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Foreword

On December -B, 2009 the World Ban&rganizedin Amman the MENA Regional Conference

on Infrastructure Reformand Regulation. The twday @nference was organized under the

LI GNRY IS 2F GKS W2NRIyYyQa aAyAaildNeoPEadint I Yy Ay
collaboration with the Publc-Private Partnerships Infrastructure Facility (PPlARY the
International Finance Corporati (IFC)W2 NRI yQa aAyAadSNI 2F tftlyy
Cooperation, H.E. Mrs. Suhair-Ali, delivere the welcoming remarks at the2Q/ T SNBy 0S Q&
opening sessio. Mr. Hedi Larbi, World Bank Country Director for the Middle East Department
delivered the opening remarks.

The ©nference brought together policymakers, regulators, service providers, civil society
organizations and privateector representatives fromacross the Middle &t and North Africa
region and representing a variety of infrastructure sectors (telecommunications, power, gas,
transport, water and sanitation)Among policymakers, it is worthy to note the participation of
representatives from Minisies in charge of economy and planniag well as Mayors

The main objectives of theoBGference were to take stock of theecent developments in
infrastructure reforms in the MENA regi@nd to explore options for the establishment of a
MENA multi-sectoral Forum ofinfrastructure Regulators. Discussionsfocused on broad
infrastructure development issues, emerging challenges poskiblesolutions to overcome
these challengesuch as good regulation and improvedoperation amongegulators from
across sectors and countrieParticipantsalso discussedoptions for the establishment of a
multi-sectoral Forum of infrastructure regulah and the rolethat such a Forum could play in
addressing infrastructurdevelopmentissuesn MENA region

Prior to the @nference, the World Bank commission@e preparation ofa backgroundreport
to assesghe state of infrastructure development in the BINA region, asseseform progress
and key challengesand identify options for the establlment of a regioal Forum of
infrastructure regulation The findings of tis report were presented at the @hference and
served to set the ground for participatfiscussions.

Theremaining of thisnote is organized irsix sections Its purpose is to summarizbe main
highlightsand conclusion®of the MENA Regional Conference on Infrastructure Reform and
Regulation.
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l. Main Highlights of the Conference

1. High public investments in infrastructure during tpast three decades have allowed
most MENA countries, with the exception of Djibouti, Iraq and Yerterachieve universal
access to basic infrastructure. The connection rate to the electricity grid by households is
around 90% or more; access to acceptablter and sanitation services is above 70 percent.
The penetration of mobile telephony has reached the level witnessed in industrialized
countries. Paved roads represent between 60 to 70 percent of the total road network.

2. Thus,MENA countries do noface the classic infrastructure access gap observed in
other developing countries. However, strong demography and rapid urbanization combined
with structural transformation of the economies have resulted in strong demands for
infrastructure services that ost governments in the region struggle to cope with. A good
illustration of the inability of governments to cope with growing infrastructure demands is the
electricity sector whereby the installed generation capacity is estimated to be 20 percent below
the aggregate demand for electricity across countries in MENA.

3. During the past three years (20@®08), countries in MENA have witnessed strong
economic growth averaging 5.8 percent. This however lags behind an average growth rate in
developing countrie®f 7.2 percent during the same period. To sustain their economic growth
prospects around B percent in the next five years, MENA countries need to increase
investments in infrastructure. A World Bank study found that Middle Income Countries in
MENA will eed to invest the equivalent of 9.2 percent of their yearly GDP over the period 2008
¢ 2015, in order to sustain their economic growth prospects. This represents a total investment
effort between $75 to 100 billion a year, of which 33 percent is for thénteaance of the
existing stock of infrastructure. To date about half of this amount is mobilized by countries
across the region.

4. PublicPrivate partnershipganplay an important role irbridging this investment gap

So far, MENA is lagging behind ethworld regions in terms of investment commitments to
private infrastructure projects. However, international experience has shown that well
designed PPPs can lead to significant gains in terms of efficiency, welfare, financing and fiscal
space. This reqres careful planning, government capacity, procedures, knowledge, and
oversight; and, in order to attract private investors, good regulation, transparency; well
structured conflictresolutions systems, etc.

5. The current financial crisis is posing challenges for investments and finamtsng.
impacts have varied across regions and income groups. In MENA many projects have been
delayed as a result of the crisis. However, differently from the crisis of the 1@8@se
infrastructure investments were halved, this time governmentsldwide have not reacted by
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significantly cutting investments in infrastructure, in fact many have increaset outlays.
Today, governments around the world are aware of ttricial rde that investment in
infrastructure plays in economic growth and poverty reduction and subscribbeetairgency of
implementing appropriate reform measures towards this objective. In this context, the recovery
from the crisis can provide opportunities famew wave of infrastructure reform.

6. There are some considerable challengbat MENA countries need to overcome in

order to mowe the infrastructure agenda forward-or instance, a World Bank study on Energy
efficiency found that energy subsidies ctist region the equivalent of 7.1 percent of its GDP in
2006, whereas reducing these subsidies could raise the region GDP by 2 percent. Likewise the
prevalence of highly subsidized electricity tariffs induces wasteful use of electricity therefore
increasimy pressures for costly expansion of electricity generation capacity. Urban congestion is
growing in many megalopolises and therefore increasing transaction costs for businesses or
commuting times for workers. In Teheran, it is estimated that commuters tspeound 4.5

million hours/day in traffic because of congested roads and lack of efficient urban mass transit
systems. Cars mobility in Cairo has declined over years and is now estimated at less than
MA]TYKK AY NUzZZK K2dzZNE® h o&8dgd manFacturdngRfindizdabdud A G &
what is observed in Turkey. Total factor productivity of MENA firms is lower than in South East
Asiaand South Asta 5STAOASY G 2NJ LI22NJ ljdzZr €t AGe Ay TN &l NIz
and MENA countries competigness.

7. It will be essential to establish clear policy objectives to guide investment and
regulation, to prioritize social and economic aims and plan how they will be delivered as well as
how they will be funded. Robust and transparent legal and reagotaframeworks will be
necessaryto deliver the policy program@and new institutions and capacity required to
implement them.

