063.3 |4,127.8 ||4,628.5 |4,877.9 |5,251.1 |5,526.4 |5,771.4 |16,083.8
GDP growth (annual %) 8.7 [15.2 |10.9 5.2 6.0 5.4 7.6 5.2 4.4 5.4
GDP per capita (constant 2000 US$) 321.4 (889.4 |1,834.2 (2,724.7 |[2,867.4 |2,962.3 |3,135.0 [3,260.4 [3,371.6 [3,532.0
Official exchange rate (LCU per US$, period average) 0.7 (0.8 1.5 3.3 4.2 4.6 5.1 5.8 6.3 4.9
Inflation, consumer prices (annual %) - 119 [10.6 10.5 6.7 7.7 8.6 6.6 8.0 9.2
Money and quasi money (M2) as % of GDP 18.0 |23.1 22.8 23.6 27.9 27.2 28.0 28.0 27.5
Real interest rate (%) - -1.6 (0.1 5.1 9.6 8.5 7.8 7.8 7.7 12.3
[[Foreign direct investment, net inflows (% of GDP) 00 [28 ]38 0.1 1.9 0.7 1.1 0.4 75 1.1




Foreign direct investment, net inflows (% of gross capital{0.0 |7.9 14.7 0.7 5.8 2.6 55 19 26.7 4.2
formation)
Agriculture, value added (% of GDP) 37.7 (245 |7.0 3.8 3.2 2.8 2.7 2.6 2.4 2.4
Industry, value added (% of GDP) 17.0 |35.3 |53.7 [48.7 47.6 45.7 47.2 47.6 47.2 45.2
Manufacturing, value added (% of GDP) 85 [6.5 5.5 4.9 5.1 5.1 4.8 4.5 4.3 4.3
Services, etc., value added (% of GDP) 45.3 [40.1 |39.4 (475 49.2 51.4 50.1 49.9 50.4 52.5
General government final consumption expenditure (% of||22.6 |18.9 |24.6 27.9 28.9 30.4 30.4 31.9 33.3 355
GDP)
Household final consumption expenditure, etc. (% of GDP) ||80.3 [57.5 |38.5 32.8 31.4 30.9 28.0 27.6 28.1 26.5
Final consumption expenditure (% of GDP) 102.9 [76.3 |63.1 60.8 60.2 61.3 58.3 59.5 61.4 61.9
Gross capital formation (% of GDP) 21.1 [43.0 |29.7 27.8 33.5 28.0 20.0 23.0 28.0 2715
Exports of goods and services (% of GDP) 30.2 [55.4 [62.2 |52.6 51.4 54.6 61.4 54.7 46.4 44.5
Imports of goods and services (% of GDP) 54.2 |[74.7 |55.0 [41.2 45.2 43.9 39.6 37.2 35.8 33.9
Gross domestic savings (% of GDP) -2.9 [23.7 |36.9 39.2 39.8 38.7 41.7 40.5 38.6 38.1
Gross capital formation (% of GDP) 21.1 [43.0 |29.7 27.8 33.5 28.0 20.0 23.0 28.0 27.5
Food exports (% of merchandise exports) - - - 2.8 - - 2.8 3.1 - -
Food imports (% of merchandise imports) - - - 14.2 - - 14.2 13.9 - -
Agricultural raw materials exports (% of merchandise|- - - 0.3 - - 0.3 0.5 - -
exports)
Agricultural raw materials imports (% of merchandise|- - - 0.9 - - 0.9 0.8 - -
imports)
Ores and metals exports (% of merchandise exports) - - - 7.0 - - 7.0 5.5 - -
Ores and metals imports (% of merchandise imports) - - - 2.2 - - 2.2 2.0 - -
Fuel exports (% of merchandise exports) - - - 0.1 - - 0.1 0.1 - -
Fuel imports (% of merchandise imports) - - - 4.7 - - 4.7 6.5 - -
Manufactures exports (% of merchandise exports) - - - 89.6 - - 89.6 90.6 - -
Manufactures imports (% of merchandise imports) - - - 74.6 - - 74.6 71.8 - -
Aid per capita (current US$) 20.1 [67.4 [109.5 [64.1 65.9 37.0 18.3 17.2 21.9 175
Total debt service (% of exports of goods and services) - 2.1 3.6 3.3 2.6 2.2 2.0 1.7 2.0 1.3
Total reserves in months of imports - 3.7 10.8 22.7 23.7 24.5 24.9 27.1 21.1 18.6
Source: The World Bank (2005), World Development Indicators: 2005

1.1.2 Industry

Botswana and four other nations including South Africa compose the Southern African Customs
Union (SACU). At the moment of independence, there was no noticeable industry other than
agriculture, but active investment of private South African capital mainly in the development of
mining resources provided the support for sustainable economic growth and industrial
diversification, making it the country with the second highest income level in the region. A great
part of the industrial structure is made up of the service industry at 52.5% with mining and
manufacturing at 45.2%. The relative importance of agriculture is the lowest in the region.

In regard to agriculture, the majority of the nation's land is not suitable for cultivation. In
contrast, cattle-breeding accounts for 80% of the total agricultural production. Approximately
2.5 million head of cattle are being bred commercially with 95% exported to South Africa and
other countries through processing plants at three domestic locations. Water resources are
limited and the degree of self-sufficiency of forage is low at around 20%.

The mining industry stays mainly on diamonds. Joint ventures between the government and
South African companies are responsible for mining operation and export. Production in 2002
was on a world leading scale of 26.2 million carats. The diamond sector supports 90% of the
nation's exports, and yearly production volume and international market price have a significant
impact on the domestic economy. Other mining resources are nickel, copper, coal and soda ash.
Similar to diamonds, South African capital engaged in many parts of investments, and in regard
to the first two listed, production is propped up partly by the participation of Canadian capital as
well.




A large part of the manufacturing industry consists of primary processing of the
above-mentioned mineral resources and the food industry including meat processing. The
remainder is light manufacturing industries for the domestic market, which operate on a
small-scale. Recently, as an approved nation under the African Growth and Opportunity Act
(AGOA), Asian capital has started investing in textiles and garments, which are expected to
develop into a new export industry.

In the service sector, making in use of South African capital and infrastructure are developing
public utilities, commerce and the financial industry. In the financial sector, South African and
European financial institutions have entered the market. The size of the nation's stock exchange
market is $2.13 billion (market capitalization in 2003), a scale ranking after South Africa and
Zimbabwe. Tourism focuses mainly on safaris and the number of tourists in 2002 was 1.04
million, double that of 1990 with revenues also reaching $310 million.

1.1.3 Trade and Investment
(1) Trade

Along with the decline of export share in total GDP, Botswana’s total export value is has been
decreasing since 2000. Although the international diamond market remained buoyant, the value
of Botswana diamond exports declined due to the appreciation of the Pula against the US dollar,
the currency in which diamonds are priced and sold. Diamond output is expanding its share of
export earnings of Botswana, due in part to the sharp reduction in export of vehicles and parts
following the closure of the Hyundai vehicle assembly plant in 1998, and also a reduction in the
value of textiles.

The main source of imports of Botswana is SACU countries, in particular, South Africa. In spite
of the declining tendency of import from 1998 to 2000, Botswana’s has a basic import structure
that increase of import of fuels, wood, food, and other basic products will expand the total
import. Therefore, forecast weakening of the local currency (pula), growing consumer and
government spending will cause imports to rise, as will high oil prices.

The Southern African Customs Union (SACU) agreement is Botswana’s main multilateral trade
agreement. SACU provides for a common external tariff structure and duty-free movement of
goods originating from within the Customs Union, which includes Botswana, South Africa,
Namibia, Lesotho, and Swaziland.

Although South Africa has been the principal destination for non-traditional exports (those other
than minerals and beef), it is hoped that other markets will open in Europe and the United States
of America as a result of trade liberalization initiatives. Botswana has duty and quota-free
access to the United States market, particularly for textiles, under the Africa Growth and
Opportunity Act (AGOA).

Table 1.2: Trade tendency and main partners

1998 1999 2000 2001 2002
Export (US$ million) 2,537 2,743 3,220 2,845 2,667
Import (US$ million) 2,229 2,204 2,076 1,902 1,947
Main trading partners
1,000P
Export United Kingdom | 4,830,026 8,130,083 9,644,333 12,283,285 | 3,363,40
Zimbabwe 249,892 290,968 540,563 373,766 114,553
United States 90,011 86,475 81,613 35,259 12,822




Import SACU

United Kingdom
Zimbabwe

7,111,419
320,512
374,644

7,783,613

272,481

396,600

7,846,092
442,262
366,635

8,193,389 2,188,744
467,793 123,481
335,232 74,148

Source World Bank, World Development Indicators; Central Statistics Office of Botswana, Statistical Bulletin;
(2) Foreign Direct Investment

FDI inflow in Botswana had been in decline until 2001. This was because of slower inflow to
the mining sector, particularly as diamond output appeared to reach a plateau. Another factor
was suppose to be the limited domestic market. However, FDI in 2002 recorded a remarkable
increase, reflecting recovery in confidence in the economy by foreign firms following the
discovery of new diamond mines.

Table 1.3: FDI Inflow

US$ million
1998 1999 2000 2001 2002 2003
95.8 36.6 57.3 30.8 404.6 86.3

Source: UNCTAD, FDI On-line.

1.2. Policy Issues Promoting FDI
1.2.1 Industrial Policies and Development Plans

The Botswana government's overall industrial policy is basically to promote import substitutes
and to diversify export industries. In agriculture, there is an emphasis on strengthening sanitary
control for meats and improving self-sufficiency in food crops and dairy products. In the mining
and manufacturing sector, augmenting competitiveness through improving productivity is being
stressed. Concerning the service industry, attention is being focused on tourism. The
government enhances external public relations and develops related facilities.

1.2.2 FDI Promoting Policies

The Government, the second in southern Africa to do so, abolished all foreign exchange
controls in February 1999. It has undertaken largely successful efforts to combat crime,
including corruption, and to improve the delivery of the judicial system. The Government has
instituted low corporate tax rates, the increasingly speedy processing of applications for
business ventures, a stable macroeconomic environment, and a commitment to transparency.
The Ministry of Trade and Industry recently announced that it has taken measures to simplify
and expedite the issuance of work and residence licenses. The Registrar of Companies has
progressed in implementing its commitment to reduce the turnaround time to register a company
from twelve weeks to ten working days.

In addition, the Government has attempted to provide assistance to investors through investment
incentive schemes, including grants and tax relief. Investment of foreign capital in job-creating
industrial projects, particularly those that have an import substitution component or have export
potential, is strongly encouraged.

Botswana has no specific investment code. Investment bylaws exist and are contained in the
Companies Act, the Factories Act, the Employment Act, the Financial Assistance Policy and the
Income Tax Act of 1995. These acts are very explicit on the investment position of the country.



Investment protection and promotion have been an integral part of the incentives in Botswana.

However, a Foreign Direct Investment Strategy is scheduled to be completed by the
Government in 2005, which will outline the government’s ideals and express the commitment of
the Government to attracting investors.

(1) Opportunities Promoted

Government policy is to diversify investment into any profitable and sustainable sector of the
economy to ease current dependence on mining. Investment is particularly encouraged in
manufacturing, tourism and its infrastructure, in the "knowledge economy" and in financial
services through the new International Financial Service Centre.

The Botswana Export Development and Investment Authority (BEDIA) places emphasis on the
manufacturing sector in order to produce an export stream and tackle widespread unemployment.
BEDIA is particularly interested to help investors in the following sectors:

Textiles and garments;

The establishment of a modern tannery;

Diamond cutting and polishing;

Jewellery manufacturing;

Glass manufacturing;

Engineering products;

Printing and publishing;

Plastics;

Ceramics;

Information technology and telecommunications — The cellular telephone industry
deregulated and further liberalization under consideration;
Data processing; and

e Tourism - Eco-tourism, hotels/restaurants.

Further opportunities have been identified in:

e International Financial Services - The International Financial Services Centre (IFSC)
plans to encourage banking and finance companies, broking and trading, insurance,
investment advice and banking, the flotation of unit trusts, money market funds, equity
funds and retirement funds;

e Energy - Morepule Power Plant expansion and proposed Mmamabula Export Power
Station; Solar energy equipment; Development of natural gas reserves discovery;

e Mineral Sector - Mining equipment and services; construction; consulting; engineering;
and

e Healthcare - Services and medical/surgical equipment.

The Botswana Development Corporation (BDC) also promotes investment in the following
industries:

e Downstream manufacturing using locally available raw materials and by-products e.g.
cattle by-products;

e Assembly/Piece Together e.g. electronic components for telephones and others;

e Packaging/Bulk Breaking of perishable items, most of which are currently imported from



South Africa; and
e Manufacturing e.g. pharmaceuticals, packaging materials, jewelry, leather goods, and
others.

(2) Local Procurement Policy

The Government’s local procurement policy (LPP) sets aside a portion of Government supplies
procurement needs to be filled by manufacturing firms based in Botswana. The LPP is an
incentive offered by Government of Botswana for the promotion of the manufacturing and
service sectors, administered by the Industrial Support Services Division. The LPP seeks to
develop and stimulate local entrepreneurship capacity and international competitiveness where
30% of Central Government purchases are reserved exclusively for local manufacturing
companies. To qualify for the program, manufacturing companies must achieve a minimum
Local Content of 25% and meet any two of the following conditions:

e Employ between 10 and 200 people;
e Have an annual turnover ranging between P200 000 (US$40 000) and P500 000
(US$100 000); and
e Local firms can still tender for the remaining 70% with international companies.
All foreign investors wishing to invest in Botswana are required to transfer technology and
skills by promoting the involvement and participation of local citizens in positions of

supervisory, middle and senior management levels in the company in an effort to localize the
companies within an agreed period. (There are no ownership transference requirements.)

1.3. Incentives and Impediments for/to FDI
1.3.1 FDI Promoting Regimes
(1) Investment Promotion Agencies

1) Botswana Export Development and Investment Authority (BEDIA)

A growing recognition of the importance of private investment, particularly foreign direct
investment, in the creation of sustainable employment, economic diversification and poverty
reduction led to the formation of the Botswana Export Development and Investment Authority
(BEDIA) in 1998. BEDIA is an autonomous organisation established to:

e Promote investment into Botswana with special emphasis on export-oriented
manufacture;

o ldentify market outlets for products manufactured in Botswana; and

e Construct factory buildings.

e Itis virtually an autonomous organisation with its Board of Directors comprising mostly
of private sector representatives, including its chairman, and two government
representatives, from the Ministry of Trade and Industry and the Ministry of Finance and
Development Planning respectively.

The Authority is designed to serve as the primary government contact point for both domestic
and foreign investors. Since its inception, BEDIA has assisted fourteen companies which are



now operational. The total level of investment from these companies is estimated at US$12
million, which according to BEDIA has led to the creation of some 3,600 new jobs. The Centre
focuses on enabling investors in both the manufacturing and service sectors to secure all
clearances and approvals as quickly as possible under one roof. The BEDIA has two regional
offices: one in South Africa and one in the United Kingdom.

2) Botswana Development Corporation (BDC)

Botswana Development Corporation (BDC) is the principal development finance institution in
Botswana. Its financing efforts are focused on local and foreign investors capable of creating
and growing viable businesses which will provide sustainable employment and bring added
value to the economy. The Corporation assists investors to establish and develop businesses
through financing, infrastructure and equity participation. BDC’s strategies are designed to
allow the Corporation to achieve market-related returns from its investments and lending
activities, and wherever possible, to ensure transfer of skills and technology to citizens.

The Corporation’s total investments grew by 17.7% from P0.9 million in 2002 to P1.1 billion in
2003. Some of the achievements include the commissioning of a confectionary factory with a
manufacturing capacity of 150 tonnes of sweets per month in Gaborone; the completion of the
refurbishment of Lobatse Clay Works operations in Lobatse; the commissioning of an electric
geyser manufacturing venture in Gaborone; and financing the construction of light industrial
warehouse units and a large-scale poultry project both in Francistown.

(2) Free Trade Zones/Export Zones
Botswana does not have any EPZ or FTZ areas.
(3) Incentives for FDI

Botswana has a range of incentives for FDI initiatives and has been described as probably the
most advantageous economy to commit FDI to in the region. The government of Botswana
offers foreign investors equal access to incentives designed to promote export-oriented
industries. Foreign investors are also given equal access to general investment incentive
schemes for medium and large projects in most economic sectors. Foreign investors can thus
approach the Botswana Development Corporation (BDC), an institution dedicated to financing
development projects, for the financing of investment projects. Such a major action will also
reinforce the position of the BDC and strengthen its lending position for other investors.

1) Exchange Controls

Botswana was the second country in the Southern African Development Community (SADC) to
abolish exchange controls. The complete elimination of controls on current and capital accounts
enhances Botswana’s competitive position as a regional investment destination. In addition, the
abolition of exchange controls has allowed the further development of Botswana's financial
markets through the creation of new portfolio investment options.

There are no restrictions on converting or transferring funds associated with an investment into
a freely convertible currency and at a legal clearing rate. Investors are allowed to remit funds
through a legal parallel market. Non-residents can trade in and issue Botswana
Pula-denominated bonds with maturity periods of over one year, provided such instruments are
listed on the Botswana Stock Exchange. This is a move to encourage portfolio investments, the



development of domestic capital markets, and the diversification of investment instruments.
Foreigners can hold shares in Botswana companies. Residents are permitted to invest overseas
and borrow offshore. Travellers are not restricted as to the amount of currency they may carry
on their person or in their baggage, but they are required to declare to customs at the port of
departure any cash amount in excess of Pula 10 000 (US$2 100). All quantitative limits on
foreign currency access for current account transactions have been removed. Dual listings are
permitted on the Botswana Stock Exchange.

