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Investment Climate

The investment climate can be defined by three
broad sets of variables:

1. Macroeconomic policies such as fiscal, monetary
and trade policies;

2. Governance and institutions; and
3. Infrastructure.

The business and investment climate is made up of
much more than just the tax rates and fiscal
incentives available to businesses. Other critical
components include:

« Political stability, rule of law, macroeconomic
conditions, perceptions of government, and the
regulatory environment.
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Country risk

« The WB investment climate surveys
find that policy-related risks dominate
the concerns of firms in developing
countries.

Understandmg the

+ Uncertainty about the content and — L Ihves ntas;Chmate
implementation of government policies .z \que

is the number On.e C;OI?CGI’.I?., fOHOVV_ed http://siteresources.worldbank.org/INTKNOW
by macroeconomic instability, arbitrary  LEDGEFORCHANGE/Resources/491519-
regu|ation, and weak protection of 1193429621722 /Understanding_the IC.pdf

A - New data sources about firms provide
property rlghts. insights into helping economies grow
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Box 3 Chart 1
How do firms in developing countries rate various Troubling costs
investment climate constraints? Costs vary widely in level and composition.
WO r | d Early results of the World Bank's Investment Climate (cost as percent of sales)
Surveys cover more than 26,000 firms in 53 countries. 301" S Contract enforcement diffculties
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Irksome delays
Variations within Brazil can be considerable.
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business on a 5-point scale, from "no obstacle” to "severe obstacle.”
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Source: World Bank Investment Climate Surveys.
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Factors affecting foreign direct investment

https://www.economicshelp.org/blog/15736/economics/factors-that-affect-foreign-direct-investment-fdi/

» Wage rates

» Labour skills

» Tax rates

» Transport and infrastructure

* Size of economy / potential for growth

* Political stability / property rights

+ Commodities

* Exchange rate

« Clustering effects (‘agglomeration effect’)
» Access to free trade areas
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Country rankings
(Forbes)
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Transparency International

The mOSt |mp0rta n-t TRANSPARENCY  LOME  WHOWEARE~ WHATWEDO~  GETINVOLVED ~  NEWS~  DONATE
facltgrs I|n es_tabllshlntgtﬁ : INIEENATIONAL

olitical environmen a
gupports a strong CORRUPTION PERCEPTIONS INDEX 2016
business and investment
climate are:

1. Security

2. Protection and
guarantee of foreign
investor rights

Legislative stability
Transparency

Freedom from
corruption

Good governance

26/10/2017

Rank: 176 /176 ]
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Ranking of countries (Indonesia #84)

www.heritage.org/index/country/indonesia, 2017 Index of economic freedom

« Indonesia’s reform-minded government has undertaken some necessary
structural adjustments with a focus on stamping out corruption, better
managing public finance, and improving the business environment. Fuel
subsidies have been cut dramatically in an effort to narrow fiscal deficits. The
administration has also moved to dismantle some of the barriers that had
been imposed on foreign investment.

Despite this progress, however, lingering institutional shortcomings continue
to undercut momentum for more dynamic economic development. In the
absence of a well-functioning legal and regulatory framework, lack of
transparency remains a serious impediment to the emergence of a more
dynamic private sector. The state’s presence in the economy remains
extensive through state-owned enterprises.
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Indonesia

ECONOMIC FREEDOM SCORE . . . .
+ www.heritage.org/index/country/indonesia,
2017 Index of economic freedom
61.9

- + www.heritage.org/index/about

Q.3. How do you e ic fr ?

REGIONAL AVERAGE WORLD AVERAGE N . . " "

(ASIA-PACIFIC REGION) We measure economic freedom based on 12 quantitative and qualitative factors,
grouped into four broad categories, or pillars, of economic freedom:

NOTABLE SUCCESSES: CONCERNS: OVERALL SCORE CHANGE - - . . - -
Trade Freedom and Rule of Law, Investment Freedom, SINCE 2013: . Rule of Law (property rights, government integrity, judicial effectiveness)
- 2= en

Monatan: Stahility Sy
FREEDOM TREND QUICK FACTS . Government Size (government spending, tax burden, fiscal health)
. Regulatory Efficiency (business freedom, labor freedom, monetary

S

POPULATION: UNEMPLOYMENT: freedom)

2551 million 5.8%

GDP (PPP): INFLATION (CPI):

$2.8 trillion %

4.8% growthin 2015 . o -

s,yea?cofmp;znd FDI INFLOW: Each of the twelve economic freedoms within these categories is graded on a
$15.5 billion

I growth 5.5% , s . .

126 por capita PUBLIC DEET: scale of O to 100. A country’s overall score is derived by averaging these twelve

273 GRG0 economic freedoms, with equal weight being given to each. More information on

4. Open Markets (trade freedom, investment freedom, financial freedom)

the grading and methodology can be found in the appendix.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
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Investment Climate, Growth & Poverty

(Berlin Workshop Series 2005, IBRD / World Bank, Kochendorfer & Pleskovic Eds.)

* Policy areas related to IC cover a broad field. Categories:

» Economic and political stability, security of property rights, contract
enforcement, crime, threats of govt expropriation

Regulation and taxation

Finance and infrastructure, incl. scope and quality of services to firms,
incl. IC of providers of financial and infrastructure services.

» Workers and labour markets (skills, job market regulation....)

« Formal laws & policies is not all: guality of governance affects
firms’ investment decisions. Also:
+ Rent-seeking, corruption, patron-clientelism, capture
- Policy credibility (do firms feel confident about relying on a govt policy?)
» Public trust & legitimacy when implementing reform

» Govt capacity (resources, expertise; do policies take into account capacity
constraints?)
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