8. Cooperation among stakeholders, dialogue and knowlesiggring can serve to
accelerate reform progress, promote best praet@nd enhance the regional harmonization of
infrastructure networks and standards. Other regional organizations such as thé\&asind
Pacific Infrastructure Regulatory Forum (EAPIRF) are playing an important role in the
dissemination of experiences aiml enabling peeto-peer learning and information sharing for
better and affordable infrastructure services in other world regions. The MENA region can build
on these experiences in the process of establishing an integrated infrastructure regulatory
Forum

9. A multisectoral regional Forum of infrastructure Regulation can serve as a valuable
platform for experience and information sharing across borders and sectors, predabmng,

and the dissemination of best practices. A widkigned Forum can estidh itself as a
knowledge sharing center in the region, providing capacity building services to its members.
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10. The increased interchange between regulators can serve to accelerate the progress of
reforms and promote the adoption of commanles, norms and standards, leading to more
harmonized regulatory frameworks, the development of common PSP madelsstrengthen

trade links and regional integration.

11. The Conference adopted a final resolution in which attendees invited the WorldtBank
forYSNI e fFdzyOK | LINRPOSaa G2¢l NRA GKS Mfdield I 6t A a
East and North Africa Infrastructure Regulatory Foretm 2 F g KA OK GKS 2062S0i
promote the cooperatioramong infrastructure regulators within and across coiegm MENA.

Towards this objective, & ¢ 2 NJrauyt Wvill be formed to work jointly with World Bank in

bringing the process forward.
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[I.  What ParticipantsSaid or Suggested?

A Audience Composition

12. The Regional Conference gatheregound 92 stakeholders, including government
officials, regulators, service providers, civil society organizations and representatives from the
private-sector.The strong majority of participants attended tisenferenceto meet colleagues
and share information Others decided to participateprimarily for professional interest and

career development purpose

13. The ample participation of representatives from ministries and governments (42
percent) is indicativef the limited number of established autonomous redols in the MENA
region.Among infrastructure sectors, the power sector was the most represented, followed by
transport and telecommunications. Participation also highlighted a pronounced gender bias in

MENA infrastructure sectors.

Figure 1: Audience congsition and motivation

Organizations represented

Sectors represented

and share information
across borders
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and growth

4

B Ministry or
0 14% Government m Telecommunications
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B. Feedback and Evaluation

14. Participants expressed good satisfaction with the conference. Sewentyercent of

participantsO2 Yy 8 A RSNBER (GKS 2@3SNJI f €

jdzt t AGE 2F

G§KS 02

percent of participants considered the conference as very successful in increasing their

knowledge and skills.
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CAIdNB HY tFENIAOALI yiaQ SOItdzk A2y 27F |
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15. The¥F2ff2¢gAy3 adzYYFNAT S& GKS (GSadAay2yrsSa O2f
formsabout the regionatonferenceand the establishment of a Regional Forum

T a¢KS S@PSyild NIAASR g NBySaa 2y GKS AYLERNIFyOS
GKS AYLERZNIFYOS 2F Ay@SadySyd G2 AYLNRBGS (GKS |jd
& ¢ Kdbferénce represented a valuable opportutidy participants to meet each other and
RA&Odzaa GKSAN)I SELISNASYOSasy 6KSGUKSNI RdNAYy3I K
T a[ AaGSyAay3a G2 SELSNASyOSa -madgivdifferanKsdditrs @@sdzy i N& S &
OSYSTFAOAIE (2 LI NIGAOALN yiadE
T &! a9b! Cfadtdbetdre &dulathrg’'would represent a valuable platform to share
experiences, establish an infrastructure knowlegtgformin the region, and create a space for
21LSy RAaOdzaaAz2y FyR RSoIFGS I ONRaa 02NRSNE | yR
f a{ dzOK | C2 NHzy intggraBoyi K MENA Sby diatihd vigion and a walen
F2N) FdzidzNE O22LISNI GA2Yy YR FFEOAfAGEFEGAYT O2YYdzy
f a! a9b! C2NHzy 2F NB3Idz | 42 NB -liyg, inféintaion I y A Y LI2 NI
exchange, communic&iy | YR L322 f A0& NBEFT2N)Y D¢

16. As for the next steps, participants suggested the following:

f dThe MENAorum should focus on the dissemination of best prastic R 06 SY OKY | NJ Ay 3 d:
f a¢KS shauNargprovide twinning opportunities among regulators in the region and
outside the regiot €
1 & @ build on the momentum, it is important to organfpiow-up evens with regulators such as
w2NJ] aK2LJA FyYRKk2NJ NRdzyRilI o0f Sad¢
1 6Add breakout sessionim future regionatonference$ringing togethemll infrastructure
regulators so they cawork on sector specific cages
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[ll.  Conference Proceedings

On Day |, discussiomm$ the conferencdocused on broad infrastructure development
issues, reform progress and emerging challenges. On Day I, participants discussed the benefits
of improved regulatory cooperation in addressing infrastructure challenges and analyzed
options for the establishnmé of a regional Forum of infrastructure regulators.

Day 1¢ Monday December 7, 20D

OpeningSession

After a brief introduction byaul Noumba Um, Ledatonomist at the World Bank, the
welcomingremarks to the Conference were delivered by Her Excelutwgir A £ A = W2 NRI Y
Minister of Planning and International Cooperati@pening remarks biledi Larbi, World Bank
Country Director fothe Middle EasDepartmentfollowed.