2) Foreign Currency Accounts and Repatriation

The government permits the establishment of foreign currency-denominated accounts in
Botswana. At present, commercial banks offer accounts denominated in U.S. Dollars, British
Pounds, Euros and South African Rands. Businesses and other bodies incorporated or registered
under the laws of Botswana may open such accounts without prior approval from the Bank of
Botswana. The government also permits the issuance of foreign currency denominated loans.
Upon disinvestment by a non-resident, the person is allowed immediate repatriation of all
proceeds. Investment returns such as profits and dividends, debt service, capital gains, returns
on intellectual property, royalties, franchise fees and service fees can all be repatriated without
limits. There is no difficulty in obtaining foreign exchange. Shortages of foreign exchange that
would lead banks to block transactions are highly unlikely. With international reserves of
approximately US$5,7 billion, Botswana will not experience foreign exchange difficulties in the
foreseeable future, covering roughly 2 years of import liabilities. The Botswana Pula is, to all
intents and purposes, freely convertible.

(4) Impediments to Attract FDI (Closed Sectors for Foreign Investors)

While generally open to foreign participation in its economy, Botswana does reserve some
sectors solely for citizen participation, and has a number of citizen empowerment programs that
are closed to foreign investors. Most were imposed by Parliament out of a fear that other
non-citizen African and South Asian residents were opening businesses in areas traditionally
controlled by Botswana. The restrictions are not retroactive and businesses in existence prior to
the law's passage remain in the hands of their non-citizen owners. In addition, many foreign
investors have continued to invest in certain areas, such as gas stations, through franchising to
Botswana citizens.

The Ministry of Trade and Industry, which has responsibility for licensing businesses, has
generally issued licences to foreigners to operate businesses related to these areas whenever
there has been any ambiguity as to whether the licensing prohibition applied. At present, the law
prohibits foreign participation in school furniture manufacturing and the welding and
bricklaying trades. The law also limits various trades or businesses to those ventures wholly
controlled by Botswana, including petrol stations, liquor stores, bars, and supermarkets
(excluding chain stores and franchise operations), etc.

Despite these restrictions, the Ministry of Trade and Industry has taken an expansive
interpretation of "chain stores” to mean any store with more than one outlet and has allowed the
exemption to apply not only to supermarkets, but also to simple speciality operations and
general trading stores. Hence, large general merchandise markets, restaurants and the dominant
grocery network, all owned by foreigners, operate without restriction. Foreign investors are
allowed to participate in all other sectors, provided the investments are in line with the criteria
set forth in the country’s Foreign Investment principles. Business licences are issued following



a routine review of proposed commercial activities, which is carried out in a transparent and
non-discriminatory manner.

1.3.2 Infrastructure
(1) Basics of Domestic Infrastructures

Botswana's infrastructure is reasonably good, including a strong transport infrastructure, but
problems of high utility rates compared with other countries in the region and slow progress in
privatisation of public enterprises could hinder foreign investment. Many development
initiatives are underway including large governmental infrastructural projects aimed at
improving the country’s infrastructure while stimulating the entire economy.

There is a total of 888 km of railways and 10,217 km of roads, of which 5,619 km are paved.
There are no ports or harbours but three dry ports, namely Gabcon, Francon and Selebi-Phikwe,
are run by Botswana railway. Botswana has 85 airports, 10 with paved runways.

Botswana's energy capacity is thermal, mainly coal-fired, with some small diesel generators in
rural areas. More than half of Botswana’s power requirements are imported from South Africa
and Zambia. The Botswana Power Corporation states that it is committed to making electricity
available to as many people as possible and thus improving the nation’s standard of living. But
the whole Southern African region is heading for a crisis in the supply of electricity, especially
as countries develop. This is an area where a major investor with innovation, experience, and
concepts could not only build a successful business in the provision of energy, but also actively
contribute to the welfare of the country and the sub-region, especially if Botswana could
eventually become a net exporter of electricity. Nearly all Botswana’s refined oil needs are
supplied from South Africa, with storage tanks providing several months' reserves. There are
five major international oil companies operating in Botswana marketing and distributing fuels
and lubricants. The country’s long-term water supplies largely depend on the international rivers
and Botswana continues to actively participate in international river commission negotiations.
Botswana’s National Water Master Plan is progressing well.

The telephone system is expanding with the growth of mobile cellular service and participation
in regional development. There is small system of open-wire lines, microwave radio relay links,
and a few radiotelephone communication stations. The mobile cellular service is growing fast.

(2) Regional Programme

The Trans Kalahari Highway completed construction work in 1998 which enables to cross the
continent from Maputo in Mozambique to Walvis Bay in Namibia. The country has been taking
part in the southern African power pools project.

(3) Trend in Privatisation and Some Observations on Current PPPs

The Botswana Government is attempting to walk a narrow tightrope on the issue of privatisation.
It desires, on the one hand, to use privatisation as a tool to increase FDI and portfolio
investment in the country, while on the other addressing concerns that privatisation will cost
jobs and only reward wealthy foreign interests. After the Government of Botswana adopted the
Privatisation Policy for Botswana, Government Paper No.l of 2002, the Public Enterprise
Evaluation and Privatisation Agency (PEEPA) was established to oversee the implementation of
the Privatisation Policy. PEEPA will ultimately decide the extent of foreign participation in the

10



privatisation process and determine the mechanics that will be used to promote citizen
participation. With the release of the Privatisation Master Plan, privatisation of public
enterprises is expected to accelerate, especially since most of the public enterprises were
profitable in 2002/2003 fiscal year. As part of the preparations for implementation of the plan,
PEEPA will be carrying out extensive diagnostic reviews covering the performance of public
enterprises.

Public-Private Partnerships (PPP) falls under the responsibility of the PEEPA and are usually
aimed at fighting the scourge of HIV/AIDS or other such social projects. At a workshop for
Construction Industry Stakeholders on Public-Private Partnerships (PPP) in Gaborone in 2004,
the UK government, through its High Commissioner in Botswana, urged the Botswana
government to expand PPP projects and enterprises especially to relieve the pressure on the
government of the fight against HIVV/AIDS. In March 2005, the Minister of Foreign Affairs and
International Co-operation announced that government has embarked on the PPP initiative in
recognition of the limited resources. He confirmed that funds had been approved for the
development of a comprehensive PPP implementation strategy as well as procedures and
guidelines for the implementation and regulation of PPP by PEEPA. The planned strategy would
guide the government on the type of projects to be conducted and introduce structures, which
would facilitate the smooth implementation and management of PPP projects. The minister
indicated that Botswana was moving towards a new model of service that is decentralised,
non-bureaucratic, catalytic results-oriented and empowering. Botswana is looking at eventually
having some government agencies transformed into Performance-Base Organisations (PBOS)
that have both accountability and flexibility to achieve publicly defined goals, and letting
organisations, both public and private, compete to deliver public services.

1.3.3 Currency and Monetary Systems
(1) General Conditions

The biggest challenge for Botswana economy is departure from its dependence on diamond and
diversification of industry. Several government agencies are making efforts to invite foreign
investment, but ineffective government and small market size are still obstacles for inflow of
foreign funds. Issuance of international bonds which are designed to be benchmark bonds is
conceived in order to foster a domestic capital market, but will not be realized until the market
discipline is successfully recovered. However, Botswana government bonds are ranked A by
S&P and Moody’s.

As the inflation rate in 2004 fell within the predictable range, there is no need to take tight
monetary policy immediately. The central bank adopts restrictive lending policy and the
Government also takes expenditure restraint measures in order to prevent risk from occurring in
terms of inflation target.

Pula, the Botswana currency, is linked to a currencies basket predominated by South African
Rand and was devalued in April 2004. For a while there would be no possibility of further
devaluation, but Pula is dependent of Rand as South Africa is one of the biggest trading partners
of Botswana. The value of Pula against US$ will be expected to fall from P4.92/US$ to
P5.14/US$".

! Predictions quoted from EIU Report, January 2005.
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(2) Financial Sector

As for financial matters, a monetary authority will be established with the cooperation of IMF
and Financial Sector Reform and Strengthening Initiative (a multi-donor program). A five-year
plan is also under study as anti-money-laundering program. Funding in the bond market is very
active, as is seen in two issues of P150 million (US$34 million) of mid-term bonds by Barclays
Bank of Botswana, Botswana’s biggest bank, issues of money-market fund by Stanbic Bank for
institutional and private investors and prospective issue of P500 million of mid-term bonds by
Botswana Building Society. Debentures of Botswana Telecommunications Corporation are
also in circulation.

Main players of the banking sector are: The Central Bank (Bank of Botswana), 5 commercial
banks (Bank of Baroda Botswana Ltd, Barclays Bank of Botswana, First National Bank of
Botswana Ltd, Standard Chartered Bank of Botswana Ltd, Stanbic Bank of Botswana and an
investment bank (Investec Group) and a finance lease company (African Banking Corporation
of Botswana).

In addition, there are 6 development financing organizations, two of which are quasi
state-owned corporations: Botswana Development Corporation (BDC) and National
Development Bank (NDB). BDC suffers a plenty of bad debts which have arisen from past
loans for unprofitable projects. Its situation has been improved after loan policy reform in recent
years. Loans are now directed mainly toward the manufacturing sector. Loans outstanding
stands at P127.37 million (US$25.48 million). On the other hand, NDB, the first African
development bank that has obtained 1SO 9001, recorded a net profit of P50 million (US$10.6
million) in 2002. There is no discriminatory treating between foreign firms and domestic firms
in granting loans. Short-term foreign trade financing is also relatively developed. Botswana
Export Credit Insurance (BECI) is in charge of foreign trade insurance.

The Government established International Financial Services Center (IFSC) in June 2000 in
charge of joint ventures, corporate finance, insurance business, foreign firms management, etc.
It aims to play a regional hub of all financial matters. As of 2004, 9 projects have been approved,
including Barclays Bank, African Alliance, Natgilt Trading Ltd, ABC Holding Co., ABC Bank,
Seed Co. International, Arup Africa, Metcash Africa (Botswana) Cyberplex Holding, Kingdom
Financial Holdings and RPC Data International. These IFSC operators are awarded a license
from Bank of Botswana, by which such privileges as tax preference (15% instead of 25%
corporate tax, no withholding tax), application of double taxation treaties, tax credit for joint
venture are approved.

(3) Stock Exchange Market

As for the trend of capital market, the Botswana Stock Exchange was perking up toward the end
of 2004. It reflected the fact that commercial banks and Sechaba (brewery and beverage
manufacturer) made a brilliant performance. Number of trade was 7,740, volume of trade was
P400 million (US$80 million) in 2003. 17 domestic companies and 5 overseas companies
were listed on the Exchange. The average stock prices of overseas companies in 2003 were up
by 13.5% over the preceding year.

(4) Foreign Exchange Controls

All foreign exchange controls were abolished in February 1999. The complete elimination of
controls on current and capital accounts enhance Botswana’s competitive position as a regional
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investment destination. In addition, the abolition of exchange controls has allowed the further
development of Botswana’s financial markets through the creation of new portfolio investment
options.

1.3.4 Labour and Management

Botswana has a large, well-educated, English speaking workforce and many unemployed
workers? eager for work and training in new jobs. Over 90% of schoolchildren get a primary
education. Expansion is now concentrated on secondary education. However, given that
Botswana has undergone a remarkable economic transformation in less than 30 years, there are
bound to be gaps in skills and experience of the workforce. Surveys have indicated that there are
still gaps in managerial, professional and technical skills for business, despite the new priority
that has been given to vocational training over the last 20 years.

The normal working time varies between 45 and 48 hours per week. The minimum wage is only
P1.90 per hour. Workers are entitled to 14 days paid holiday yearly. Employment of expatriates
is regulated and all foreigners, engaged in any occupation receiving reward or profit, need work
permits, which are obliged to be issued after the necessary licenses for specific economic
activity have been acquired. Botswana clearly does not want to issue permits to foreigners
unless local skilled workers are not available. Thus, the issue of work permits has become
highly contentious. It is difficult to employ expatriates in Botswana. However, seeing the spread
of HIV/AIDS even to the skilled workforce in Botswana, the need for skilled foreign manpower
has gets more important. This is recognized by BEDIA and BDC, which both offer help to
investors in securing the foreign technicians they need. It should also be noted that non-resident
consultants, supervisors, or directors visiting and staying temporary in Botswana do not require
work permits.

Labor - management relations have generally been harmonious with labor laws under continual
review. Recently a labor court was established to ensure impartiality in labor disputes. The
Botswana Labor Act is a relatively uncomplicated law, and is generally regarded as well
harmonized, even if it is not ‘employer-friendly’. In the business community, it is regarded more
advantageous for employers than that of neighboring South Africa.

Unionized labor represents only a small portion of the formal sector workforce in Botswana,
concentrated in the mining sector, and, to a lesser extent, in the banking sectors. Botswana law
provides for the right of organization, but most foreign investors will not encounter a fully
unionized workforce in the near term. Only on very rare occasions have broad and highly
unionizagd strikes, but this type of activity is slowly increasing as the unions discover their
powers®.

The results of the Botswana AIDS Impact Survey (BAIS) released at the end of 2004 indicated a

2 Official government report point out that a major problem in Botswana is unemployment. Though the
unemployment level dropped marginally over the last five years it still stands at a massive 19.6%. This is despite the
fact that the economy grew at almost 10% during that period. One reason for this is that mining, which still accounts
for most of the growth of the economy, creates very little direct employment due to the transformation of mining
sector to be relatively capital intensive.

% IRIN reported that the Botswana National Productivity Centre (BNPC), an independent labor research institute, has
called for the urgent tripartite forum comprising government, the private sector and trade unionists in order to take
necessary measures against falling productivity and worsening labor - management relations. The BNPC made this
call at the labor - management relations workshop held in Gaborone, in early June 2005. The BNPC presented a paper
at this workshop that noted that national output was under threat by frequent strikes, which it said was a result of the
hostile relationship between government, employers and the trade unions.
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national HIV/AIDS infection rate of 17.3%, much lower than the commonly used figures
suggesting an infection rate closer to 35-40%. The latter figure refers only to the most risky age
groups <younger generation>, and the BAIS result is comparable to a 2004 UN estimate of an
18-21% overall national infection rate. Similarly, the BAIS found noticeably higher infection
rates in some particular groups. As well as estimating infection rates (the survey included an
anonymous HIV test), the survey also looked at sexual behaviors and the way of thinking
towards the disease. Reaction from the authorities to the results was mixed: perhaps
understandably, given the negative publicity Botswana has received through the misquoting of
the higher infection rates, there was some tendency to stress the lower overall rate. However,
spokesmen also expressed concern that this could result in excessive complacency among both
the population and donors. HIV/AIDS has had an impact on the economic development of
Botswana and will continue to do so. The average life expectancy has already dropped from
over 60 to close to 40 years of age, mainly due to the impact of HIV/AIDS.

A potential investor would do well to complete a proper study of the latest situation of labor
market in Botswana before investing. The investment promotion authorities highlight the
advantages of Botswana’s educated workforce, but it is seen from the above that things are not
always what they seem. As the government is on the way of withdrawing from some economic
sectors, there will be more business opportunity for private sector to take over the left projects.
Considering high rate of unemployment, new business chance will also be found in some
labor-intensive industries as textile, in which the firms optimize the preferential tax regime in
the frame of US-AGOA or another FTA concluded by the government of Botswana. But
elsewhere entrepreneurs should recognize that they must compete within a fairly small and
unprotected internal market or find niche areas in which exports can be made despite
Botswana's strong foreign currency.
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2. MAURITIUS
2.1. Trends of Macro Economy, Industry, Trade and Industry
2.1.1. Macro Economy

In early 2004, Prime Minister Berenger said the government plans to reduce unemployment to
5%, cut budgetary deficit and transform Mauritius into a fisheries and skills centre to achieve
economic recovery and social justice. In the next two years, the government would focus on
reforming the electoral system, financing of political parties, reviewing the existing labor laws,
introducing a “family doctor’ health scheme and examining and reforming the old age pension
scheme. In addition, more than 70% of the government’s ongoing program has been
implemented since the coalition came to power in 2000. Deputy Prime Minister Pravind
Jugnauth said government has concentrated on improving mid- and long-term economic
parameters, specifically adjusting the monetary policy to control inflation. This has facilitated a
cut in the budget deficit from 5.6 to 5.5%, and reduced inflation from 6.9% in 1999 to 3.9% in
2003. More than US$1 billion have been invested in improving the infrastructure and nearly
32,000 new jobs were created in the economy. Furthermore, as part of government’s poverty
reduction program, at least 545 community development projects amounting to just over US$5
million were launched during the past three years, with priority given to renovation and
construction of houses. Other poverty reduction programmers include the Anou Diboute Ensam
Project, which is financed by the EU to improve the island’s social infrastructure, as well as the
Leve Deboute Project, financed by the UNDP to address exclusion problems on Rodrigues
Island.

In 2004, government intensified its efforts to diversify the economy away from sugar and
textiles, which are dependent on world markets and trade regulations. The EU said it was
satisfied with the measures being undertaken, in anticipation of the termination of the period of
preferential status products have enjoyed on European commercial markets. Mauritius is in
favour of a quota system with guaranteed prices and balanced supervision for all parties
concerned in terms of the market.