17.  PaulNoumba Umopened the MENA Regional Conference on Infrastructure Reform and
Regulation, welcoming participants and thanking the Hashemite Kingdom of Jordan for hosting
this important event. He sincerely thankedthe Ministry of Planning and International
Coeration of the Hashemite Kingdom of Jorddor supporting this event, welcomingnd
introducing H.E. MrsSuhairAl-Ali as well as MrHedi LarbiWorld Bank Country Director for

the Middle East Department

18. H.E.Suhair Al-Ali welcomed the organization of the MENA Regional Conference on
Infrastructure Reform and Regulation ®\mman, Jordan. She expressed gratitude to the
organizers and to the World Bank for the technical assistance provided in the area of
infrastructure development. H.E. recognized the crucial role of infrastructure for economic
growth, poverty reduction and the qual of life of citizens in the Middle East and North Africa
region. She then emphasized thahe public sector and the privatsector share a joint
responsibility in developingfficient infrastructure systems fothe region. This was only more

so, she sad, in light of the new challenges that have emerged as a consequence of the global
financial crisis and economic downturn.
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19. Mrs. AMAli stressed the Ml .. &
important progress made by the = :
Jordanian government to date |
implementing infrastructure reforms.
Jodan has undertaken man
initiatives in recent years to enhancejlié

infrastructure performance, including e |
the development of Publi®rivate N - =
Partnerships (PPPs) in the areas
water, energy and transportation,
paving the way in the MENA regio —
Market-oriented reforms have beerimplementedto ach|eve competltlvenesthrough good
regulation and adequate separation between policy, regulation and service providespite
these measuresdemographic trends and sustained economic growth are increasing the
demand br infrastructure services, putting pressure on existing infrastructure stocks as well as
natural resource endowments. Thus, increased efforts and new solutions will be essential to
guarantee the availability of qualitative, affordable and sustainableagtfucture services in

the years to come. Jordan wants to play a key nolhis process.

20.  Mrs. AlAlialsostated that Jordan intends to become a i@ggl center for infrastructure
services in MENAIncreased PSPs can contribute to this objectiedivdring gains to all parties.
In order to achieve adequate infrastructure stocks and sesviceughout the MENA region,
Mrs. AlAli, stressed the importance of communication among stakeholders, countries and
sectors. Dialogue andknowledge sharingcan accelerate reform progress, promote best
practice, and enhance the regional harmonization of infrastructutes and standards. Thus,
Mrs. AlAli affirmedher support to the initiative of an integrated and mestector infrastructue
regulatory rum for the MENA region irthe light of the role it can play in enhancing
cooperation and accelerating reformfter reiterating her gratitude to the organizers of the
Conference, she wished participants two prolific dafsnformation sharing and discussi®n
and looked forward to the formulation clear, practical and effective recommendations.

21. Hedi Larbithanked the government of Jordan for its support and forthmsthis event.
Jordan is in the frontline in the development of infrastructure seryjiceform and the
involvement of the privatesector. Mr. Larbi underlinechow there is no onesize fits all
reform/package and how each country must find its own ways and solutiohegbimplement
good practices within the specificities of its national coxtteHowever, theexchange of
experiences and success storss0ss countries providean important contribution towards
this objective. Thus opportunitis for cooperation such as thisoerence are strongly
welcomed.Mr. Larbi highlighted the achievemewnf MENA countries in the development of
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their infrastructure stocks. Relatively high infrastructure investmémtrecent years has
succeeded in ensuring basic infrastructure access to the vast majority of MENA cifikens.
access gap has been bridged.

22.  However, today population growth and strong urbanization are pressuring the quality of
infrastructure and prices.Studies have showrthat infrastructure productivity in MENA
countries is lower than in other world regionsow quality infrastructure comes with high
externalities. With growing demand pressures, infrastructure networks are increasingly
congested. Lovguality infrastructure and service interruptions (shortages) represent a risk for
the competitiveness of the ME! NB3IA2Yy | YR OAGAT SyQa tATFS ail
percent of businesses lament power networks as a main constraint to running their enterprise.
Also transport networks are very much cosged, primarily in big cities, and roads are unsafe
throughout MENA due to traffic and poor qualityn Cairo, theaverage speed of vehicles is as
low as9 km/hand casualties are many.i$ estimated that the total economic and social cost of
congestion is about 5 percent of GD®so,MENA countries will havi® create40 million new
jobsin the next ten year$o meet the fast growing labor force. This will require sustaining the
economic growth at around 7 percent per year over a long peridds cannot be achieved
without significant investments in infrastcture.

23. In this regard, PubliPrivate Partnerships can help bridge the investment gap in
infrastructure, improve quality in the delivery of services and poteninnovative business
models. Mr. Larbi noted that rivate investments in infrastructure iMENA have grown
significantly since 1994, albeit at a lower rate than in other regions. The annual volume of
infrastructure projects financed in MENA is estimated to have grown from US$25 billion in 2007
to US$27 billion in 2008, before sharply declinim@009 to US$6 billion due the global financial
crisis. However, there are some considerable challenges for MENA in movimdrés¢ructure
agenda forward asstructural issues persist. While infrastructure investment needs are
estimated at 9 percent 06DP, the cost of subsidies in MENA is estimated at 7 percent of GDP.
Gradually phasingut subsidies with the introduction of social safety nets, more effective in
reaching the vulnerable, could significantly reduce these losses and create space fosedcrea
infrastructure investment.

24.  Robust and transparent legal and regulatory frameworks will be necessary to deliver the
policy goals and new institutions will need to be established and thepacity to implement
these policies will need to be strerwned The current financial crisis is posing challenges for
investments and financingHowever, ithas not so far significantly impacted investments in
infrastructure, andcan representain opportunity for a newvave of infrastructure reform. This
Gonference can serve as an excellent opportunity for all infrastructure stakeholgignsblic
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officials, regulators, service providers, civil society organizations and the private gettor
exchange views, ideas, experiences and information.

Session € Introduction

Paul Noumba Um introduced the objectives of the Conference, followed by Jose Luis
Guasch,Senior Advisor at the World Bank and Head of the PPP Global Expert Wieam
delivered a keynote address on the impmoite of infrastructure and the crucial role of
regulation for economic growth and poverty reduction, setting the ground for the discussions of
Day I.

25.  Paul Noumba Unretraced the process that had led to the organization of the MENA
Regional Conference on Infrastructure Reform and Regulatickmman He mentioned that

the World Bank had commissioned in January 2009 the preparation of a backgepor to
analyzethe maininfrastructure develpment trends in MENA, reform progress and challenges,
and options for the @sblishment of a MENA regionabfam of infrastructure regulation. Mr.
Noumba then outlined the objectives of the dhference: (i) to take stock of recent
devebpments in infrastructure reforms in MENA countries and discuss how to take the agenda
forward; and (ii) dicuss the role that a regionabfam of infrastructure regulators can play.