In the 2004/2005 budget, its objective being to empower the most needy people, measures to
induce economic growth were income tax reform, increased taxes on good purchased by
wealthy citizens, and the abolition of a basic retirement pension for the wealthy. The distribution
of land to small-scale planters, an employee share ownership plan, and tough legislative and
institutional reforms to improve efficiency, discourage wastage and bring more equity to the
people also formed part of the budget. However, it contained no new business incentives and
few growth-inducing measures likely to stimulate investment and job creation outside small and
medium enterprises (SMEs).

In its Article IV consultation with Mauritius, the IMF said although GDP growth is expected to
recover from the disappointing 2.75% in 2003 to 4.5% in 2004, growth prospects have
weakened as the traditional industries, such as sugar and textiles, face the loss of protection and
a more competitive environment. The IMF warned that public debt could become unsustainable
as government continues to run up fiscal deficits. In addition to this, unemployment has also
increased. Although approving of the direction taken in the 2004/2005 budget, the IMF urged
the government to undertake the necessary adjustments while the economy is still relatively
strong. In December 2004, the CSO made a downward revision to its 2004 growth estimate. The
CSO said that real economic expansion would be 4.6% for 2004, rather than 4.7% as previously
forecast. This revision was the result of the disappointing growth in financial services, mainly
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due to problems in both the banking and insurance sectors. This resulted in financial services
expected to register growth of only 2.6%, and not 6% as forecast earlier in 2004. According to
the Mauritius Chamber of Commerce’s Economic Review 2004, business confidence appeared
to be quite timid in 2004. However, in spite of an overall deceleration in the rate of investment,
which grew by 5.5% compared to 10% in 2003, private sector investment grew by a high 13.2%
as opposed to a negative 2.2% in 2003. Moreover, international perception about Mauritius
remained positive, and foreign investments in hotels and ICT projects were at a relatively high
level. In early January 2005, Prime Minister Berenger invited the private sector to invest more
in the economy and to support the democratization of land ownership in the country. Legislation
in Mauritius was recently amended to allow foreign ownership of residential property in terms
of the Integrated Resort Schemes (IRS). Previously, foreign investors were only permitted to
acquire property if they invested a minimum of US$500 in thousand into the economy via a
business or other form of financial investment, and only then could they apply to purchase

property.

According to the EIU’s report in 2005, the government is expected to continue to promote
stronger economic ties with Western countries and other major trading partners. The main thrust
of foreign policy will be to negotiate suitable transition arrangements to protect preferential
access to developed markets and to cultivate inflows of FDI and financial relationships. The
fiscal policy in Mauritius is directed primarily at promoting long-term economic growth while,
at the same time, ascertaining public expenditure management. Monetary policy has been
geared towards concentrating on its primary goal of ensuring price stability and preserving
confidence in the domestic currency. Regarding its currency policy, the exchange rate of the
rupee is determined by market forces, and with the liberalization of the exchange control system
in July 1994, all restrictions on transactions involving foreign currencies were abolished. Major
foreign currencies are freely traded in the commercial banks.

Government will continue to strive to diversify the economy and move towards more
service-oriented economy. However, unemployment is expected to remain a problem and will
be addressed through vocational training and education programs aimed at providing workers
with the necessary skills to take advantage of opportunities in ICT, including the Cyber City
project, and by upgrading service levels in other areas, such as tourism. It is expected that the
policy will continue until the new government will have to decide on whether to raise taxes if it
wants to continue the current economic strategy without undermining economic stability. The
Joint Economic Council, the island’s business lobby, said that the first thing is to get a
respectable level of investment up to 27% of GDP from its current 22%, as well as take the
private sector share of growth from 63 to 75%.

Table 2.1: Major Macroeconomic Data

( 1960s [1970s [1980s [1990s ][1998 [1999 J2000 2001 [2002 ]2003
[lPopulation (million) 08 [09 [10 1.1 1.2 1.2 1.2 1.2 1.2 1.2
[lPopulation ages 0-14 (% of total) 457 [39.2 [31.8 [272 259 [254 [256 [25.4 {252 [25.0
[lPopulation ages 15-64 (% of total) 51.8 [57.7 634 [66.9 (679 684 682 [684 |685 |68.6
Population ages 65 and above (% of total) 2.5 3.1 4.8 5.9 6.1 6.2 6.2 6.2 6.3 6.4
GDP (constant million 2000 US$) 1,510. |2,040.8 (3,577.814,039.6 (4,253.7 |4,423.8 |4,720.3 |4,927.9 |5,085.6
9
GDP growth (annual %) - - 5.9 5.2 6.0 5.3 4.0 6.7 4.4 3.2
GDP per capita (constant 2000 US$) - 1,564. (1,993.7 |3,159.4 (3,483.2 |13,622.0 (3,726.9 |3,933.5 4,072.7 |4,161.1
0
Official exchange rate (LCU per US$, period average) 5.0 6.1 13.1 19.9 24.0 25.2 26.3 29.1 |30.0 27.9
Inflation, consumer prices (annual %) 2.7 150 (8.3 6.7 6.8 6.9 4.2 5.4 6.4 3.9
Money and quasi money (M2) as % of GDP - 43.1 |49.7 73.5 76.4 78.3 80.5 80.1 81.7 83.6
Real interest rate (%) - 4.4 12.2 13.6 15.8 15.3 16.8 15.2 14.6
[[Foreign direct investment, net inflows (% of GDP) 01 Jos8 1.2 0.3 1.2 6.0 06 |07 1.2
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Foreign direct investment, net inflows (% of gross capital||- 0.4 2.9 4.6 11 45 23.0 -2.6 3.3 5.2
formation)

Agriculture, value added (% of GDP) - 19.6 (150 |9.7 8.8 8.6 5.9 6.6 7.0 6.1
Industry, value added (% of GDP) - 26.1 |29.3 32.2  [131.5 315 31.6 31.3 31.1 30.6

Manufacturing, value added (% of GDP) - 15.4 [20.9 23.6 23.8 24.1 24.0 233 [22.9 22.0
Services, etc., value added (% of GDP) - 54.3 |[55.7 58.1 59.8 |59.9 625 |62.1 61.9 63.3
General government final consumption expenditure (% of||- 149 |13.3 13.0 12.9 13.0 13.2 12.9 12.8 13.0
GDP)

Household final consumption expenditure, etc. (% ofif- 66.8 |65.7 62.7 62.2 [63.2 62.6 61.0 [62.0 61.7
GDP)

Final consumption expenditure (% of GDP) - 81.7 |79.1 758 [75.1 76.2 75.8 740 |74.8 74.7
Gross capital formation (% of GDP) - 29.1 |24.0 28.0 276 |26.0 26.1 23.3 214  |22.9
Exports of goods and services (% of GDP) - 46.0 |54.9 61.5 64.0 ]65.0 63.3 65.8 60.7 59.7
Imports of goods and services (% of GDP) - 56.8 |57.9 65.3 66.7 67.3 65.3 |63.1 56.9 57.3
Gross domestic savings (% of GDP) - 18.3 [20.9 24.2 24.9 23.8 24.2 26.0 25.2 25.3
Gross capital formation (% of GDP) - 29.1 |24.0 28.0 276 |26.0 26.1 23.3 214  |22.9
Food exports (% of merchandise exports) 98.1 185.6 [49.0 27.4 25.9 23.8 17.8 24.4 26.1 24.8
Food imports (% of merchandise imports) 36.4 (28.1 [19.0 14.6 15.8 13.8 14.3 15.8 19.0 17.5
Agricultural raw materials exports (% of merchandisef[0.1 0.2 0.3 0.6 0.5 0.5 0.5 0.5 0.5 0.4
exports)

Agricultural raw materials imports (% of merchandise[1.3 21 35 2.7 3.1 2.2 24 2.4 21 2.0
imports)

Ores and metals exports (% of merchandise exports) 0.0 0.0 0.1 0.2 0.4 0.4 0.2 0.2 0.2 0.3
Ores and metals imports (% of merchandise imports) 1.1 |10 [o.9 1.0 12 1.2 1.1 1.1 1.2 0.9
Fuel exports (% of merchandise exports) - 0.0 0.3 0.4 0.1 0.0 0.0 0.0 0.0 0.1
Fuel imports (% of merchandise imports) 7.1 9.1 12.3 8.0 6.4 7.1 11.8 11.2 10.4 11.0
Manufactures exports (% of merchandise exports) 1.8 142 47.2 710 [72.6 |74.7 80.8 74.2 72.6 73.6
Manufactures imports (% of merchandise imports) 54.1 |59.7 |62.9 73.6 73.5 75.8 70.4 169.4 67.3 68.6
Aid per capita (current US$) 6.4 259 |51.8 [30.6 (359 355 [17.2 181 [19.8 |-124
Total debt service (% of exports of goods and services) |- 4.6 16.8 9.2 9.2 7.1 18.2 6.9 8.3 7.2
Total reserves in months of imports - 1.7 2.2 3.9 2.5 3.1 4.0 3.8 5.2 6.0

Source: World Bank (2005), World Development Indicators: 2005
2.1.2 Industry

The island nation of Mauritius has shifted in a short period from a monoculture economy of
sugarcane to a nation based on manufacturing and services, which allows the highest per capita
GDP in the region at $12,000 on purchasing power parity.

Viewing the industrial structure in 2003 (as a ratio of GDP), agriculture and fishing declined to
6.1%. The secondary industries represent 30.6% with manufacturing accounting for a noticeably
high percentage of 22.0%. The service industry, which is tending toward an expansion, has
reached 63.3%.

The agriculture sector specializes in the production of sugarcane, which occupies 90% of
cultivated acreage. Other than sugarcane, the mainstream commercial crops include tea, tobacco
and flowers, and the nation is dependent on imports for basic foodstuffs with the exception of
some meats and grains. In regard to fishing, while being surrounded by ocean, annual catches
are small amounting to around 10 thousand tons, so there is room for promotion measures
including a processing industry.

The backbone of the secondary industries is the manufacturing sector, which is primarily settled
in Export Processing Zones (EPZ, where 500 companies have operations) established in the
1970s. Of these, clothing and textile materials account for the majority of total exports, making
the nation a global production center. In addition to local capital, there are number of production
sites owned and operated by foreign investors from East Asian countries such as Hong Kong,
China and Taiwan as well as Europe. In recent years, there have been increases in FDI seeking
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to increase exports to the United States through utilization of the AGOA framework. Other
kinds of industry have continued to lose their market shares, but the sugar refining industry for
local raw materials has been added as a second-tier industry. With the textile sector facing the
abolition of the Multilateral Fiber Agreement at the end of 2004 and sugar sector suffered from
the reduction of import price by EU, export industry relying on specific items are at a turning
point.

In the service sector, tourism and financial service are the mainstays. Mild climate through a
year, coastal line surrounded by Indian Ocean and highly developed infrastructure has doubled
the number of tourists since 1990 (680 thousand in 2002), and tourism revenue has risen to $610
million. On the other hand, inflows of capital from India and other nations which have focused
their attention on the nation's low tax rate and treaty for prevention of double taxation, the
reliability of the nation's domestic financial institutions, and its time difference with major
international markets have worked to turn the country into an offshore banking center since the
1990s.

2.1.3 Trade and Investment
(1) Trade

The trade balance of Mauritius has been slight deficit or surplus, however, merchandise account
is constantly on deficit. The most important import items are textile yarn and fabrics used in the
production of apparels and clothing accessories in the EPZ sector. Fuel, lubricants and related
products as well as food and live animals constitute other major import items. Mauritius imports
mostly from France, South Africa, India, China and Germany..

On the export side, sugar, which is the traditional commodity, represented around 15 % of total
exports, while clothing contributed more than 40 %. Mauritius’s major export partners are
France, the United Kingdom and the United States of America; the three countries importing
around 80 percent of Mauritian exports.

The services account generally contributes positively to the overall balance of payments mostly
due to the significant gross earnings from the tourism industry.

Mauritian government is making effort to broaden export outlets, especially in Africa. Mauritius
signed an agreement in 2000 in SADC to liberalize 85 % of trade with it by 2008. It also
belongs to the nine-member COMESA free trade area.

Table 2.1: Trade tendency and main partners

US$ million
1998 1999 2000 2001 2002
Export 2,653 2,716 2,801 2,978 2,749
Import 2,767 2,808 2,888 2,854 2,577
Main trading partners
Export United Kingdom | 563.13 508.15 431.71 477.30 462.07
France 332.08 313.73 326.96 308.76 425.71
United States 284.89 279.15 301.12 302.37 274.00
Import South Africa 229.00 244.76 310.85 275.73 299.24
France 244.17 333.67 201.75 188.47 407.99
India 202.49 187.20 183.65 159.86 173.49

Source World Bank, World Development Indicators; IMF, Direction of Trade Statistics
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(2) Foreign Direct Investment

According to the World Investment Report 2004, inflows of FDI increased from US$12 million
in 1998 to US$277 million in 2000, then declined to US$70 million in 2003. The sharp
increase in 2000 was mainly due to the partial sale of Mauritius Telecom to France Telecom for

US$261 mil

Looking at investment by country, France and South Africa are the prominent investors

lion.
Table 2.2: FDI Inflow
US$ million
1998 1999 2000 2001 2002 2003
12.2 49.4 276.8 32.1 32.7 70.1

Source: UNCTAD, FDI On-line.

throughout the 1990’s and the beginning of the 21the century.

Table 2.3: Foreign Direct Investment in Mauritius by Country of Origin (Rs million)

1990 | 1995 | 1998 | 1999 | 2000 | 2001 | 2002

China 17 0 0 0 0 0 18
Dubai 0 0 32 156 11 0 5
France 75 17 48 25 7214 | 25 225
Germany 27 80 0 0 0 0 4
Hong Kong 65 10 0 0 0 0 9
India 78 157 55 1 0 0 2
Luxemburg 0 0 69 0 0 0 0
Malaysia 10 11 0 25 0 0 30
Pakistan 0 0 17 15 0 0 0
Panama 15 0 0 0 0 0 0
Reunion Island | 55 0 0 0 30 0 0
Singapore 18 0 0 0 0 0 13
South Africa 2 0 0 574 1 600 325
Switzerland 45 12 3 5 5 274 0
Taiwan 91 0 0 0 0 0 0
UK 7 20 50 405 0 0 150
USA 1 0 0 0 3 3 29
Other 114 0 14 10 1 34 19
Total 620 307 288 1,216 | 7,265 | 936 829

Source: UNCTAD; Central Bank of Mauritius

Table 2.4: Foreign Direct Investment in Mauritius by Sector: 1990-2004

1090 | 1995 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
EPZ 270 | 245 |27 | 300 |8 3 a1 |27 | 246
Tourism 152 70 75 27 10 0 100 103 121
Banking | 0 0 117 | 215 |0 500 | 315 | 1,301 | 310
Telecom- ) 0 0 0 7,204 | 0 0 0 35

munication

Other 187 |10 |75 |701 |43 |335 |522 |485 | 1,079
Total 609 | 325 | 294 | 12437265838 |978 |1.916 1,791

Source: UNCTAD;

Central Bank of Mauritius

19




Table 2.5: The largest foreign affiliates TNCs, 2002

Home

Sales

Company Economy Industry (US$ million) Employment
SBI International India Finance 157 13
Banque I_\Iatlonale De Paris Erance Finance 155
Intercontinentale
Kuoni Asian Investments Switzerland Finance
Zurich Financial Switzerland Insurance
Union Textiles Hong Kong Textiles 17 440
New Island Clothing Britain Textiles 8 700
International Fashion Hong Kong Textiles 5
Henkel Chemicals Germany Chemicals 2 6
Blue Track France Textiles 1
Hy Q International Australia Electrlcql . and | 1
electronic equipment
Mon Tressor & Mon Desert | Britain Agriculture 5,400
Medical Trading Company Britain Chemicals
Indian Ocean Tuna Britain Textiles 1,100
Bowman International | o i Computer and related | ,,, 200
Sports activities
Courts Britain Trade 42
Singapore Airlines Singapore Transport 3
Sterling Products 20
International SARL Us Trade
Sherwood International us Othgr business
services
Parmalat Africa Italy Othgr business
services
N.H. Mauritius Italy Othe_r business
services
Multek Technologies Singapore COT“P‘.“er and related
activities
Agilent Technologies Other business
L us -
Mauritius services
Merville Beach Hotel Britain Othgr business
services
Mon Tresor (Holiday & Britai Other business
. ritain :
Leisure) services
. . Other business
Merville Britain services
Mon Tresor Agricultural o Other business
. o . Britain .
Diversification services
Tourism Development Co Britain Othgr business
services
AJ Maurel Construction Other business
France ;
Ltee services
Source: UNCTAD
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2.2. Policy Issues Promoting FDI
2.2.1 Industrial Policies and Development Plans

The government is shrewdly shifting its priorities from sugarcane crop to sugar refining, textiles,
finance and tourism for industrial development in response to external needs. The policymaking
process for this shift is taking the form of a dialogue and accord among industry, government
and labor. The government has focused its attention on IT related-industry as a future core
industry, and is promoting call-centers, system design and other services as priority sub sectors
by developing the necessary infrastructure (e.g. Cybercity) and fostering human resources. At
the same time, reinforcement of Free Port is now on place so as to be a regional distribution hub,
which makes a bridge between South East Africa and Asian region. Among the foreign firms,
some are interested in further cost cutting through the amelioration of effectiveness and
additional incentives in near future.

2.2.2 FDI Promoting Policies

According to the Mauritius Board of Investment (BOI), Mauritius covets a position as a prime
investment location for businesses looking to compete successfully and flourish in the global
economy. Government policies have been designed to create a climate favourable to attracting
FDI in all sectors of the economy, especially in manufacturing, the hospitality industry, ICT and
financial services. Owing to its long-established democratic tradition and its free-market
economy, the island is recognized internationally as a safe investment location.

The legal authority for the screening of proposed FDI appears to rest in the Non-citizens
(Property Restriction) Act of 1975. Foreign investment in “immovable property” or in a
company owning immovable property requires approval. This extends to the lease of property
for more than six months in any year. The only significant exception to this requirement is for
the acquisition of shares in a listed Mauritius company or unit trust - both of which are intended
to be more relevant to portfolio than direct foreign investment.

The 1975 Act does not set out the criteria under which applications for approval are judged. It
does not indicate priority or reserved sectors or give guidance on what conditions may be placed
on approved investments. It is not a usual kind of FDI law in this respect. Moreover, there is no
guidance given to prospective investors by any comprehensive Government policy statement on
the entry regime for FDI. It is understood that part of the rationale for screening all FDI is to
guard against the entry of drug running and money laundering activities.

In practice FDI is welcomed and encouraged in selected sectors and discreetly not encouraged
in many others. The areas open to FDI broadly include:

Manufacturing, especially with an export orientation;

Hotel development and management (but not tourist services);

Financial and business services, including offshore and Freeport centre activities;
Regional headquarters.

Particular priority is attached currently to the development of Mauritius as a regional financial
and business services hub, which includes the Regional Headquarters Scheme to promote the
country as a prime base for regional headquarters. The Government sees this set of activities as
potentially forming a fourth “ pillar” of the economy to add to sugar, textiles and tourism. The
Government does not encourage new FDI in traditional agriculture or in a wide range of
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services including wholesale and retail trade, engineering, and construction. The presumption is
that FDI is not welcome. Nevertheless, these activities are not legally prohibited for FDI. A
determined foreign investor can apply for authorization to invest and await the outcome.
Although the criteria used to judge an application remains unpublished, there is some basis for
believing the Government will look more favourably on larger investments.

In achieving diversification of the economy, the ICT sector has been expanded with the
construction of a ‘Cyber City’, which is located in Ebene outside the capital city of Port Louis.
Government expects to attract big companies to make use of the availability of prospects in the
ICT sector, with Hewlett-Packard already signed up as a partner in the ‘Cyber City’ project.
Other companies that have shown an interest in using Mauritius as their regional headquarters
include IBM and Microsoft. The government plans to attract more foreign investment by
offering tax incentives and supplying affordable power.

The ‘Cyber City’ project would also serve to strengthen co-operation between India, Mauritius
and Africa. The Indian government has already extended a credit of US$100 million and
technical support for this project, with most of the construction workers brought over from India.
The ‘Cyber City’, which will include a business zone, a hotel, a multi-media complex, as well
as residential and recreational facilities, is scheduled for completion in 2005. It will provide a
world-class telecommunications network, by means of satellite and an underwater fibre optic
cable to provide high-speed connectivity

(1) Investment Promotion Act 2004

Investment Promotion (Miscellaneous Provisions) Act 2004, which was recently introduced
with a view to streamlining the procedures for the issuance of permits, licences and clearances
for all investment projects, the role of the Board of Investment (BOI) as a “one-stop shop” has
been further reinforced. Moreover, Clause 5 of the Act establishes clearly defined guidelines
for the processing and granting of permits, licences and clearances by public agencies and it
highlights the role of the BOI as the “facilitator” in the implementation of all investment
projects, including those that require, or have, an Investment Certificate issued by the BOI.

The Act is regarded as a paradigm shift from bureaucratic red-tape to a transparent framework
based on non-discretionary criteria as well as clearly defined processing time for the handling of
all investment application dossiers. By this Act, government has sent a clear signal regarding

its determination to improve the investment climate on the island with a view to giving a boost
to private investment in Mauritius.

2.3. Incentives and Impediments for/to FDI
2.3.1 FDI Promoting Regimes
(1) Investment Promotion Agencies

1) The Board of Investment (BOI)

The BOI was established in March 2001 under the Investment Promotion Act 2000 to
streamline the legal framework and to make better provisions for the promotion and facilitation
of investments in Mauritius. The BOI is the first contact point for investing in Mauritius.
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Operating under the aegis of the Ministry of Finance, the BOI is responsible for promoting and
facilitating investment in Mauritius.

BOI is a non-profit organisation and its services are free of charge.
The services of BOI include:

e Provision of information to potential investors;

e Receipt, appraisal, approval of investment projects as well as issue of Investment
Certificates after the approval of projects;

o Assistance with identifying potential local partners for joint ventures;

o Assistance with identifying and selecting sites, factory buildings and office space;

e Organisation of visits and meetings with public agencies and economic operators on the
island;

e Provision of market intelligence and information on costs of doing business on the island
as well as on market opportunities; and

e Assistance with obtaining work and resident permits and all required licenses and
clearances from relevant authorities.

(2) Export Processing Zones (EPZ)

Contrary to the practice in many other countries, the Export Processing Zone in Mauritius is not
limited to a specific geographical area. Firms eligible for EPZ certificates can operate
anywhere on the island. A number of the large textile factories in the Mauritius EPZ have
either expanded or relocated their low-skill, highly labour-intensive operations to Madagascar,
mainly to take advantage of the abundant and cheap labour (about a third of Mauritian labour
costs). Consequently, textile operations in large factories in Mauritius have, through the past
15 years, gradually been automated, focusing on the high-end of the market. The
capital-to-labour ratio in the EPZ has doubled between 1985 and 1998. The EPZ contributes
significantly to the manufacturing sector, although its share has been declining since 1999.
According to the Mauritius Chamber of Commerce Economic Review 2004, it accounted for
43.8% of the manufacturing sector in 2004 compared to 46,6% in the previous year.

(3) Free Trade Zones / Free Ports

The Mauritius government set up the Mauritius free port or free trade zone in 1992 to promote
the country as a regional warehousing, distribution and marketing centre for Eastern and
Southern Africa and the Indian Ocean rim. Through its membership of the Common Market
for Eastern and Southern Africa (COMESA), the Southern African Development Community
(SADC), and the Indian Ocean Commission (I0C), Mauritius offers preferential access to a
market of 350 million consumers. The free port comprises of two free trade zones, one at the
seaport and the other at the airport.

The free port facilities for warehousing, breaking bulk, and re-export enable businesses to ship
containerised goods to Mauritius, warehouse them in secure low-cost facilities, then break bulk
and re-export them in an efficient and timely manner to African and Indian Ocean rim
destinations. Goods, such as computers and accessories, audio & videotapes, bikes, etc., can
also be assembled in the Free port for export to the African and Indian Ocean markets.

As of May 2001, 813 companies were registered to operate in the free port, with 203 operational
in such activities as re-export, transhipment, minor processing, and assembly. In the year 2000,
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the free port imported US$160 million and re-exported US$182 million worth of goods. Main
products re-exported include frozen fish (41%), textile products and accessories (18%), vehicle
parts (8%), machinery and electronic equipment (6%), chemical and pharmaceutical products
(3%), and foodstuff (3%).

Companies in the Mauritius free port receive exemption from company tax and tax on dividends,
preferential rates for warehousing, reduced port handling charges, and exemption from import
duty and value added tax on finished goods, machinery, equipment and materials. Free port
operations may be 100% foreign-owned and use offshore banking facilities.

Following the enactment of the Free Port Act 2004, a free port unit was created within the BOI
to oversee the development of the free port sector and to cater for the specific needs of free port
developers and operators and of other free port stakeholders. On 4 January 2005, the former
MFA officially integrated with the BOI.

Free port companies can now benefit from all mechanisms in place at the BOI for new projects.
These mechanisms include the single contact through the one-stop shop, the declared-project
framework (approval within 24 hours), and eligibility for a consolidated package of incentives
including the Permanent Residence Scheme and the Regional Headquarters Scheme.

(4) Incentives for FDI

In February 2005, according to the BOI, the number of incentive schemes managed by the BOI
to develop new sectors and activities for the sustained growth of the Mauritian economy has
increased over the years. At present there are 21 such schemes. In the 2004/2005 budget
speech, it was stated that existing schemes should be rationalised. The BOI has consequently
come up with a paper outlining a series of recommendations regarding the re-engineering and
consolidation of these schemes so that they may be simpler to administer while at the same time
reflecting policy priorities and meeting investors’ needs. The Board of the BOI has taken note
of the paper and has referred it to the Joint Economic Council (JEC) and the Mauritius Chamber
of Commerce and Industry (MCCI) for their views and input. The recommendations have also
been submitted to the Ministry of Finance and they are currently being studied by a committee
presided by the Director - Fiscal Policies.

Incentives are available in the EPZ, the free port, and offshore business. The most recently
introduced incentive schemes are Permanent Residence Scheme and the Regional Headquarters
Scheme. In early 2000, government introduced the Regional Headquarters Scheme and the
Permanent Residence Scheme in order to attract new FDI. The Regional Headquarters Scheme
is aimed at companies wishing to provide headquarters services to related corporations in
countries of the region.

(5) Tax Exemptions and Reductions

The income tax regime provides for a conventional range of deductions and unlimited loss carry
forward. Capital allowances are moderately favourable and a 25% investment allowance is
available in the first year for new industrial premises, plant and machinery and for computer
software. Employee welfare deductions, such as pension fund contributions, seem especially
favourable. The corporate tax rate is 35% but many businesses qualify for reduced rates of
corporate tax in the zero to 25% range. Payments of dividends to both residents and
non-residents are tax-exempt. Interest and royalties paid to non-residents are taxable.
Typical treaty rates are zero to 15% for interest and royalties.
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EPZ incentives include 15% corporate tax (as against a 25% normal tax rate), no tax on
dividends, free repatriation of capital, profits, and dividends, and relief from customs duty and
value added tax on raw materials, machinery and spare parts. In July 2000, the 15% corporate
tax facility was extended to Internet service providers, network service providers, ITC training
schools, and other providers of services such as multimedia development and hosting of web
sites.

In the offshore sector, the main incentives include exemption from withholding tax on interest,
royalties and dividends; no capital gains tax; exemption from customs duty, excise duty and
VAT on essential imported office equipment and furniture. From 1 July 2003, both offshore
and onshore companies were taxed at 15%.

1) Tariffs and Customs

Mauritius operates a relatively streamlined trade regime, although peculiarities remain. The
most significant is a two-tiered system whereby imports from certain countries are given
preferential duties. Countries on the preferred list include the United States, members of the
EU and India.

Over the years, the government has undertaken a number of customs tariff reform measures to
rationalise the tariff structure. One such major reform carried out in 1994 was the combination
of three separate import levies into one single tariff and the reduction of tariff rates from 60 to 9.
Combined duties on most imports vary between 0 and 80% for countries on the preferred list.
Imports of goods with duty at 55% from countries currently under general tariff (i.e.,
non-preferential tariff) are subject to an additional duty of 10%. A Value Added Tax (VAT) of
12% is payable by importers on the Cost, Insurance, and Freight (CIF) value of their imports.
Vehicles, petroleum, alcoholic drinks, and cigarettes are subject to excise duties in addition to
the basic import duties, ranging from zero to 360%. In the context of the government's on
going tariff reform program, in July 2000, significant reductions in import tariffs went into
effect that eliminated the customs duty on about 1 500 raw materials and intermediates, while
reducing it on another 300 items. In June 2001, a range of other products, including various
industrial inputs as well as specialised spare parts for production equipment, were exempted
from customs duty. Customs duties have also been reduced on several items, including infant
feeding bottles, infant car seats and carriages, electric bicycles, magnetic tapes, rubberised
textile fabrics, motor vehicle batteries and packing materials for industrial use.

As a matter of policy, all rates of duty on essential items such as foodstuffs, etc. are either
zero-rated or low-rated. Similarly raw materials and machinery destined to the Export
Processing Zones (EPZ) are free of customs duty. However, luxury goods carry high rates of
duty. In this way, import duties, as applied in Mauritius, have a progressive character. No
export duty, whatsoever, is applicable on goods manufactured locally as well as on agricultural
produce, exported from Mauritius.

(6) Impediments to Attract FDI

Business regulations are generally transparent but sometimes cumbersome. Complaints from
the business community relate more to bureaucratic delays rather than transparency shortfalls.
In terms of labour, according to UNCTAD, there can still be prolonged delays and embarrassing
incidents in the issue of permits and some private sector investors are of the firm view that the
system is sub-standard.
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2.3.2 Infrastructure
(1) Basics of Domestic Infrastructures

Although Mauritius has much better infrastructure and regulatory apparatus than other African
countries, it faces major structural problems linked to erosion of its traditional comparative
advantages. The government is trying to ensure a secure supply of energy and draft a national
policy, but Mauritius has no oil and does not produce or consume natural gas and coal. At the
same time, the transport sector in the country faces a number of challenges. Some of these are
acute urban traffic congestion due to rapid growth in private automobile, poorly organised
transit and para-transit services, poorly implemented traffic management measures including
weak vehicular parking regulation, and inadequate major roads and road maintenance. Traffic
congestion is a matter of growing concern particularly in Port Louis. Commutes to work are
often constrained by excessive delays in the city. The cost of congestion is high and the
government is planning to divert traffic from the city centre through effective traffic
management measures, public transport system such as light rail transit, and the construction of
bypasses.

The road network is 1,910km long and provides easy access to all parts of the country. There are
a total of 2,000km of highways, of which 1,960 are paved and 40km are unpaved. A highway
links the Sir Seewoosagur Ramgoolam (SSR) International Airport to the north of the country.
The construction of new roads and upgrading of existing ones have been ongoing to cope with
demands made by the expanding economy. Port Louis harbour consists of five deep-water quays,
two fishing quays and three litterage quays. It includes a container terminal and terminals for the
handling of bulk sugar, oil, wheat and cement. The SSR International Airport situated at
Plaisance in the south east of the island has recently been modernised. Mauritius has regular air
connections with most European, Asian and African cities. Founded in 1967, Air Mauritius is
the national flag carrier. The airline serves 29 destinations across four continents and has more
than 80 departures per week from Mauritius.

Heavy investment in infrastructure has guaranteed a reliable and regular supply of electricity
and water in Mauritius. The whole country is serviced with electricity. However, the island has
recently experienced power blackouts, so the national electricity supplier, the Central Electricity
Board (CEB) is cooperating with Electricite de France (EDF) on various technical issues.
Electricity consumption was 1,707 billion kwWh in 2002, while electricity production was 1,836
billion kwh during the same period. Adequate storage facilities have been ensuring a regular
supply of petroleum. CEB is preparing for restructuring and eventual privatisation of production
and supply. The Development Bank of Mauritius has a loan scheme with an interest rate of 6%
to encourage the use of solar water heaters, and a new thermal power plant, expected to generate
30 megawatts for the CEB from October 2005, is being constructed at Saint Aubin. 52% of all
the water distributed for consumption is sourced from underground waterbeds, while the
remaining 48% consists of surface water collected in reservoirs. The government has, among
others, embarked on a programme to upgrade water distribution networks and for the
maintenance and rehabilitation of dams and feeder canals.

Reforms to liberalise the telecommunications industry have been undertaken, and were
accelerated by government's early termination of the exclusivity of the incumbent operator,
Mauritius Telecom, as from 1 January 2003. A new licensing framework was introduced in July
2003 to provide full and open competition in the sector. As such, new operators have entered the
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local telecommunications industry offering value added services in the field of International
Telephony, Internet Service Provider and Voice over IP. Mauritius has been connected to the
new South Africa Far East (SAFE) undersea fibre optic cable, which links the island to
Malaysia, South Africa and then onwards to West Africa and Europe. From the present 10
megabits per second, the SAFE cable will provide Mauritius with bandwidth of 10-40 gigabits.
The islands' telephone network is fully digitalised with computer controlled electronic
exchanges. The system provides International Direct Dialling facilities to all subscribers and
automatic telex and facsimile links to most parts of the world. A Packet Switched Data Service
for high-speed transfer of data and a cellular telephone system are also available, as are courier
services to other countries.

(2) Regional Programme

As mentioned previously, Mauritius has been connected to the new South Africa Far East
(SAFE) undersea fibre optic cable, which links the island to Malaysia, South Africa and then
onwards to West Africa and Europe.

(3) Trend in Privatisation and Some Observations on Current PPPs

The privatisation and reform of loss-making parastatals will remain contentious, particularly if
there are associated job losses, but fiscal considerations will force more decisive action after the
elections in September, or in 2006. In order to make parastatals attractive to private sector
investors, it will first be necessary to raise state-administered prices and probably to cut jobs as
well, both of which are highly sensitive politically. As a result, the speed at which privatisation
will be tackled will depend on the strength of the newly elected government’s mandate. the
UNCTAD (2001) points out that Mauritius has not offered a profile of opportunities for
large-scale FDI due to its late start in privatizing major utilities. It is argued that this has also
been a strategic misstep with wider implications. But current legislation allows private
companies to pursue infrastructure projects on a build-operate-and-transfer basis, thus opening
the possibility of direct private investment in energy and other public services.