26. On the first day he indicated thatdiscussions would be broad, irdving all
infrastructure stakeholders, focusing on broad infrastructure issues and challenges. On the
second day, the focus would be more specific, on how to improve cooperation among
regulators, and how a regional muftedoral infrastructure Brum could help to take the
infrastructure agenda forward in MENS&pecific options would be presented, in light of other
regional experiences.

27. Jose Luis Guascivas keynote speakeand his presentation on the importance of
infrastructure development and regulath for economic growth and poverty reduction in
MENA setthe grounds for the discussions oap1.¢ KS LINB &Sy Gl A2y F20dzaSF
approach to infrastructure development and reform, the impact of the financial crisis on
infrastructure investmentsand the way forward for a successfofrastructure agendaToday
governments around the world are aware of thagnificant investment needgor the
improvement of the quality and coverage of their infrastructure services and of the urgency of
implementing appropriate reform measures towards this objectivBifferently from the
financial crisis of the 1990s where infrastructure investments were halved, this time
governments have not reacted by significantly cutting investments in infrastructure, in fact
many have increased such investments.
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28. In some countries like China, Indonesia and India, the crisis has had a limited impact.
However, impacts have varied across regions and income groups. -opgele income

countries were the worst hit in terms ohvestment commitments to private infrastructure

projects and projects reachirfqancial closure in the last quarter of 2008, although recovering

in the first quarter of 2009. In MENA projects have been delayed as a result of the crisis. The
crisishasradzft 0 SR AY |y AYONBI asS xgrcradk énfanging frofectQ & NP f
Thecrisis, however, has opened new opportunities for infrastructure reform. It was stressed

how moving forward on the infrastructure agenda will require the interplayttoke key

elements: (i) vision (i) knowledge and (iii)resources

29.  When reforming their infrastructure sectors, governments should never lose gighe
ultimate objective ofthe reform: to improve sector/service performancandto the benefit d

citizens and businesses. Sector performance is driven by clear sectoral policies, investments
(public and through PPPs) and good regulatibmwas stressed how well designed PPPs can lead

to significant gains, in terms of efficiency, welfare, financamgl fiscal spaceThis requires
careful planning governmentcapacity, proceduresgnowledge,oversight and to attract the

private sector, regulation, transparency and wahuctured and defined conflict resolution
systems.

Session I} Infrastructurein the MENA Regiornfhe Present State ofl&y

This sessionwas moderated by Paul Noumba Um and included two presentations
Nicholas Morris and Rosalind Carey, Director and Associate Director at IPA Energy + Water
Economics, presented the findings thie Background Study the Regional Conference on
Infrastructure Reform and Regulatidiollowed by an open discussion.

30. Nicholas Morrisprovided an oveview of current infrastructurestocks in the MENA
region In the last decade the MENA region h&gerienced considerable economic growth,
with an increase in GDP of around 60 percent. This compares well with other world regions
such as the Euro Zone, Latin America and-Safiaran Africa, but is lower than growth levels in
EastAsia and South Asia. Ate same time, MENA population has grown by 20 percent, faster
than in all world regions with the exception of S8bharan AfricaConsequently, demand for
infrastructure servicehas seen a sharp rise, putting pressure on existing networks.

31. International experience shows that infrastructure investment is crucial to support
economic growth, poverty reduction and competitiveness. In MEMNAp@rcent of GDP have
been dedicated to infrastructure investments in the last decades. Total public investments
represent 2025 percent of GDP, more than in Latin America, Europe and Central Asia, but
lower than Southand EastAsia. Despite these significant investments, studies have shown that
the growth impactof investments in infrastructurdas been lower in MEM than elsewhere.
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This may be due to lagging institutional reforms and inefficient policies, such as strong
subsidization of endise tariffs

32. Today, most countries in MENA have reached universal access to infrastructures
services, but are struggling tcope with increased demanahd are facing a growing quality
gap Telecommunications is probably the most developed of infrastructure sectors in MENA
and the use of internet and mobile cellular technology has increased significantly in recent
years, althaigh with significant variation across countries. In thlectricity sectorinstalled
generation capacity falls short of regional needs by as much as 20 pehd&ter is a
particularly scarce resource in MENA, but water losses are high and the collectibn a
treatment of wastewater is insufficient, withthe consequent risk of contaminating
underground sources. Road networks are extensive butasrusedasthe primary transport
mode. { dzZOK A Y TN} &0 NUzOG dzNBE 3l LJA KA Y RS NhdihisgayNS I A 2y
worsen in the future unless concrete action is taken. Investment requirements are substantial
and are likely to require increased privagector finance, more effective public spending and
the implementation ofinfrastructure sector reforms.

33. Rosalind Careyresented a picture of the infrastructure reform progress to date in
MENA countries. Traditionally, infrastructure sectors have bebaracterized by state
ownership and control. However, while the objective of accessibility has begelyamet,
public funds are facing competing pressures, and governments are seeking more efficient
models of service delivery. Three areas of changes are common to infrastructure reforms
around the world: a clear set of policy objectives, the reorganizatibservice delivery and
transparent regulatory controldMENA governmentsecognize the importance of infrastructure

for development and growthbut infrastructure sectors have progressed on the reform path at

a varying pace

34. The telecommunicationsector has led the way, making the most progress. Capacity
shortages are generally the key driver to electricity reforms. Water and wastewater reforms
have been relatively limited, while in the transport sector reform progress has been mostly
achieved in mports and ports. MENA governments have generally identified broad policy
objectives and the need for new infrastructure, but it is not always clear how the stated
objectives are to be achieved, public consultation is limited and objectives are not always
aligned. Legislation has been passed setting new legal and regulatory frameworkthirfso

of MENA countries have established a telecommunications regulator andthode an
electricity regulator. Implementation of reform is however generally slow,@a®&igments are
NBf dzOUlyd G2 NBfAYIldzAaK O2yGNRBEf® !''a | NBadz (=
infrastructure operators remain publicly owned, although there have been some initial steps to
commercialize incumbents. Unbundling policies bheing pursued and decentralization (in the

20



water sector), but in many cases competition in the market remains limited, with the exception
of the telecommunications sector. Privasector participation has been relatively slow to gain
momentum and tends tdoe in discrete areas (construction and maintenance contracts, O&M,
Greenfield projects, concessions, etc.). In many cases the-agtated incumbent remains
dominant. In general, much of the PSP has occurred in GCC countries.