2.3.3 Currency and Monetary Systems
(1) General Conditions

In October 2004, the Central Bank, Bank of Mauritius (BoM), raised the benchmark Lombard
rate to 9.75% in order to control the inflation due to the hike of petroleum price. Generally it
is not at an alarming level thanks to stabilization of the exchange rate. BoM is consolidating its
status independent of the Government and it is expected that BoM promotes its function to
control the inflation. In addition to petroleum, major factors of inflation are: food prices that
have a 30% share in price index basket and cost of logistics. The inflation rate is likely to be
4.2%. in 2004, 4.7% in 2005 and 4.5% p.a. in 2006 in anticipation of drop of petroleum price®.

Mauritian rupee is appreciated against US dollar. BoM has, however, taken steps to devaluate
its own currency in order to be competitive in the US market that is main export outlet of
Mauritian textile products. The exchange rate will be devaluated from MR 28.2/US$ at the end
of 2004 to MS28.34/ US$ in 2005 and MR 28.37/US$ in 2006°.

At the end of 2004, foreign exchange reserves increased to US$1,606 million from US$1,599

‘5‘ Predictions quoted from EIU Report, February 2005.
Ibid.
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million at the end of 2003, according to the EIU and IMF.
(2) Financial Sector

The financial sector which includes banks, insurers, securities houses, offshore banking houses
and other financial intermediaries has a 14% share in GDP at present.  According to UNCTAD,
the financial services sector is one of the pillars of the Mauritian economy. The banks which
have a 6% share in GDP are the most important industry in the financial sector.

Mauritius has a relatively sophisticated banking sector with 10 commercial banks(seven
foreign-owned) and about 10 financial intermediaries, including the Development Bank of
Mauritius, the State Investment Corporation, the Mauritius Venture Capita Fund, and 9 leasing
companies. As of march 2001, commercial banks held assets worth more than US$4 billion. In
addition, there are 11 offshore banks, which are branches or subsidiaries of major international
banks, with a total asset base of US$3.8 billion.

At present India is the dominant market in the sector. Investors use the Mauritius global
business jurisdiction to benefit from the advantages of the favourable treaty between Mauritius
and India, particularly with respect to capital gains. Most offshore funds in Mauritius are
structured to invest in Indian securities and shares, as well as in major technology, power and
communication projects.

(3) Stock Exchange Market

Both All-share index and Semdex are considerably improved in 2004 in Mauritian Stock
Exchange which was founded in 1989 thanks to the strong banking sector, the favourable world
economy, well-managed domestic economy, the relatively low level of interest rate, etc. Banks
and insurers have a 34% share in the market capitalization as of the end of 2004, followed by
leisure and hotel industries (14%), investment finance (11%), sugar (10%), manufacturing
industries (5%) and transportation (4%). The number of listed companies was 40, their market
capitalization amounted to US$1.3 billion as of June 2001. The weakness of the stock market
consists mainly in low liquidity. Listed companies generally float only 15 through 25 % of
their stocks issued in the stock market.

(4) Foreign Exchange Regulations

Until July 1998, the approval of the exchange control was required for current and capital
account transactions. A gradual liberalization of the exchange control started as from that day
and in July 1994, all provisions under Exchange Control Act have been suspended. Mauritius
also adopted Article 8 status of the IMF articles of Agreement. Both the current and capital
accounts are fully convertible. Local banks sometimes experience foreign exchange shortages
(due to seasonal export receipts), which can delay such transfers.

2.3.4 Labour and Management

FDI has provided managerial skills and training of local personnel, particularly in the services
sector. In hotel management, international hotel chains have introduced modern reservation
systems and marketing know-how. In banking, foreign banks have helped bridge the gap in
professional management personnel through training schemes. Local banks have been able to
enter new areas and manage new products. On the contrary to service sector, the manufacturing
and the construction sectors are the main areas where foreign labor is required to fulfill demand
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for skilled labor. Although Mauritius has attained a high literacy rate, the quality of its labor
force falls short of what is needed. As Mauritius has a high primary and secondary school
enrolment rate, comparable to the dynamic Asian economies, there will be a hope to realize a
further skill up of labor market in total through the additional OJT opportunity offered by
foreign firms. In reality, tertiary enrolment rate is still in low level and past curriculum in public
education have underemphasized technical and vocational subjects. The education system has
largely failed to evolve. The result is increasing skills mismatch on the labor market, with high
risk of unemployment even for those coming out of the secondary school and tertiary education
system. The unemployment rate has picked up over the last decade from a low 2.7% in 1992 to
9.7% in 2002 and.10.2% in 2003.

Foreign investors are required to invest a minimum of US$500,000 to be eligible for permanent
resident status. Non-citizen personnel are required to have a work permit and a residence permit.
There is no minimum or maximum number of such positions per investor. For key positions, each
employee receives initial work and residence permit for one year and subsequently for next
three-year periods. For other positions, the issuance of work and residence permits to non-citizens
is granted if a person meets one of two criteria—introducing expertise to Mauritius or providing
labor force unavailable in the country. Foreign skilled workers are normally granted work
permits for a maximum period of four years. They may take up employment for another term of
four years provided they have spent one year abroad at the expiry of their first term of
employment. Expatriates employed at managerial or supervisory or technical level may be
allowed to work for a period of five years or more. For certain grades, employers may be required,
within 3 months of the date of issue of a work permit, to appoint a suitable Mauritian counterpart
to be trained by the expatriate during his posting in Mauritius. In the recent past, there have been
delays in the grant of permits, but a fast track procedure has now been introduced, which has sped
up the process.

An employer based in Mauritius should apply for a work permit in respect of an expatriate who
will be employed to do a specific job for the employer on a full-time basis. The work permit is
non-transferable. An overseas company cannot make an application for a work permit unless it is
incorporated in Mauritius as a foreign company, under the Company Laws of Mauritius.
Recruitment agencies are not authorized to apply for work permits on behalf of a company.

For employment of entire groups of foreign skilled workers, the employer should provide, free
of charge, decent accommodation (comprising water, electricity and gas) in line with the
sanitary and fire-safety requirements. The employer has to pay a processing fee of Rs 500 for
each expatriate on submission of an application for a work permit, as well as work permit fees
etc. on approval.

The Mauritian Labor Law is intended to be ‘employer-friendly’ so as to help attract FDI.
Minimum wages are set for a vast range of unskilled, skilled and even professional occupations.
Recent estimates suggest actual wages in many key industries are typically at least twice as high
as the minimum wage. The government has mandated that the minimum wage rise each year
based on the inflation rate. The standard legal work time in the industrial sector was 45 hour per
week.

Business executives view existing labor laws as onerous and inefficient. For example,
employers do not have the flexibility to lay off workers without following cumbersome
procedures. Laid-off workers receive generous severance pay. Workers in most manufacturing
enterprises work on a piece rate basis and work for a minimum of 45 hours per week. Labor
laws that cover the EPZ allow for 10 hours of compulsory overtime a week and compulsory
work on public holidays, although at a higher hourly wage should be paid..
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Labour - management relations are generally good. Unions, which account for less than 25% of
the workforce, act responsibly and rarely disrupt business. There has not been a major strike
since 1979. The government seeks to preempt strikes.

The constitution explicitly protects the right of workers to associate in trade unions, and there
was an active trade union movement. Approximately 350 unions represent 115,000 workers.
Many unions are small, having less than 1,000 members, and 10 major labor federations served
as umbrella organizations for these smaller unions.

The law protects the right of employees to bargain collectively with their employers, and the
law provides for the right to strike. In the past, some strikes took in place. However, the
Industrial Relations Act (IRA) requires a 21-day cooling-off period, followed by binding
arbitration; in practice, this had the effect of making most strikes illegal.

National labor laws covered EPZ workers; however, only 10% of EPZ workers were unionised.
There are some EPZ specific labour laws, including the provision for 10 hours per week of
mandatory paid overtime at a higher wage than for ordinary working hours. The social, political,
and economic stability of Mauritius has, in part, been achieved through effective control of the
labors - management relations.

The problem of HIV/AIDS has not reached the epidemic proportion that it has attained in some
other southern African countries. The prevalence rate is less than 0.1%. However, the rising
incidence in recent years has been alarming. The number of reported new patients was doubled,
comparing to that in 2000. To nip the problem in the bud, the Government has designed the
National Strategic HIVV/AIDS Plan (2001-2005) to combat the pandemic.
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3. DR CONGO
3.1. Trends of Macro Economy, Industry, Trade and Industry
3.1.1. Macro Economy

Although the government committed itself to policy reform, reconstruction and economic
recovery, the economic scene is still dominated by the informal market and rampant corruption.
According to the US Department of Commerce, the institutionalized corruption of the Mobutu
regime evolved a dual economy. Individuals and businesses in the ‘formal’ sector-both private
and state-owned-operated with high costs under extensive and unpredictably enforced laws, kept
double books, and frequently colluded with corrupt officials to secure commercial advantage or
simply to remain in business. In the ‘second’ (‘informal’ or ‘parallel’) economy, operators
sought to evade taxes and regulation altogether.

The government estimates real GDP growth at 6.6% in 2004, below the EIU’s last estimate of
7.5% but still the country's best growth rate since the early 1970s. Mining contributed almost
half of real GDP growth in the year, with the recorded value of mining production up by 24% in
real terms on 2003, owing to a significant increase in diamond output and a rise too in base
metal production. Officially recorded diamond production was 10.6% higher in 2004 than in
2003, and earnings were 13.2% higher in US dollar terms, totaling US$727.5m. Average
monthly production in 2004 was 1.8m carats, which was exceeded during the final quarter of the
year, when average artisanal output alone was around 2.4m carats a month. Among the 15
licensed diamond dealers, Congo Diam, Ashley, Millennium, Primogen and Margaux accounted
for over 80% of export earnings from the artisanal sector. Production by the state-owned
diamond company, Miniéres de Bakwanga (MIBA), was 16% higher in 2004 than in 2003, but
earnings were only 3.9% higher, because the average value of its diamonds fell during the year
from US$15.1/carat in 2003 to US$13.5/carat in 2004. The other main growth areas were
construction, which saw a 21.1% real increase in recorded value on 2003, and transport, which
recorded a 13.2% real year-on-year increase in output value.

Despite continuing problems surrounding their implementation, new mining and investment
codes are already contributing to the resumption of investment in mining, which will begin to
have a marked impact on private-sector output. In the short term, the growth of services will be
the main source of economic expansion, as the sector has the greatest capacity for a rapid supply
response, but much of this will remain, as now, unrecorded and not reflected in official statistics.
The inflow of donor funds, together with policy reforms and the opportunities for post-conflict
catch-up growth, will lay the foundations for a robust recovery. The World Bank, the IMF, the
African Development Bank (AfDB) and major donors are encouraging the international
community to move ahead with their support to DRC. The Bank organized a series of donor
meetings to discuss further steps, including two Consultative Group meetings, one in December
2002 and the other in December 2003. Two follow-up donor meetings took place in Kinshasa in
June 2004 and again in November 2004.

The EIU forecast that real GDP growth will reach 9% in 2005 (the government forecasts 7%),
slipping back to a still healthy 8% in 2006. The Congolese franc is currently depreciating much
faster than had earlier been expected and, despite higher interest rates, this will continue until
the government genuinely tightens its fiscal stance.

Export earnings will increase steadily over the forecast period. Despite widespread fraud,
diamond exports will continue to recover as the domestic, economic and regulatory
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environments improvement. Exports of other minerals, particularly copper and cobalt will rise
when new investments in ore processing start to deliver results towards the end of the forecast
period. Imports will expand strongly, owing to the import-intensiveness of growth and as donor
assistance, including capital investment, flows in. The deficit on the trade account is, therefore,
expected to widen. The deficit on the services account will widen in line with the rise in imports.
The deficit on the income account will widen as mining companies repatriate their growing
profits. The surplus on the current transfers account will widen as inflows of assistance from
foreign donors gather pace in 2005-06. As a result, current-account deficit is expected to widen
to 4.3% of GDP in 2005 and 6.7% of GDP in 2006.

The inflation rate rose strongly during the final quarter of 2004, when consumer prices rose by
2.9% quarter on quarter, giving a year-end inflation rate of 9.2% according to Banque centrale
du Congo (BCC, the central bank). Prices rose by 1.9% in January 2005, giving a projected
annual average rate of 39%. The high rate of inflation has been caused partly by external factors
such as the high international price of oil and a fall in the international price of diamonds.

The 2005 budget was presented to the National Assembly by the finance minister, André
Philippe Futa on 16 February 2005, three months later than had originally been scheduled by the
government. According to the government's figures for the outturn in 2004, spending was
substantially lower than was budgeted in the final supplementary budget (September 2004,
Economic policy). However, donors, particularly the IMF, are suspicious of the official statistics
and strongly suspect that they disguise escalating government spending. Expenditure on wages
and salaries is budgeted to increase by 32% in nominal terms on its budgeted 2004 level,
although by only 3% (again in nominal terms) on its actual 2004 level. This implies a real
reduction in salary expenditure, which will be hard for the government to sell to civil servants in
the build-up to elections.

In mid-December the World Food Programme (WFP) appealed to donors for more money.
According to the WFP, it was so short of funds that it might soon have to cut in half the rations
it was providing to the 650,000-750,000 people in urgent need of food aid.

Table 3.1: Major Macroeconomic Data

( 1960s |1970s [1980s |1990s |[1998 [1999 2000 |2001 (2002 [2003
[lPopulation (million) 181 [244 [328 [444 477 483 [486 [501 [51.6 [53.2
[lPopulation ages 0-14 (% of total) 441  [453 1467 (473 |474 1476 |476 [47.7 1478 479
[lPopulation ages 15-64 (% of total) 531 [51.9 [504 [49.9 498 [498 4907 496 [496 [495
Population ages 65 and above (% of total) 2.8 2.8 2.8 2.8 2.7 2.7 2.7 2.6 2.6 2.6
GDP (constant million 2000 US$) 5,830.0 |7,279.1 [7,754.9 |5,317.2 |[4,841.3|4,628.3 |4,304.3 |4,218.3 [4,365.9 |4,610.4
GDP growth (annual %) 3.3 0.5 0.9 -5.5 -1.6 -4.4 -7.0 -2.0 35 5.6
GDP per capita (constant 2000 US$) 3214 3015 ([237.3 |121.7 |101.5 ]95.9 88.6 84.3 84.6 86.7
Official exchange rate (LCU per US$, period||0.0 0.0 0.0 2.9 1.6 4.0 21.8 |206.6 [346.5 (405.3
average)

Inflation, consumer prices (annual %) 21.8 44.1 60.4 3,413.1(29.1  ]284.9 |513.9 |359.9 |315 |-
Money and quasi money (M2) as % of GDP 8.4 8.7 11.9 5.8 - - - - 4.2 4.8
Real interest rate (%) - - - -45.1 ||1.6 -58.6 |-57.0 |-46.7 |315 |-
[[Foreign direct investment, net inflows (% of GDP)  |[0.1 0.6 02 o1 1.0 0.2 0.5 1.7 2.1 2.8
Foreign direct investment, net inflows (% of gross||0.9 4.5 -1.7 52 548 (7.8 156 |31.1 |29.0 |204
capital formation)

Agriculture, value added (% of GDP) 19.6 19.7 29.5 49.7 465 |524 1626 |59.8 |57.9 |-
Industry, value added (% of GDP) 34.5 324 282 196  ||20.4 |18.7 [20.1 [19.9 193 |-

Manufacturing, value added (% of GDP) - 14.3 11.4 6.2 5.9 5.0 4.8 4.1 4.0 -

Services, etc., value added (% of GDP) 45.8 47.9 42.2 30.7 33.1 [28.9 |174 |20.2 |228 |-
General government final consumption expenditure|{10.9 10.5 9.3 9.5 8.1 6.0 7.5 5.0 3.8 -

(% of GDP)

Household final consumption expenditure, etc. (% of{[78.4 76.9 79.8 82.2 93.2 |849 |87.7 885 921 |-
GDP)
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Final consumption expenditure (% of GDP) 89.3 87.3 89.1 91.7 101.3 [90.9 [95.2 [93.4 [95.9 |-
Gross capital formation (% of GDP) 12.4 15.9 11.6 7.0 1.8 3.1 3.5 5.4 7.3 13.7
Exports of goods and services (% of GDP) 19.9 12.7 22.7 22.4 29.8 [235 [224 |18.9 18.9 |-
Imports of goods and services (% of GDP) 21.5 15.9 23.5 21.1 329 |17.6 |21.0 |178 221 |-
Gross domestic savings (% of GDP) 10.7 12.7 10.9 8.3 -1.3 9.1 4.8 6.6 4.1 -
Gross capital formation (% of GDP) 12.4 15.9 11.6 7.0 1.8 3.1 3.5 5.4 7.3 13.7
Food exports (% of merchandise exports) 25.6 19.8 - - - - - - - -
Food imports (% of merchandise imports) 20.2 18.7 20.6 - - - - - - -
Agricultural raw materials exports (% of merchandise||11.1 4.2 - - - - - - - -
exports)

Agricultural raw materials imports (%  off2.0 14 1.8 - - - - - - -
merchandise imports)

Ores and metals exports (% of merchandise exports) |{55.0 67.2 - - - - - - - 15.6
Ores and metals imports (% of merchandise imports) [[1.2 1.3 1.2 - - - - - - 1.3
Fuel exports (% of merchandise exports) 0.2 2.6 - - - - - - - -
Fuel imports (% of merchandise imports) 7.3 8.4 13.4 - - - - - - -
Manufactures exports (% of merchandise exports) 8.2 5.3 - - - - - - - 9.6
Manufactures imports (% of merchandise imports)  ||69.0 69.3 62.2 - - - - - - 62.7
Aid per capita (current US$) 5.4 9.4 14.7 5.0 2.6 2.7 3.8 5.2 22.7 101.2
Total debt service (% of exports of goods and|- - - - - - - - - -
services)

Total reserves in months of imports - - - - - - - - - -

Source: The World Bank (2005), World Development Indicators: 2005
3.1.2 Industry

The Democratic Republic of the Congo, which has been blessed with rich mineral resources, the
largest population and territory in the region as well as abundant water resources, had, since its
independence in the 1960s, achieved favorable economic growth with its mainstay copper
industry. However, since the mid-1970s, continuing misadministration such as the concentration
of power and interests in the presidency and its surrounding groups, neglecting to foster and
diversify industries other than mining in addition to the prolonged stagnation of the copper
market have exacerbated the country's economic slump. Since the 1990s, the nation's chaotic
political situation has developed into a civil war, and economic mechanisms and domestic
industry have fallen into a state of devastation. After the comprehensive Pretoria Peace Accord
in 2002, economic conditions have slowly moved toward improvement, and the rehabilitation of
public-sector companies sustaining the national industry as a whole as well as the opening of
markets to domestic and foreign private investment have begun. Foreign investors are watching
carefully and calculating the business potentiality of the post-conflict market, participating in
infrastructure development projects, development of resources and other areas. The great
majority of the people continues to avoid the flare-ups of the still smoldering domestic conflict,
and is dispersed over most of the nation's vast territory, engaging in agriculture and economic
activities in informal sectors.

As for the GDP ratios of principal industries, the collapse of the domestic manufacturing base
may also be corroborated numerically, with agriculture's rise from 30% in 1990 to 56% in 2002
compared to mining and manufacturing's significant retreat from 28% to 19% (with the
manufacturing industry down from 11% to 4%), and the service sector falling significantly from
42% to 25%. As for the GDP growth rate (since the 1990s), only agriculture showed zero
growth with all other sectors having negative growth.

The majority of agriculture is related to the production of food crops for self-sufficiency with
the proportion of cassava (tapioca) prominent among these. This is followed by plantain
bananas, maize, peanuts and rice. Coffee (raw beans) accounts for a large portion of crops for
export such as cacao, rubber and tea. If the amount produced in 2003 is compared with that of
1990, food crops declined by 20% and export crops by 50%. Taking into account the fact that
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the population increases and the domestic distribution systems of agricultural products is under
development, foreign food aid is still a vital tool for the nation. Fishing is mainly in inland
waters due to the short coastline. In lakes and rivers along the Great Rift Valley, freshwater fish
such as tilapia bring in annual catches of around 170 thousand tons, which are forwarded for
domestic consumption. Elsewhere, forestry is principally lumbering for fuel or to secure
farmland. Some raw timber is exported unprocessed.

In the mainstay secondary industries, mining has been under the exclusive possession of state
enterprises. Production levels in 2002 were 30 thousand tons of copper, 16 million carats of
diamonds, 3600 tons of cobalt, declining approximately 30% from 5 years ago. The DRC is also
an oil-producer. The amount of oil produced in 2000 was 25,000 barrels a day, which is a
decline of 20% from the first half of the 1990s. About 30% of this is shipped to domestic
refineries, and the remainder exported as crude oil. Gas production mainly consists of associated
gas, and has not been commercialized. The state oil company in collaboration with United
States and Japanese capital undertakes crude oil production. These mineral products account for
the majority of the DRC’s exports. The manufacturing industry is mainly geared toward the
domestic market with limited production of construction materials such as cement, food
products and metal processing.

In the service industry, state monopolization of utility services has continued, but some phased
privatization and opening of markets has been seen. In the financial sector, public financial
institutions coexist beside private financial institutions that have affiliations with foreign capital,
but because of the long-term political and economic confusion, it seems that quite a large
portion of domestic funds are circulating outside the framework of formal financial institutions.
In regard to commerce, although it appears that the ratio of the informal sector is high, formal
wholesale and retail routes are operated mainly among Lebanese businesspersons.

3.1.3 Trade and Investment

(1) Trade

DRC'’s Exports include diamonds, copper, cobalt, crude oil and coffee. The country’s traditional
trading partners has been Western countries such as Belgium, Finland, France, and African
countries including Kenya, Nigeria, South Africa, and the United States of America. However,
Korea and China have become the most important countries for DRC’s export for recent years.
Imports constitute of foodstuffs, mining and other machinery, transport equipment and fuels.
Those products are still mainly imported from France, Italy, and the United States of America.

Table 3.2: Trade tendency and main partners

US$ million
1998 1999 2000 2001 2002
Export 1,487 1,702 2,586 2,232 2,434
Import 1,416 1,391 1,404 1,490 1,629
Main trading partners
Export  Korea 288.00 261.82 491.68 353.58 462.49
United States | 305.82 390.64 437.27 479.36 191.36
China 38.00 54.48 294.29 165.23 211.28
Imports  France 255.33 166.61 178.04 213.53 245.80
Italy 60.74 56.14 64.54 112.95 95.18
United States | 101.42 54.34 85.03 99.33 57.53

Source World Bank, World Development Indicators; IMF, Direction of Trade Statistics
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(2) Foreign Direct Investment

New investment totaling US$2.4 billion was approved in 2003 and 2004. The target sectors
were services, the food industry, construction and natural resources. The biggest operations
include the cell phone project of the South African firm Vodacom (an investment of US$94
million) and the Congo Korea Telecom project for the installation of telecommunications
infrastructure (US$1.6 billion). Actual disbursements are much lower, however.

No exact data is available regarding the implementation rate of these projects. It is important
to note that the bulk of investment has gone to a ‘cash’ sector (cellular telephones)with a
relatively quick turnaround regarding return-on-investment.

Table 3.3: FDI Inflow

US$ million
1998 1999 2000 2001 2002 2003
61.3 11.3 23.1 82.0 117.0 158.0

Source: UNCTAD, FDI On-line.

From January to December 2003, ANAPI (Agence Nationale de Promotion des Investissements)
approved 112 investments projects to be implemented in the next 3 to 5 years, of which an
important one is already in process, valued to US $ 2,461 million distributed. 65% of the total
cost of implemented investments was used for equipment and 35% were for local expenses. In
2002, four investments projects were approved for an amount of US $ 10 million.

1) Companies

The British company Vodaphone and Congo Korea Telecom have invested US$94 million and
US$600 million respectively by installing communications infrastructure.

A Chevron-Texaco-led consortium has launched a three-year program to increase offshore
petroleum production. Chevron (renamed Chevron Corporation in 2005) is the fifth-largest
integrated energy company in the world. Headquartered in San Ramon, California, and
conducting business in approximately 180 countries, this corporation is engaged in every aspect
of the oil and natural gas industry, including exploration and production; refining, marketing
and transportation; chemicals manufacturing and sales; and power generation.

In 2004 Chevron Overseas Congo Ltd, a subsidiary of Chevron Corp. announced a significant
discovery at the Lianzi-1 exploration well in the deepwater area between Angola and the DRC.
The well encountered two oil bearing reservoirs and a drill stem test of one of the intervals
flowed at a rate of more than 5,000 barrels of oil per day.

The production of beer increased by 12 percent and of carbonated beverages by 26.8 percent
between 2002 and 2003, benefiting the brewers Bralima (owned by Heineken) and Bracongo.
Sugar production at the Compagnie Sucriere de Kwilu-Ngongo, in which the national
government has a 40 percent interest, rose by 16 percent in 2003. The Cimenterie de Lukala,
responsible for 77 percent of the country's cement production, saw a 16 percent increase in sales
in 2003, with 27 percent of its production exported.

Mining is one of the key driving forces for FDI. Of specific significance is the gradual return of

major mining companies since 2002 and plans by existing companies to expand operations. This
as a result of, amongst others, the adoption of a new mining code in 2002 and the
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implementation of various other measures to effect economic recovery.

The gap between the current level of mineral production in the DRC and what the country is
capable of producing is the biggest gap of any country in the world. Until 1990, the country was
ranked number five in copper production with annual output of 500,000 tonnes of copper. It
ranked number one in terms of cobalt and diamond production. The gold potential of the
country is virtually untouched. Because of its tremendous resource endowment, it is expected
that the DRC will in time become one of the most favoured destinations for international mining
and exploration companies.

3.2. Policy Issues Promoting FDI
3.2.1 Industrial Policies and Development Plans

Reconstruction of the impoverished domestic industry will likely be a rigorous process. The
government, together with international donor nations and institutions, has given top priority to
the task of developing the basic infrastructure. In the fields of transportation, electricity and
telecommunications particularly, international aid, private capital and government
disbursements are working together, and large-scale projects are expected to evolve in the short-
to medium-term. In the field of electric power generation, the restoration and amplification of
power generating capacity with the Inga Dam is being planned with the participation of South
African capital. Through its integration into the regional power network, this project is expected
to widely stabilize power supplies and lower prices as well as increase revenue from power
sales, all of which will expand the market for household appliances. In the telecommunications
sector, interest from foreign investors is increasing in the development of a network to respond
to the sudden increase in cellular phone service subscribers.

Looking at each individual industry, there is likely to be an increase in new FDI in the mining
sector. South African and North American capital has already begun to enter the market through
the acquisition of development rights or equity participation in state enterprises, starting a
rebound in the production of major products. The government is stepping up its efforts to bring
in foreign investment by opening corresponding sectors to the private sector as well as
improving the legal system and preferential measures.

3.2.2 FDI Promoting Policies

In February 2002, the DRC enacted a new Investment Code with the technical assistance of
FIAS. The new code incorporates international best practice on a series of important concepts
such as the coverage of the law, the obligations of the State and of the investors, the equality of
treatment between national and foreign investors, and the use of disputes and arbitration
mechanisms. The new Code also attempts to simplify the existing fiscal regimes and the
approval mechanisms for obtaining the authorization to invest in the country that were included
in the Investment Code of April 1986.

In terms of the Investment Code setting up a business entails, amongst others, the following:
e Foreign companies must establish a branch in the DRC,;
e Submit a licence application to ANAPI;

e Investments should be US$ 200.000 for large companies and US$ 10.000 for SMEs &
SMis;
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e Submit EIAS;

e Commit to train national personnel for specific technical functions, supervision and
responsibility; and

e Guarantee a growth rate of more than 35 %.

Licences are issued depending on the location of the company:

e Three (3) Years if the company is situated in zone A i.e. Kinshasa;

e Four (4) years for companies located in zone B : Bas-Congo, Lubumbashi; Likasi ;
Kolwezi; and

e Five (5) years for companies located in zone C : Bandundu, Equateur, Western Kasal,
Eastern Kasai, Maniema, Northern Kivu, Southern Kivu, Eastern Province and Katanga.

In spite of the war, the DRC offers many opportunities for foreign investors. The government
has committed itself to encourage new local and foreign investment to stimulate the economy
and to uplift the social environment. Opportunities exist in the following sectors:

Food and related products;
Textile, clothing and footwear;
Wood and related products;
Chemicals and chemical products;
Machinery;

Basic metals and metal products;
Mining; and

Tourism.

(1) Environmental Issues

The new Forest Code replaces the previous legislation dated 1949. It introduces major
innovations in DRC including: protected areas are to cover 15% of the national territory;
mandatory implementation of forest management plans; public auctioning of forest concessions
with the distribution of 40% of the resulting receipts to decentralized entities; rights for local
communities to directly manage their own forest concessions; and the setting up of Forest
Consultative Councils at national and provincial levels. Detailed regulations are still to be
defined.

The new code formalizes a company's obligation to implement management plans for all
production forests and to contribute to local community development; and it provides for the
preservation of customary user rights in all production forests.

It establishes that 40% of the tax revenues from legal logging will go directly to local authorities
in order for the local population to share in the benefits of forestry activities. In addition, forest
communities are expected to obtain additional benefits through formal contracts with the central
government and forest companies. Benefits will include investments such as dispensaries,
schools, and feeder roads.

In addition, the code provides for the preservation of the customary rights of local communities
in the framework of any concession contract with logging companies, as well as consultation
with local communities as a mandatory step for all procedures leading to the designation of
forest areas.
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Six million hectares of concessions, which were exchanged despite the moratorium, will be
re-assessed, along with the legitimacy of all other current concessions.

3.3. Incentives and Impediments for/to FDI
3.3.1 FDI Promoting Regimes
(1) Investment Promotion Agencies

1) ANAPI (Agence Nationale de Promotion des Investissements)

ANAPI was set up in February 2002 as the new Investments Code (Law n° 004/2002 of
February 21, 2002) to help investors deal with administrative procedures and to provide fiscal
and customs advantages for approved projects.

ABAPI currently employs 30 people and has offices in Lumbumbashi and Kananga (Kasai
province).

Under the World Bank private sector development and competitiveness project for the DRC,
ANAPI will receive US$2.5 million in World Bank support for institutional and strategic
development and the implementation of a multi-year investment promotion program, focusing
primarily on investor servicing and investment climate improvement.

ANAPI is still a young organization and lacks the experience to effectively assist foreign
investors.

ANAPI grants licence approval in the following sectors:

e Agriculture, Agro-Industry, cattle breeding and poultry, fishing, factories, Hotelry and
restaurant, building, and public works, social Housing, Timber and Lumbering, Air, Sea
and Road Transportation, Telecommunication, Technologies of information, energy,
Textiles, other services.

ANAPI’s mandate includes:

To search and promote investments both within the country and abroad;

Approve investment;

Assist investors with setting up businesses and ease the administrative processes;
Information campaign through the Media and debates;

Meetings with the local and foreign business men;

Opening of a Web Site : www.anapi.org;

Issuing and distributing folders and promotional brochures;

Various missions within the country and abroad to sensitize and promote investments (at
least thirty delegations of foreign investors have already been welcomed by ANAPI since
2002); and

e Organization of workshops on the improved investments climate in the DRC.

ANAPI assists investors to set up offices in the DRC, obtain relevant documentation within 4
days, facilitate interaction between investors and the government and eliminate administrative
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barriers and harassments.

(2) Export Processing Zones / Free Trade Zones

The DRC does not currently possess any export processing zones or free trade zones.
(3) Incentives for FDI

A new Investments Code, Law 004 of 21 February 2002 includes 11 titles dealing with the
general provisions, the administrative procedure, the regime, the guarantees and safety of the
investors, the obligations, the certified companies, the mechanism, the follow-up and evaluation,
the certified investments, with the sanctions, the settling of litigations and finally the transitional
and final provisions. Article 42 repeals the Ordinance law 028 of the 05/04/1986 related to the
Investments Code the ordinance law 010 of the 02/04/1981 instituting a frank mode of zone to
industrial calling like all the contrary texts legislative and lawful with present the law.

Incentives include:

Ensures equal treatment for national and foreign investors;

A single system for all investments;

The simplification and the speeding up of the licence procedure;

All investors, i.e., nationals or foreigners-are submitted to the same conditions;

Exemption for a period of 3 to 5 years, of all the import rights and taxes for machines,

equipments and spare parts;

Exemption from all export rights and taxes for all or a part of all finished products;

e Exemption for a period of 3 to 5 years of all the main taxes required by the General
Taxation Department;

e Exemption of the proportional right during the constitution or increase of the capital of a
shareholding companies;

e Exemption of customs duties and taxes for the first import of new equipment spares not
exceeding 10 % CIF, except for the administrative charges of 5 % for any new imported
equipment;

e Exemption of customs duties and taxes for the export of finished products;

o Total exemption of professional contribution on incomes from approved investments;

e Exemption of fixed rights for approved companies other than Limited Liability
Companies;

e Exemption of tax due to real estate related to the approved project;

e Exemption of adjustment rights when constituting or increasing the social capital of
Limited Liability Companies and fixed rights for the other types of companies;

e Exemption of tax on incomes inside the country on local products or on allowances
related to property works by approved companies buying equipment from local
producers; and

e Specific provisions for SMEs and SMIs: Exemption of duties and taxes for the import of

materials or new or second-hand equipment except for the administrative tax.

1) Tax Exemptions/Tax Holidays

With a view to raising investor confidence, the government plans to make the customs and tax
administrations more efficient, eliminate quasi taxation, and make the tax system more
transparent.
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The tax regime is undergoing a number of changes aimed at securing government revenue and
reducing the regulatory and tax burden on the formal private sector. Increasing focus is being
placed on administrative capacity in the provinces:

e Turnover tax on services at 18%; and
e VAT to be introduced in 2006.

The enactments of the March 2003 tax and tariff reforms and the related legislation (eliminating
excise taxes on sugar, cement, and matches, abolishing the proportionality principle for the
turnover tax-ICA-deductibility and confining it to large enterprises, and eliminating the ICA on
exports) was adopted by the government in November 2003 and by parliament in January 2004.
A number of agreements (conventions) authorizing unjustified tax or customs exemptions have
been revised. At the same time, the Customs and Excise Office (OFIDA) has continued to
implement its modernization program, with technical assistance from the IMF. It focuses
primarily on the reorganization of the provincial directorate of the Bas-Congo Province,
together with the establishment of the Matadi one-stop window.