Figure 3¢ Project Financednfrastructure Projects, MENA, by Sector
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Figure4 ¢ Project Financed Infrastructure Projects, GCC Countries
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35.  Structural reforms remain very much needed as there is a consistesdlignment
betweencosts and tariffsdue to high subsidies across countries and sectors. Generally, pricing
powers are retained by governmerind used as an instrument of social polidyls. Carey
concluded by introducing some of the infrastructure challenges in MENA, which would be the
topic of the next session.

Session lIg What are the Key Infrastructure Challenges in the MENA Region

This session was moderated bYalid Abdelwahab, Director of the Infrastructure
Department at the Islamic Development Baakd included three presentations: lan Benfield,
Associate Director at IPA Energy + Wd&eonomics, addressed the issues of strengthening the
policy, legal and mulatory frameworks for infrastructure development; Moazzam Mekan,
Regional Manager of IFC Advisory Services for MEN&ressed the topic of mobilizing
increased private sector; and\braham Akkawi, Head of Infrastructure and PRd&visory
Services at Ernst & Young Middle East, analyzed the challenge of developing the financial and
capital market toraise adequate levels of infrastructure financing. An open discussion followed.

36. lan Benfietl addressed the issu®f strengtheningthe policy, legal and regulatory
frameworks for infrastructure developmenfs aforementioned, governments need a vision, a
clear set of policy objectives, when developing their infrastructure agendas and reforms.
Creating a policynaking environment is drcal towards this goal. This involvgathering data

and listening to stakeholders in order to understand an issue; addressing the emerging issues in
infrastructure, such as security of supply, affordability, efficiency, public expenditure priorities
and resource conservation; acting with fairness and balance; and, building understanding and
trust. Trust is critical for investors given long term life of assets and need to build a track record.
People must be involved in policy processes and be shown hevpribblems they are facing

are being addressed. The role of governments is to facilitatd coeordinate, setting the
framework for delivery and provide the monitoring and control/regulatory mechanidregal

and regulatory frameworks must set out the roles of players and the broad rules of the rame.
MENA there are some good examples, however in many cases policy, regulation and service
delivery functions remain in the hands of the state, transpardadynited as published policies

are rare and a levadlaying field has not been created.

37. Moazzam Meka® gresentation was focused on the challenge of mobilizing increased
private sector participation in infrastructure in MENA. Infrastructure in enmgrgnarkets is
often subject to a cycle of underinvestment, whereby the current outdated and unreliable
infrastructure hinders economic growth, which in turn limits employment opportunities, lowers
individual and government incomeThis reduces invetment funds availability, which
discouragegprivate investment and results in a further deterioration of existing infrastructure.
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International experience shows that PubRcivate Partnerships for infrastructure investments

provide better efficiency, an optimalllocation of risk, resulting in better value for money, as

well as additional fiscal spacelowever, theircontracting burden is high and transaction costs

are significant and, if not well designed can lead to failure. PPPs require a delicate bal&ncing o
A20SNYYSyGQa 206 2SO0ifinadéng Sourdey and BusiredsDEportaniBiskS NS 4 G =
transfer lies at the heart of effective PPP desigisks should be borne by the party that

controls them as that party can bear sucatsks at the least cosRisks that are not mitigated

are borne by the consumer, through higher tariffs.

38. A successful PPP neddter aliaeconomic viability, government support and capacity,
strong regulation, good governance and a flexible structure. In MENA, infrastructure
investments and especially private commitments remain low compared to other world regions
(private capital is aroun@6.5 billion/yr). The main challenges to increased PSP are the political
instability and lack of transparency, an unwillingness or inability to pay commercial rates for
public infrastructure services, a traditionally dominant public sector, wudelopedcapital
markets and weak investment climate. Thus, a more enabling environment for PPPs needs to be
developed. Some important reforms are underway to improve the business environment, but in
varying measure across countries. When political support fosRRBts, it is not always backed
with implementation capacity and concrete actions. It is estimated that the world will require
$4.1 trillion in infrastructure investments between now and 2030, of which 2.1 percent in
MENA. The financial crisis presentgidnificant challenges to both new and existing PPPs, in
terms of liquidity constraints. But PPPs are set to remain center stage.

39.  Abraham Akkawhighlighted the need for increased infrastructure investment in MENA,
the challenges infrastructure sectoase facing today, and the need to respond to the increased
pressures of economic and population growth. He then identified the main challenges to
infrastructure financing the current credit shortage (which may however be temporatke

scale of investmet requires a large pool of investors) MENAnational PPPs have lited
history for lender comfort;countries have different risk profileslegal ad regulatory
frameworks areoften not adequately developedr. Akkawi stressed hoWwPPs can increase
competition leading to better price for services, ensure certainty of price, delivery and service
levels, optimally allocate risk, etc.

40. In terms of financing, investment banks are currently facing an issue of cash shortage
and the longterm nature of infastructure investment is an issue. Pension funds face
limitations in terms of direct investment, infrastructure funds are struggling to raise cash. Public
involvement has increased as well as the role of development funds. Sovereign wealth funds
have tradtionally had a preference for commodity investments and investments abroad, but
the crisis offers new opportunities for infrastructure investments in MENA. On the demand
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side, legal and regulatory frameworks should be strengthened to attract greaterteriva
finance. Governments should identify good projects and market them proactively, while
developing their institutional capacity to broker and close deals.

Session ¥ Moving the Infrastructure Agenda Forward

Thissessiorwasmoderatedby HishamKhatilh Honorary ViceChair at theWorld Energy
Council,and included two presentation§ilvia Parientddavid, $nior Energy Specialist at the
World Bank delivered a presentation on the benefits of enhanced regional integration and the
case of the energy sector, while MohamedSEbki, Professor at the University of Cairo,
addressedhe issue of building the institutiohaapacity in the MENA region. An open discussion
followed.

41. Silvia ParienteDavid focused on the benefits of regional infrastructure integration,
presenting the case of energy markets. Regional infrastructure projects are important as they
maximize economies of scal@ptimize the use of resources, facilitate trade, improve
institutional capacity, ath spur economic developmenthe integration of energy markets can
serve to enhance energy security, improve export potential from natural resources, optimize
the use of infrastructure and dispatch of power plantsaximize economies of scale, facilitate
the development of world class power plants, generate a better framework for market
competition, etc. Regional integration also allows fdrigher penetration of renewable energy

This is particularly relevant to the MENA region, given its very rich reslevesnergy resource
base.

42.  The creation of regulatory agencies that cooperate across countries is a prerequisite to
successful integration. Sharing an advanced regulatory culture facilitates trade and regional
market integration.Stable, fair, cost féective and performance based regulation leads to much
lower investment risks, therefore lowering cost of financing, paving the way to increased
private sector involvement. However, the preparation of regional infrastructure projects is
lengthy and coordiation among participating countries not always easy. Thus, closer
cooperation among regulators and other stakeholders across borders is critical to better
overcome these challenges.

43. Mohamed EISobkiaddressed the issue of building the institutionapacity presenting

the case of electricity sector reform in Egypt. The Egyptian energy market is confronted with a
series of challenges such as high energy demand growth, limited finance and captive markets. It
is estimated that energy needs will rise framrrent levels of around 60 million toe to over 120
million toe in 2020. In order to achieve this objective strong investments are required and
reforms to attract finance and consolidate the switch to mar&eented principles. Mr. El

Sobki then retracedhe history of the energy sector, the reforms initiated in recent years and
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the attempt to create an energy market in Egypt. In the generation sector IPPs have been
introduced, but can only sell to the national grid. Mr-S8lbki highlighted the strong pential

of wind and solar energy in Egypt and stressed the support of the government to the
development of renewable energy, as per the provisions of the new electricity law.

Day 2¢ Tuesday December 8, 200

Session } Introduction and Objectives

After a briefintroduction of the objectives dhe second day of the conference by Paul
Noumba Um, Pippo Ran€rtigosa Professorat Universita Cattolicaof Milan, delivereda
keynote address on how improved regulatory cooperation can serve to overcome infrastructure
challenges.

44. Paul Noumba Umopened the second day of the MENA Regional Conference on
Infrastructure Reform and Regulation welcoming back participants ancbduting the
objectives of this second part of the discussions. Whereas the first day had been dedicated to
discussions among all infrastructure stakeholders on broad infrastructure issues and emerging
challenges in the MENA region, the second day wouldenspecifically involve regulators in a
discussion on regulatory cooperation to overcome infrastructure challenges and optiorefor t
establishment of a regionabFum of infrastructure regulators.

45.  Pippo Ranciwas keynote speaker and his presentation how better cooperation
among regulators can serve to overcome infrastructure challenges served to set the grounds of
the discussions of the second day. Mr. Ranentioned the experience of the Italian electricity
regulator in opening his keynote addeedn a context of statewned monopolies a regulator
authority has the key task of rebalancing the market in favor of consurnasscannot expect

that a monopolist to be both efficient and profitable, while guaranteeing the general interest,
unless thereis a regulator setting rules and quality standard€glr. Ranci retraced the
cooperative experience of EuropedRegulators in the creation of the Council of European
Energy Regulators (CEER).

46. Most EuropeanEnergy Rgulators were created between 1995 car2005. European
Regulators valued the exchange of experiences and views across borders from their very first
years of operation. This could be especially beneficial to build capacity and solve common
challenges. Informal cooperation among regulators from lItaly, Spain amwtudal, who
established contacts with the existing British and Nordic regulators were initiated in 1997. This
led to the establishment of the CEER in 2000, as a result of a beipocooperative process. In
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2003, the European Commission in order to creatéirect link and space of dialogue with
regulators established a consultative body caledzNR LISy wS3dzf | 4§ 2 NEQ DN dz
Gas (ERGEGpp-down approach). Building on these important processes, the EU recently
established the Agency for ¢hCooperation of Energy Regulators (ACER), which will begin
operation in 2010. Mr. Ranci closed his presentation with some key lessons from his experience

as a regulator, including the importance regulatory cooperation, building human and social
capital arl operating transparently and in consultation to build consensus.

Session |} Listening to the Regulators: Realities and Challenges

Thissessionwvas moderated bysamia Melhem, éhior Operations Officer at the World
Bank,and included twopresentatiors: Hassan NouhaAssistantDirector of Public Cooperative
Il OGA2Y YR 5SfS3FGSR {SNPAOSa 2F az2NR002Qa a
challenges of regulation in the water sector, urban transport and other utjlitesl,
Mohammed Abdelouahab Yacef, Director of the Algerian Electricity and Gas Commission, talked
about the experience of regulation in the power sector.

47. Hassan Nouhagresented the regulatory framework in place in Morocco in the areas of
public utilities (eletricity, water and wastewater) and urban transport. The management model
for the distribution of public services and transport services is competence of local
governments in Morocco. Regulation is by contract, whereby various committees of control are
established at the local and national level. The main challenges for regulation are the following:
multiple oversight entities and market players; unclear separation of regulatory functions from
sectoral policy; imbalanced position of market players; inseffiicregulation in certain sectors
(such as urban transport); insufficient monitoring and evaluation mechanisms; lacking yardstick
regulation; heterogeneous tariff systems, based on social considerations rather than cost
recovery.

48. Mohammed Abdeloualab Yacefpresentedthe state of regulation and reform in the
energy sector (electricity and gas) in Algeria. Mr. Yacef provided an overview of the key points
and implementation of law energy sector reform law-022001. This reform called fahe
unbundling of the sector and restructuring of SONELGWA, a view ofending itshistorical
monopoly over the sector, and created CREG, the Regulatory Commission for Energy and Gas.
The Commission was established in 2005 with the main function of canveolthe provision of
public services and ensuring the compliance of market players with the laws and regulations of
the markets of electricity and gad.he implementation of the energy sector reform has
however been slow, and remains to date incomplédtethis transition period, CREG reinforced

its procedures for cooperation with public entities and information exchange with operators,
while gradually initiating to exercise its regulatory functions.
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Session Ilf Other Regional Cooperation InitiativesExperiences Worldwide

This session was moderated Bgse Luis Guasdnd included three presentations
Katharina Gassner, Senior Economist at the World Bank, and Nima Hesclumat, J
Professional Associate at the World Bank, presented the experience of regulatory cooperation
within the framework of the Easgisia and Pacific Infrastructure Regulatory Fgrdmad
bS2RIGAST [/ 2YYAaaA2ySN 6A0GK W20 cA® df the AR G NA O/
Electricity Regulatory Forum (AER&)d, Khaldon Khashman, Secretary General of the Arab
Countries Water Utilities Association (ACWUA), presented the experience of cooperation among
Arab water utilities. This was followed by an opliscussion.