2) Tariffs and Customs

Trade liberalisation, launched in 2001, has brought a reduction in customs tariffs. The DRC is
participating in the liberalisation efforts of several regional economic organisations, including
the Economic Community of Central African States (ECCAS), the Common Market for Eastern
and Southern Africa (COMESA) and the Southern African Development Community (SADC).
It also enjoys preferential trade terms with the United States under the African Growth and
Opportunity Act (AGOA) and with the European Union under the Everything But Arms
initiative. In addition, the government has initiated a reform of the customs service and set up a
one-stop reception point at the port of Matadi to streamline customs formalities and allow better
control of government fiscal revenue.

The National Arbitration Center was created by Ministerial Order of June 18, 2003, its offices
were inaugurated, and about 30 arbitrators have been registered. The one-stop customs window
in Matadi has been operational since June 2003.

(4) Impediments to Attract FDI

Doing business in the DRC is still risky. Since 2001, several new laws conducive to
investment were passed, however this has not yet dramatically improved the investment climate
in practice. Following years of civil war and given the dominance of the informal sector, the
accuracy of FDI figures is doubtful. The chaotic state of the DRC, and the ongoing delays in
establishing a new elected unity government mean that the country remains a high-risk area for
investment. There are no substantive guarantees that can be offered, although all the
indications are that the future government will honour licences and concessions allocated during
the war years and earlier.

3.3.2 Infrastructure
(1) Basics of Domestic Infrastructures

The poor state of Congo's infrastructure has been a major barrier to the country's economic
growth. The international donor community and the Congolese government realise that any
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future economic growth prospects depend on the development of infrastructure, particularly in
the transport sector.

The land transportation system is a network of railways, roads, and inland rivers and lakes
linked at strategic points so whether domestic or external, the transport of goods usually
requires more than one mode. DRC has 157,000 km of roads, but only 2,800 km are paved and
much of the road network is in poor condition owing to lack of maintenance. The most
important commercial road is the Kinshasa-Matadi road®. As for air travel, there are
approximately 230 local airports around the country, of which 24 are paved, and a new national
airline (Hewa Bora Airways) has recently launched operations. Railway services are limited,
mostly concentrated in Katanga for the export of minerals. The lamentable road links are often
preferred to rail transport. Port facilities are inadequate. For the eastern and southern regions,
which are completely landlocked, sea traffic passes through the ports of Dares Salaam in
Tanzania and Lobito in Angola. Matadi, the major port, which plays a very important role in the
DRC’s economy, needs extensive rehabilitation.

The Congo River, second only to the Amazon River in terms of water volume, stretches a
distance of almost 4,300 km. For electricity production as well as water, the potential of the
Congo River remains largely unused. The DRC has the potential to produce 150,000 megawatts
of power, approximately three times Africa’s present consumption. However, only 7% of the
country’s population has access to electricity. The Inga Falls on the Congo River has a potential
generating capacity that equals that of all Southern African countries put together. There are
plans to raise the generation capacity of the Inga hydroelectric power station to 44,000
megawatts by 2010. As for water, drinking water supply and sanitation (DWSS) in rural areas is
critical. The rate of access to drinking water dropped from 19% in 1991 to 16% in 2002. The
rate of access to sanitation is barely 5%. The primary cause of such decline is lack of financing,
resources, and maintenance. Most of the rural population drink unsafe water from unprotected
sources, rivers, lakes or shallow wells. This situation leads to a deterioration of the health status
of the population. In addition to the rich water endowment, The DRC has 104.8 billion cu m of
proven natural gas reserves as a energy source and one gas field exists so far that has not been
exploited.

The telecommunication system in the DRC is the least developed in the region and is extremely
unreliable. The domestic telephone system is poor, with a barely adequate wire and microwave
radio relay service in and between urban areas. Most public offices do not have phone lines, and
the few that exist either need upgrading or are not operational at all. However, cellular phones
are used extensively.

(2) Regional Programme

Agreements were signed in late October 2004 to launch the Western Power and
Telecommunications Corridor (Westcor) project, a joint project of the DRC, Angola, Namibia,
Botswana and South Africa. Five national power utilities were involved in the third project’,
which has four stages in total. More than two-thirds of the project's investment, estimated at
US$4.7 billion, will be in the Congo.Westcor's aim is to develop Inga 111, a hydroelectric project

® Recent roadwork financed by the EU has improved the road between Kinshasa and Mbanza Ngungu and is to be
extended further to Matadi.

7 South Africa's Eskom, the DRC's Société Nationale d'électricité, Angola's Empresa Nacional de Electricidade,
Namibia's Nampower and the Botswana Power Corporation-are now working towards establishing the Westcor
headquarters in Gaborone, Botswana.
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on the Congo River, just north of Matadi, intended to generate 2,000 mw of power. Financing
for the project will be sought when a pre-feasibility study has been completed.

(3) Trend in Privatisation and Some Observations on Current PPPs

Eskom of South Africa is going to be involved in the fourth stage of grand Inga development
plan. In February 2005 Eskom announced plans to build a 50-billion-dollar hydroelectric plant
on the Congo River to provide low-cost power to southern African nations. The DRC
government has agreements with Eskom to strengthen the Inga-Kolwezi and Inga-South Africa
interconnections, as well as to construct a second power line that will supply power to Kinshasa.
A feasibility study looking at how to make use of this electrical potential by exporting it to
Angola, Namibia, Egypt and South Africa is also being conducted®. Eskom is seeking funding
for the project from southern African governments and multilateral organizations such as World
Bank and International Finance Corporation. Once constructed, the plant will initially supply
power to the 14 members of the SADC. Other African nations would eventually be linked to the
plant through a grid and also possibly export power to southern Europe. The project could take a
decade or more to build in the currently unstable situation in the DRC according to Eskom.

3.3.3 Currency and Monetary Systems
(1) General Conditions

Despite political instability, Congo’s economy is in the direction of growth with the
commitment by the Government toward macroeconomic stability, having IMF and World Bank
at its back. The Government’s fiscal policy focuses on increase of domestic revenues,
improvement of social infrastructure by investing Government funds to social sectors including
healthcare and education, for the purpose of poverty reduction. More than $1 billion of overseas
funds annually flow in this country mainly through donor countries. However, serious fiscal
deficit still remains. The financial sector has virtually no funds intermediation function.

Banque Centrale du Congo (BCC) , an independent central bank, is in charge of financial policy
and focuses on prices stabilization under the regime of floating system since 2001. Congo franc
is likely to depreciate moderately from FC440/US$ to FC460/US$°. The inflation rate of
about 9.3% in 2004 was caused by a hike of petroleum price and the accompanying rise of
foods prices in urban areas. The monetary authorities raised the discount rate from 6 % to 9%
and further to 14% gradually in the last year to control the inflationary pressure.

Balance of payments maintains its equilibrium (official statistics published by the Central Bank
indicate a trade surplus, but are likely to be dressed fraudulently) .

There has been no record of the DRC’s foreign-exchange reserves in the IMF’s International
Financial Statsitics since 1996. However, according to the BCC, at the end of December 2004,
the country’s reserves stood at US$244.6 million. According to the BCC, this was equivalent of
5.1 weeks of imports, compared with 2.5 weels at the end of December 2003.

The Central Bank estimates that accrued and unpaid external debts of Congo Democratic
Republic stands at US$14 billion including principal and interest in arrears, of which US$ 10
billion are owed to Paris Club creditor countries, the remaining US$ 3 billion to international
organizations.

® The Kinshasa city electricity distribution network will be managed by Eskom.
® Prediction quoted from EIU Report, December 2004.
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(2) Banking Sector

The banking system has largely collapsed, and the banks that remain in operation are hampered
by unpredictable monetary policy and unrecoverable loans. According to the EIU, “The
financial sector has suffered from the chaotic political and economic conditions in the country.
These have included hyperinflation, currency distortions, war and political instability, frequent
policy changes, and a lack of companies with properly audited accounts or collateral. As a result,
many of the banks have accumulated unrecoverable loans. In such risky conditions, loan credit
has entirely ceased except for short-term trade finance.”

The activities of the banking sector are limited to financing trade and foreign exchange
transactions. Credit amounted to less than 1 per cent of GDP in 2003. Loans are generally
granted in dollars for a period not exceeding six months. There are few transactions on the
inter-bank market, although the BCC has been issuing Treasury notes since late 2002. The
banking system has undergone a major restructuring, recapitalisation and liquidation
programme. In 2004, nine banks were put into liquidation, including three public sector
establishments, and seven are being restructured.

(3) Foreign Exchange Controls

The IMF reports that there are no restrictions on foreign exchange accounts for credit or debit of
international transactions for either residents or non-residents.

3.3.4 Labour and Management

Skilled industrial labour is in short supply in the DRC and must often be trained by individual
companies. Most citizens were engaged in subsistence agriculture or commerce outside the
formal wage sector. The average wage did not provide a decent standard of living for a worker
and family, and most workers relied on extended family and informal economic activity to
survive. In areas under marginal government control, most citizens relied on informal economic
activities, humanitarian aid and scavenging in the forest to survive. Due to extended pillaging,
extortion by armed groups, and instability forcing families to flee their homes and crops,
poverty and economic hardship generally were more severe in the Kivus, Maniema, Northern
Katanga, and Ituri than in areas under government control. Salary arrears for police, soldiers,
and other public officials encouraged extortion and theft from the population.

There are no restrictions on Local Managerial Ratio Regulations, and there are no expatriate
labour restrictions. Minimum wage laws continue to be suspended. Civil servant salaries
remained very low, ranging between US$4 and US$20 per month, and salary arrears continued
to be a problem. However, depending on their position, civil servants, including police and
soldiers, frequently supplemented their incomes through extracting bribes and various other
practices of corruption. The maximum legal workweek (excluding voluntary overtime) was 48
hours. One 24-hour rest period was required every 7 days. No provisions in the Labour Code
permit workers to remove themselves from dangerous work situations without jeopardizing their
continued employment.

The prevalence of HIVV/AIDS continued to place an increasing burden on the country's resources

through rising healthcare expenditures, absenteeism from work, labour shortages resulting from
morbidity and mortality, and training of replacement labour.
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4. NAMIBIA
4.1. Trends of Macro Economy, Industry, Trade and Industry
4.1.1. Macro Economy

The 2005/06 budget speech of the Minister of Finance, Saara Kuugongelwa-Amadhila, in May
2005 focused on fiscal prudence. However, various analysts indicated that it was doubtful
whether its targets for GDP growth and a reduction in the Budget deficit could be achieved. Last
year Kuugongelwa-Amadhila projected that Namibia's Budget deficit would amount to 1.6% of
the country's Gross Domestic Product this financial year (2005-06). This year it was revised
upwards, to 2.4% of GDP. Mr. Pohamba indicated that his government intends to give land
reform a high priority. At a farewell function at the Ministry of Lands and Resettlement, which
he had previously headed, he stressed that land expropriation did not mean confiscation, but
selling land to the government “at fair prices as provided for in the constitution”. However, his
startling claim that the SWAPO leadership feared a “revolution” if land redistribution did not
move forward should perhaps be regarded as an attempt to increase the pressure on white
farmers to sell their land to the state at an acceptable price. Land reform has so far involved the
redistribution of some 3m ha of the total commercial farming land area of 36m ha. On 9 June
2005, President Pohamba delivered his first State of the Nation address to parliament.

Regarding the economic policy reforms, the President said it would continue to focus on
addressing unemployment and poverty. According to the address, the necessary reforms should
include the enhancement of skills, promotion of labour-absorbing export sectors, improvement
of access to finance, establishment of new financing vehicles, such as venture capital and by
increasing the local ownership of the financial sector. He has directed government to pursue in
earnest projects that have the potential to create employment in the country, including fish
farming, the Green Scheme and other agricultural projects. According to President Pohamba,
government aimed to transform the economy from its heavy reliance on the production and
export of raw materials towards industrialization and manufacturing and in so doing, expand the
country's productive base, create jobs and effect skills and technology transfer. He also pledged
to work closely with the private sector and trade unions to improve Namibia’s competitive
ranking in Africa.

Following its Article 1V consultation with the government, completed at the end of January
2005, the IMF projected a budget deficit in 2004/05 of 2% of GDP. The 2% figure assumes that
the government will have met its aim of curtailing non-priority spending and of addressing tax
administration problems, and that overall revenue has benefited from a sharp increase in the
SACU payments, which the IMF describes as a one-time windfall affecting 2004/05 only. The
EIU considers that the IMF may be mistaken in this, as an analysis of the impact of the new
SACU revenue-sharing formula on Namibia, published by the Bank of Namibia (the central
bank), suggests that receipts will increase again in 2005/06.

Provisional figures published by the central bank put real GDP growth at 5.7% in 2004. Growth
is forecast to drop back to 5% in 2005 and to 4.6% in 2006 as diamond and uranium production
slows. In 2004 diamond output by Namdeb Diamond Corporation, the 50:50 joint-venture
partnership between the government and De Beers rose by 28% and uranium output increased
by almost one-half. Growth in 2005-06 will be driven by the continued expansion of offshore
diamond production, coupled with the first year of full-capacity production at the Skorpion zinc
mine and refinery. Year to year inflation, as measured by the new Namibia Consumer Price
Index, fell sharply in January 2005 to 2.5%, and was only fractionally higher in February 2005.
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The fall in overall inflation was largely due to substantially lower inflation in the housing,
utilities and fuel component of the index, and to a lesser extent to lower food price inflation.
The expected good cereal harvest in 2005 should help to moderate food price inflation further
and, as world oil prices have probably peaked, import prices will be constrained in the short
term by the continued strength of the Namibia dollar.

The Heritage Foundation’s 2005 Index of Economic Freedom measures 161 countries against a
list of 50 independent variables divided into 10 broad factors of economic freedom. Countries
are scored on the different categories from one (best) to five (worst). Namibia is ranked 81 out
of the 161 countries and is scored overall at 3.10 (mostly unfree).

Table 4.1: Major Macroeconomic Data

( |[1960s [1970s [1980s [1990s |[1998 [1999 [2000 [2001 J2002 ]2003
lPopulation (million) 07 Joo 12 [17 is 18 1.9 1.9 2.0 2.0
[lPopulation ages 0-14 (% of total) 42.0 (428 (430 [42.1 419 (418 |416 (417 |418 [419
[[Population ages 15-64 (% of total) 546 [538 [534 [541 |544 [545 [546 [545 [544 [543
Population ages 65 and above (% of total) 3.4 3.5 3.6 3.7 3.7 3.7 3.8 3.8 3.8 3.8
GDP (constant million 2000 USS$) - 2,002. [2,082. [2,923. |3,191.0|3,298.6 |3,413.6 |3,495.5 |3,583.0 (3,716.8
2 8 0
GDP growth (annual %) - - 1.2 4.2 33 3.4 35 24 25 3.7
GDP per capita (constant 2000 US$) - 1,966. 1,762. |1,743. ][1,792.11,797.9 (1,802.31,797.8 (1,805.3 |1,845.0
8 2 1
Official exchange rate (LCU per US$, period average) |[0.7 0.8 1.9 4.4 5.5 6.1 6.9 8.6 105 |7.6
Inflation, consumer prices (annual %) - - 129 [10.0 (6.2 8.6 9.0 9.5 113 |7.2
Money and quasi money (M2) as % of GDP - - - 328 |36.2 |37.8 [38.1 354 (328 |36.5
([Real interest rate (%) - - - 84 112 113 J42 0.4 2.4 16.2
[[Foreign direct investment, net inflows (% of GDP) |- - - - B - - - - -
Foreign direct investment, net inflows (% of gross|- - - - - - - - - -
capital formation)
Agriculture, value added (% of GDP) - 11.2 |11.2 |11.2 |11.0 11.4 11.0 10.4 10.7 10.8
Industry, value added (% of GDP) - 55.8 [425 [29.7 |29.0 [27.7 284 130.8 [30.4 [25.6

Manufacturing, value added (% of GDP) - 9.2 12.0 (123 (12.2 114 11.1 10.5 11.3 12.3
Services, etc., value added (% of GDP) - 33.0 [46.3 [59.1 |60.0 [61.0 [60.7 58.8 58.9 63.6
General government final consumption expenditurelf- 174 |29.2 |30.8 [|29.6 30.3 28.8 28.4 27.4 28.8
(% of GDP)

Household final consumption expenditure, etc. (% off- 442 1620 |56.9 |[56.7 |57.2 571 |546 [59.1 |55.8
GDP)

Final consumption expenditure (% of GDP) - 61.6 [91.2 ([87.7 |(86.3 |87.5 |86.0 [83.0 [86.5 |84.6
Gross capital formation (% of GDP) - 306 [18.7 |21.2 |25.8 [23.3 195 [234 172 [22.7
Exports of goods and services (% of GDP) - 789 [585 49.1 |46.0 [46.2 |456 |45.0 [46.5 [39.4
Imports of goods and services (% of GDP) - 71.1 |[68.4 |58.1 |58.0 [56.9 51.2 514 |50.1 |46.7
Gross domestic savings (% of GDP) - 384 (8.8 123 [13.7 12.5 14.0 17.0 13.5 15.4
Gross capital formation (% of GDP) - 306 [18.7 |21.2 |25.8 [23.3 195 (234 17.2 22.7
Food exports (% of merchandise exports) - - - 29.1 |- - 29.1 [36.3 [375 483
Food imports (% of merchandise imports) - - - 16.8 |- - 16.8 13.1 125 [14.9
Agricultural raw materials exports (% of merchandise||- - - 1.0 - - 1.0 0.9 1.0 1.3
exports)

Agricultural raw materials imports (% of merchandise||- - - 0.7 - - 0.7 0.6 13 0.7
imports)

Ores and metals exports (% of merchandise exports) |[- - - 11.1 |- - 111 |94 109 |7.3
Ores and metals imports (% of merchandise imports) || - - 0.9 - - 0.9 1.8 2.3 3.6
Fuel exports (% of merchandise exports) - - - 2.1 - - 2.1 0.7 0.7 1.0
[[Fuel imports (% of merchandise imports) - - - 31 |- - 3.1 103 [121  [104
[IManufactures exports (% of merchandise exports) - - - 55.8 |- - 55.8 |51.7 [49.2 [40.9
Manufactures imports (% of merchandise imports) - - - 78.0 |- - 78.0 73.8 714 1694
Aid per capita (current US$) - 0.1 25.6 |100.6 ||101.8 ([97.5 80.6 56.6 68.1 |725
Total debt service (% of exports of goods and|- - - - - - - - - -
services)
[Total reserves in months of imports - - - 1.2 |15 1.9 1.7 1.5 2.4 1.9

Source: The World Bank (2005), World Development Indicators: 2005
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4.1.2 Industry

Namibia is a member of the Southern African Customs Union (SACU) which has South Africa
as its nucleus. From 1914 until independence in March 1990, South Africa effectively governed
the country, and domestic industry was integrated into that economic bloc. The structure of the
principal domestic industries (2002) is agriculture and fishing at 11%, mining and
manufacturing at 31% (manufacturing accounted for 11%), and the service industry at 58%.