49. Katharina Gassnepresented the experience of the Ea&sia and Pacific Infrastructure
Regulator Forum (EAPIRF). Tleur was established in 2003 with the initial support of the
World Bank and PPIAF and later AusAiDthe first phasethe establishment of an interim
secretariat proved essential for the success of the Fortsrobjectives are to (iPromote the
exchange of information and sharing of experience in infrastructure regutatod to (ii)
Facilitate the development dfraining and capacity building opportunities for infrastructure
regulators Today the Forum has 50 members from the EAP region, covering all infrastructure
sectors.The Brum holds annual general meetings providing an opportunity for -fackce
meetingsof member representativeRegulators candidly discuss national experiences, reform
developments, successes and failures. The active participation of more and less advanced
members leads to a genuine knowledge exchange. During the amneeting, knowledge
workshops are organized for higével infrastructure regulators on advanced regulatory
themes and topics, while core and advanced training is offered for bothlewa and
experienced staffBetween members, regulatory staff has the opportunity to iaier with

peers through a virtual collaborative platfornNima Heschmatpresented the features of
9!t LwCQa AYUGSNIOUOAPS $S0aAiAiSE 6KAOK Ad LINROJAY

50. Imad Nejdawipresentedthe experience of the Arab Electricity Regulator Forum (AERF
and cooperation among regutars in the power sector. ThisFum was set up in 2002 with the
objective of promoting and increasing the exchange of information, view, experiences and best
practices among Arab eliity regulators. So far theZFNHdg¥6Members have adopted a
constitution and meet annually. An action plan is being prepared and the development of
working groups.

51. Khaldon Khashmarpresented the experience of the Arab Countries Water Utilities
Association (ACWUA) founded in 2006 to fostex exchange of knowledge and experiences
among water utilities. Its objective is to disseminate best practices and promote common
technical and managerial standards across water and wastewater utilities and country borders.
To effectively disseminate bepractices, the organization has put in place 6 technical working
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groups on specific issues and themes (Utility Management, Water Resource Management,
Utility Reform, Capacity Building & Training, Water & Health, Benchmarking) and organizes
regional trainng events. Through the working groups and training events, ACWUA aspires to
become a center of excellence for best practices in water and wastewater services in Arab
countries.

Session ¥ Options forthe MENAForum of Infrastructure Regulators

This session was moderated by Paul Noumba doh included one presentation on
options for the establishment of a regional Forum of infrastructure regulamdreh was
deliveredby Rosalind Carey. working group was nominted by participants to draft thdinal
resdution to the Conference. Mohad EiSobki presented the content of the final resolution to
the broad Conference audience. Closing remarks were delivered by Paul Noumba Um.

52. Rosalind Careypresented different optiondor the creation of a regionaldfum of
infrastructure regulatorsn MENA The report finds that there is a cas® the establishment of

such a Brum in the MENA regiorSuch a Forumvould serve as a very valuable platform foe
exchange of information and experiences among regulators, problem solving, developing best
practice for the region, and capacity building. This increased interchange could lead to a series
of beneficial outcomes, such as the acceleration of the refgmocess, the adoption of
common norms and standards leading to more harmonized regulatory frameworks, the
development of common PSP models, closer trade links and regional integration. The session
then focused on the varying options fdrd establishment ba regional Brum of infrastructure
regulators in MENA, in terms of scope, membership, activities, structure, constitution and
organization, fees and fundingThe discussion was very interactive, as participants
brainstormed and provided candid feedback the options presented. The following is a
summary of the main points discussed:

Scope

53.  The first point addressedoncernedthe scope of the Forum, i.e. which sectors it would
involve. The following questions were raised@hould the proposed Forum endwe all
infrastructure sectors and act as complementary to other existing organizations/networks
promoting regulatory cooperatior(such as AERF and AREGNET), or should it concentrate
primarily on those sectors in which such networks of cooperation have ysbtdeveloped
(water, gas, transport)? If open to all infrastructure sectors, what should be its level of focus in
order to bring value to all participants? In this regard, three options were proposed: i. the
Forum would focus omrosssector strategic sues; ii. the Forum would focus on regulatory
issues with crossectoral applicability; iii. the &rum would focus on sectespecific issues,
through working groups.

28



54. Participants agreed that the Forum should be open to representatives from all
infrastructure sectors and act in a manner that is complementary to other existing
organizations. The focus of the Forum should be relevant to all sectors involved and it was
recagnized that this was not an easy outcome due to the specificity of each sector. However,
participants acknowledged thahe participation of representatives from different sectors at
different stages in the implementation of reforms would bring value te tliscussions and
experience of information sharing. Thus the Forum would need to balance a-sgossal

focus and sectespecific activities.

Membership

55. Discussions then addressed the issue of membership in terms of countries and type of
organizatim. Among the main questions raised were the followitgya broad regional focus
appropriate for the Forum, embracing organizations fromcaiuntries in the MENA region? Or
would a subregional approach be more appropriate (Maghreb, Mashreq, GCC). Aiad type

of organizations should be involved? Should membership be open to only organizations with
regulatory functions, or should it be broader to involve other infrastructure stakeholders? What
solutions can be found to encourage broad stakeholder diad@gu

56. Participants agred that the Forum should have a broad regional focus and that
membership should be open to organizations from all countries in the MENA region. The
discussion focused on whether membership should be limited to regulators or orgjaniga
exercising regulatory functions, or whether it should be open to a broader group of
infrastructure stakeholders (service providepsivate sector, etc.). Participants acknowledged
the value of open dialogue and transparency and recognized the wailuthe Regional
Conference on Infrastructure Reform and Regulation in promoting such dialogue among
stakeholders. It was proposed that, in line with the obreetof establishing a regionabfeim of
infrastructure regulators, membership would be limited doganizations exercising regulatory
functions. The Forum would promote broader dialogue between stakeholders, but participants
agreed that the discussion on possible formal solutions toward this objective were premature
at this stage.

Activities

57. A suwey of potential activities and their incidence withimther mult-sectoral regional
forums of regulators was presenteddmong the main activities of other forums are the
following: i. organization of meetings and events among members; ii. preparation and
distribution of informative material for members and other stakeholders; iii. capdnitiging

for professional staff; ivbest practice law, procedure and rules; v. public announcements; vi.
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forum newsletter vii. datacollectionfor benchmarking; viii. preparation of technical studies;
and, ix. FAQAd hocadvice on specific questions.

58.  Participants agreed that a ftfledged discussion on what would be the specific activities
of the Forum was premature at this stage. Howegatticipants agreed on the fact that the
primary focus of the Forum should be to create a platform for the exchange of information and
experiences among regulators, through musiictoral meetings, as well as capacity building
activities.

Structure

59. Five options were presented as possible structures for the new Forum, ranging from
more complex ones including a general forum focusing on est®ral strategic issues,
sectoral groups for those sectors in which there is currently no existing networkwatgr,

gas, transport, etc.), mutsector working groups and sectepecific working groups to simpler
versions including just the general forum and seepecific working groups.

60. Participants agreed that the discussion on what structure the newifowould have

was somewhat premature, however preference was expressed for the simpler options,
involving (i) a general forum focusg on the strategic crossector issues and where
participants could benefit from the exchange of experiences across seasowell as (ii) strong
sectorspecific working groups, in which regulators from each sector could benefit from the
exchange of experiences across borders as well as cajpadidyng activities.

Figure 5: Structure Option for a Regional Regulatory Forum

Telecoms Electricity Gas Water & Transport
Wastewater

Constitution and Organization

61. Thediscussion then focused on the constitution and organization of the Forum. Would
the new Forum be voluntary or treatyased? What would be the nature of the organization?
This would of course depend on the scope of activities, but would a technical seatrdta
established? Would staffing involve technical secondments? Would headquarters be
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established and if so where? Would there be an annual gathering, as in the case of other similar
organizations, or wouldheetings be demandriven?

62. Participants greed that many of these issues (such as whether the organization would
hold an annual meeting, etc.) would need to be determined later on, during a constituent
phase. It was agreed that the organization should not subtract resources from its participating
members in terms of staffing and time and that therefore the establishment of a permanent
secretariat would be crucial for the success of the initiative. It was also stressed that a well
developed communication strategy towards the broader stakeholderebasuld be also
critical.

Funding

63. It was stressd how the effectiveness of theoFum would depend on its adequate
funding and that the funding plan of the organization needs to be sustainable in the long term.
Among the potential sources of fundirmguld be annual membership fees, support from host
government, charges for trainingsonferences and publications and support from donor
organizations.

64. Participants agreed that the funding plan for the organization would need to be
sustainable in thdongterm, however it was stressed how many regulators currently operate
on tight budgets and are subject to the membership fees of other organizations they are
currently participating in. It was proposed that the organization secure external funding to
cover the starting costs (establishment phase) and that membership fees would only be
instituted later on to covethe recurring costs, once theFum is up and running and members

are fully benefiting from its activity. The secretariat should be sleek Wigctve, to not
become an excessive burden on the organizations finances. The option of a virtual secretariat
should probably be considered, on the model of what has been done in other similar
organizations (EAPIRF).

Final Resolution

65. Following the discussions on
options forthe Forum, a steering group
was nominatedby participants to drafa

resolution defining a preliminary|
roadmap for the establishment of such
Forum. The group convened to furthe
discuss the options presented and agre
on a conmon text.



66. Mohamed EtSobkipresented the main recommendations of the final resoluttorthe
broader audience of theddferenceas highlighted in the final resolution in Box 1 below

Closing Remarks

67. Paul NoumbaJm closed the tweday @nferencethanking all attendees for their active
participation in the works of the @ference and the very relevant feedback provided towards
the establishment of a regionabfum of infrastructure regulators in MENA. Mr. Noumba Um
expressed his sincere gratitude ter Excellency the Minister of Planninfthe Hashemite
Kingdom of JordanMs. SuhairAlAli, for her supportand participation in theConferenceas
well as tothe Government and the people Jordan for their warm hospitality.
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V.

ConferenceResolution

MENA INFRASTRUCTURE REGULATORY FORUM

Amman, 8 December 2009

Considering the economic, social and environmental benefits that may be fostered and

delivered through enhanced regional integration andoperation at the level of
infrastructurepolicy development, legislative arrangements and regulation

Having discussed and debated in Amman, Jordan on 7 & 8 December of 2009, with the
benefit of contributions from the World Bank, and a number of esteemed international

entities and individual expts

The Conference attendances agree upon the following recommendations:

Invite, through the World Bank, the governments of the MENA countries to the
establishment of an organisation to be known as Mildle East and North Africa
Infrastructure Regulatory Forum(hereafter referred to as the Forum), under the
sponsorship of the World Bank.

The objectives of the Forum shall be to promote the enhancement of cooperation
between MENA countries (full exchange of knowledge, and sKiltg)t the Forum
shall include at least one or more of the following infrastructure services:
Telecommunications, Electricity, Gas, Water and wastewater, Transportation (Urban,
etc).

The Forum will ensure that it acts in a manner that is supportive of and
complementary toother relevant regional organizations

That Membership of the Forum shall be open to all relevant organizations
responsible for regulation (regulators or regulators to be) and that are based in the
MENA states.

The formation of a MENA working group, to peoate with the World Bank for the
establishment of the Forum

That Mr. Paul Noumba Um shall, on behalf of the World Bank and all participants in
the meeting held in Amman on 7 & 8 December of 2009, convey to her Excellency
the Minister of Planning of Jordatheir sincere thanks to the People and
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- Experiences Worldwide

1 The experience of thEastAsia and
Pacific Infrastructure Regulator
Forum (EAPIRF)
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16:40¢ 17:00

17:00
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