The nation, which is covered by a vast arid region, has limited cultivable lands. Among them,
some northern areas are introduced the irrigation system, where cash crops including fruits such
as edible grapes, dates, cotton and tobacco are produced mainly by white farmers settled from
South Africa and Europe. Additionally, the livestock industry, including ostriches, goats and
sheep, has grown in recent years; and meat, leather and wool are increasing exports. The fishing
industry is also flourishing due to favourable fishing grounds along the coast, and annual
catching volume of such fish as mackerel, merluza, sardines, anglerfish and crab have got to 500
thousand tons.

In the mining sector, by employing capital and technology from South African companies, a
variety of mineral resources are being developed and exploited from diamonds mined on the
ocean floor on down to gold, uranium, zinc, arsenic, rock salt, precious stones and so on. The
manufacturing industry is amassed at Walvis Bay where an Export Processing Zone (EPZ) has
been established near the capital of Windhoek. Production is mainly for the domestic market.
The processing of food, agricultural and marine raw products accounts for more than 80% of the
total amount of production with the remainder filled by metal processing, textiles, garments,
chemicals and other items.

In the service industry, there is a comparatively refined financial sector due to introduction of
South Africa's know-how, and the stock market (market capitalization of $300 million dollars in
2003) has 13 companies listed, most of them South African. In the tourism sector, 670 thousand
people mainly from South Africa and Europe visit the country annually, and in 2002 tourism
revenues reached up to $400 million, rising to account for 10% of GDP. The principal tourism
resources are safaris, the Namib Desert and inland canyons.

4.1.3 Trade and Investment
(1) Trade

In Namibian export, primary products in largely unprocessed form have traditionally accounted
for 80 percent. This has made earnings exceptionally vulnerable to fluctuating international
commodity prices and changes in the value of the Rand. Namibian major trading partners are
the European Union, Japan, the United States of America, Switzerland, Zimbabwe and member
States of both SADC and SACU.

Namibian export products enjoy preferential access to a number of regional and international
markets. Through SACU, there is duty-free access to the member markets of South Africa,
Botswana, Lesotho and Swaziland. The country’s exports have preferential market access to the
European Union through the Cotonou Agreement and to the United States of America through
the Africa Growth and Opportunity Act (AGOA) and the Generalised System of Preferences
(GSP).
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Table 4.2: Trade Tendency and main partners

1998 1999 2000 2001 2002
Export US$ million 1,562 1,563 1,558 1,403 1,403
Import  US$ million 1,972 1,927 1,746 1,717 1,421
Main trading partners
1,000N$
Export United Kingdom | n.a. 2,298,661 2,995,084 n.a. n.a.
South Africa n.a. 2,318,107 2,304,365 n.a. n.a.
Spain n.a. 1,033,996 908,742 n.a. n.a.
Import South Africa n.a. 7,669,274 8,423,569 | na. n.a.
Germany n.a. 177,880 191,254 n.a. n.a.
United States n.a. 255,489 124,147 n.a. n.a.

Source World Bank, World Development Indicators; Central Statistical Office of Namibia.
(2) Foreign Direct Investment

FDI inflow to Namibia sharply increased from 1999 to 2001, after that, decreased until 2003. It
is estimated that the Skorpion zinc mine (Anglo American) will contribute US$118 million
annually to Namibia's GDP. On average, during its operation, the mine and refinery will source
goods and services from the Namibian economy of some N$190 million per year. Over the life
of the operation, it is estimated that some N$7200 million will be paid into the Namibian
economy in respect of wages and goods and services.

In addition, significant regional infrastructure is being constructed as a consequence of the
Skorpion project. A 400 kV power line constructed for Skorpion will provide the possibility of
further secondary power distribution in the region. A 40 km long pipeline is under construction
to supply water to Rosh Pinah for the increased demand there and to the Skorpion site.

Table 4.3: FDI Inflow

US$ million
1998 1999 2000 2001 2002 2003
77.3 19.6 186.4 365.2 181.4 83.5

Source: UNCTAD, FDI On-line.

The five major foreign investor countries in Namibia are South Africa, Germany, Britain, the
US and Malaysia. Investors operating particularly in the EPZ include Germany, US, China,
South Africa, UK and Saudi Arabia.

The Namibian Investment Centre (NIC) has sent investment missions to countries including
India, China, Indonesia, South Korea and Malaysia to promote sectors such as textiles, fisheries,
agriculture and tourism.

1) Sectors

So far, NIC has concentrated on attracting value-added investment into the mining sector. The
Skorpion Zinc Mine and Refinery, an Anglo-American investment worth US$454m serves as an
example. The refinery part of the project, not the mine part, has EPZ status as it has provided
value-added jobs. A training plant has been built for refinery staff and key personnel will be
trained in Europe.
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2) Companies

Companies investing in Namibia in recent years include Pescanova (Spain — who have been the
single largest investor in the country since independence), Schweppes (which has located a
soft-drink concentrate plant in Windhoek, one of only three in the world), Ocean Diamond
Mining, Anglo American, Barden International, Tata of India, and Prima Foods.

In a serious setback for the government’s strategy of promoting foreign investment in
export-orientated manufacturing activities, the Rhino Garments factory, a subsidiary of the
Malaysian company, Ramatex Textiles, closed its doors at the end of March after worker
protests over conditions of service. Retrenchment packages for 1,600 workers were finalised in
May 2005, following negotiations with the Namibia Food and Allied Workers' Union (NAFAU).

Ramatex opened shop in Namibia in 2002, in a bid to take advantage of the US Africa Growth
and Opportunity Act (AGOA), which gave apparel from African countries preferential access to
the US market. The company invested about US $150 million in the venture. However,
allegations of poor wages, unfair labour conditions and dismissals from the 6,000 strong
workforce at the main factory - as well as concerns about the factory's environmental impact -
haunted Ramatex from the start.

3) FDI Job Creation

FDI job creation, particularly in the Export Processing Zones (EPZ) is the subject of major
debate in Namibia and statistics are conflicting and mostly dated. Independent data is not
available.

A study undertaken by the Labour Resource and Research Institute (LaRRI) in 2000 discovered
that EPZs had fallen far short in transferring the technology needed to kick-start Namibian
manufacturing industries, and that only 400 jobs had been created, despite government targets
of 25,000 jobs. The study also highlighted poor labour conditions, with wages, health and safety
standards and labour relations receiving the most criticism.

However, according to Namibian government figures, in 1999, 32 companies were fully
operational under the EPZ regime and have invested more than N$5.5 billion, with over 10,000
direct job opportunities.

The Namibian Economic Policy Research Unit (Nepru) also indicated that several incentives put
in place by Government to attract investors in the more labour-intensive manufacturing sector
have not helped curtail the unemployment situation in the country.

4.2. Policy Issues Promoting FDI
4.2.1 Industrial Policies and Development Plans

The government is striving to improve the processing grade and diversification of agricultural
and marine products produced domestically. In the external trade and investment policies, the
government is ambitious to strengthen exports to the United States which enacted the African
Growth and Opportunity Act (AGOA) and neighbouring South African and Angolan markets.
Other focal points on economic policies are to promote the exploitation of domestic mineral
resources as well as to upgrade tourist services (increasing profitability). The EPZ, which was
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established in 1995 with the expectation of attracting foreign capital, has the advantage of being
located in the proximity of a port. New operations have already been launched by 22 companies
(by the end of 2003).

4.2.2 FDI Promoting Policies

A number of policy and legislative measures have been initiated since independence in pursuit
of the broad goal of economic growth and development. They include:

e The Foreign Investment Protection Act (No. 27 of 1990) which guarantees foreign
investors against expropriation and ensures them of their right to repatriation of profits
and dividends;

e The 1992 White Paper on Industrial Development constituted the basis for the
introduction of a special package of incentives for manufacturing activity in 1993;

e The Export Processing Zone Act (No. 9 of 1995) established Namibia’s EPZ regime to
serve as a tax haven for export-oriented manufacturing enterprises in exchange for
technology transfer, capital inflow, skills development and job creation; and

e The Policy and Programme for the Development of SMEs approved by Cabinet in 1997,
provides the policy framework for the development of this sector as key to the creation
of employment and wealth.

The Ministry of Trade and Industry is responsible for the promotion of growth and development
of the economy. To achieve these objectives, the ministry pursues programmes and activities
aimed at transforming the Namibian economy from its present heavy reliance on the production
and export of raw materials to one in which manufacturing becomes a key component.

Over the last nine years, the ministry’s efforts have been directed at four key activities: (1)
investment promotion; (2) facilitating manufacturing activity; (3) promotion of the growth and
development of SMEs; and (4) growth and diversification of Namibia’s exports.

The Namibia Development Corporation (NDC) implements and co-ordinates a number of
agricultural development projects in the country, such as, the Etunda Irrigation Scheme, and the
establishment of commercial date production at Naute Dam in the Karas Region and at
Eersbegin in the Erongo Region. The NDC also administers various loan programmes on behalf
of government ministries. These include programmes to finance rural electrification on behalf of
the Ministry of Mines and Energy; tractor, resettlement, special agronomic and communal
farmers loans on behalf of the Ministry of Agriculture, Water and Rural Development; and a
Traders Aid Fund on behalf of the Ministry of Trade and Industry.

For existing and expanding entrepreneurs, the corporation provides various lending facilities
similar and comparable to those on the commercial financial market. These are backed up with
additional assistance, such as, advisory, loan monitoring and after-care services, assistance with
business plans and feasibility studies, training and help with capacity building, exposure visits,
and a sourcing and linkages programme. Lending facilities include agro-industries assistance
scheme, business assistance development scheme, franchise financing, wholesale financing, and
lease financing.

(1) Spatial Development Initiatives

Namibia is also involved in the Spatial Development Initiatives (SDI) that is being pursued in
collaboration with neighbouring partners. SDI’s primary objective is the creation of
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employment through innovative methods of investment facilitation. Areas with high growth
potential for internationally competitive industries are targeted, usually linked to a port for easy
trade access. The government’s efforts with regard to the promotion of Walvis Bay as a gateway
to the region and the completion of the Trans-Kalahari Highway as a transport route have drawn
particular interest and attention of South Africa. Area scans to examine mining and minerals,
tourism and other potential labour-intensive industries have been conducted and serve as
groundwork for a series of full-scale feasibility studies.

1) Privatization

Although there has been much talk of privatization of SOEs, globally and regionally, during
April 2005 the Namibian government once again indicated that Namibia is not yet ready for
fully fledged privatization, due to the possible negative repercussions of this action on the
economy in terms of job losses and retrenchments.

The bill governing the over 50 State Owned Enterprises (SOEs) will be tabled and passed in
Parliament during its current session which started on 10 May 2005. Once the bill has been
passed by Parliament and signed by President Pohamba, it would provide government with a
legal framework against which to measure the competency and efficiency of SOEs and the
duties and functions of the Central Governance Council (CGC) would be determined.
Parastatals would be expected to enter into performance-based contracts where it will be
outlined in the contract as to what criteria and qualifications the SOE should have.

2) Empowerment Policy

It will become increasingly necessary (although not legally required) for every new foreign
investor to form a partnership with a local Black Economic Empowerment (BEE) firm or trust.

Regarding the direction of BEE, President Pohamba gave a clear indication of his line of
thinking on the issue during a function marking the opening of the offices of Diamdel Namibia
(wholly-owned by the De Beers group) on 1 July 2005. He stated that it was not enough to
appoint black Namibians in senior positions but that adding value locally would create wealth
and employment opportunities. Referring to the diamond industry he asked why Namibia,
which produces the best diamonds by value in the world, failed to add value locally and have a
high level of unemployment.

4.3. Incentives and Impediments for/to FDI
4.3.1 FDI Promoting Regimes
(1) Investment Promotion Agencies

1) Namibia Investment Centre

The Namibia Investment Centre (NIC), created under the Foreign Investment Act, 1990, is the
country’s official investment promotion agency. It resorts under the Ministry of Trade and
Industry.
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In 1997 the NIC was elevated to the level of a Department in order to give greater effect to the
Government's vision of increased levels of private sector investment, both domestic and foreign.
The four distinct units within the Centre perform the following tasks:

¢ Investment Promotion Division: developing strategies for targeting foreign investors
promoting investment through outward missions and publications advertising, media
relations and preparations of press releases and videos handling inquiries on investment
opportunities information dissemination and advice.

e Investor Services: investor support/facilitation/trouble shooting immigration services
customs services streamlining of procedures inward missions logistics and committees.

e Projects and Evaluation Division: brokering of projects and ideas, joint ventures
evaluation of incentives, status investment identification of funding (including feasibility
studies) economic research and sectoral studies EPZ incentives facilitation industrial park
facilitation.

o Information Services Division: information gathering and dissemination Information
Management System (IMS) (databases, investor tracking systems, Internet connectivity)
back-stopping for External Offices.

It facilitates interaction between the Government and the private sector and assists investors in
minimising bureaucratic obstacles. The NIC works closely with key productive sector ministries,
as well as with service and regulatory bodies. In addition to general promotion and facilitation
services to local and foreign investors, the NIC administers Certificates of Status Investment
(for foreign investment) and investment incentive packages. The NIC has also been central to
the launching of the Export Processing Zone (EPZ) regime in Namibia, and now works closely
with the Offshore Development Company (ODC) in the promotion of the EPZ regime and
general export-led industrialisation of the Namibian economy. It operates as a one-stop shop.

NIC only has a Windhoek office and employs 20 people. NIC 's budget is part of the
Department of Trade and Industry's budget and info on this is confidential.

2) The Offshore Development Company (ODC)

The Export Processing Zone Act, 1995 provided for the formation of the ODC as a joint
public-private sector enterprise in which government would hold a minority shareholding. It is a
one-stop shop centre, resenting under the Ministry of Trade and Industry.

The main mandate of ODC is the monitoring, regulation and promotion of Namibia's EPZ
regime. It runs the EPZ secretariat that handles investors’ applications for EPZ status.
Applications are assessed by an EPZ Committee chaired by the Minister of Trade and Industry,
with the assistance of the Minister of Finance and the Governor of the Bank of Namibia.

Besides EPZ management, the government has also assigned ODC the task of managing two
lines of credit worth some N$66 million. The first, worth some N$36 million from the
Eximbank of China, is intended for on-lending purposes to the Northern Tannery Project.

(2) Export Processing Zones

The Namibian Government adopted a policy for the establishment of an Export Processing Zone

(EPZ) regime through the passage of an Export Processing Zone Act. Enterprises which
undertake manufacturing, assembly, re-packaging and break-bulk operation and gear all or
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almost all of their production for export, earn foreign exchange and employ Namibians, will be
eligible for EPZ status, which confers an attractive range of both tax and non-tax benefits.

Incentives for EPZ Enterprises are:

e Exemption of corporate tax, import tax, sales tax, stamp and transfer duties on goods and
services required for EPZ activities;

e EPZ enterprises are allowed to hold foreign currency accounts in local banks;

e Companies operating under the regime are free to locate their operations anywhere in
Namibia; and

e Through the Offshore Development Company (ODC), EPZ enterprises also have access to
factory facilities rented at economical rates.

Several EPZ companies have either dropped their EPZ status or ceased their operations
completely after a few months only. According to the ODC, a total of 21 EPZ companies have
withdrawn the EPZ status including NAMTEX and Global Manufacturers in Walvis Bay,
Charex in Tsumeb and Oshikango Foam & Mattress in Oshikango. The reasons given by some
of the companies and by the EPZ Management Company range form poor planning and lack of
seriousness on the side of the investors to labour problems and problems with the conditions
attached to local sales of EPZ companies.

(3) Incentives for FDI
The Foreign Investment Act provides for:

Liberal foreign investment conditions;

Equal treatment of foreign and local investors;

Openness of all sectors of the economy to foreign investment;
No local participation requirement;

Full protection of investments; and

The granting of a Certificate of Status Investment (CSI).

Special inc