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Introduction

Business Perspective of FDI Impediments
within APEC

A recent study by the University of Southern California’s
Marshall School of Business, undertaken at the request of
APEC’s Business Advisory Council, identified a more
comprehensive set of impediments and deal-killing pain
points to Foreign Direct Investment in APEC than those on
which policymakers traditionally focus. By conducting
extensive secondary research and interviewing nearly 300
executives in all 21 APEC economies, the researchers
captured the voice of business within APEC. Because
businesses don’t look at FDI the same way policymakers do,
it follows that policymakers should examine FDI issues
utilizing a framework that stems from the actual process that
business entities undertake.

Stop fighting the last war

Traditional models of analyzing impediments to Foreign
Direct Investment are from a policymaker perspective and
thus pay much greater attention to “at the border”
restrictions. Because it turns out that the most pernicious
impediments are in fact “behind the border,” this is the
wrong way to think about policy solutions. Because of the
ever-increasing speed with which the world now moves and
business decisions must now be undertaken, it is imperative
that future FDI policy be forward looking, and constructed
utilizing a similar viewpoint as businesses themselves utilize.
Businesses look to the future and see an ever increasingly
connected world driven by technology —a more and more
interdependent web of activities in which they, by necessity,
must push supply chains and talent to multi-locational
operations. This rapidly changing environment of
internationalized business compels firms to rethink their
portfolio of activities and seek multi-locational landing spots
that ideally enhance but at the very least cause minimal
disruption to the flow of their necessary business activities.
In order for individual economies and APEC as a whole to
keep up, FDI policy must be more futuristic. The world is
moving too fast for making policy based on today’s or
yesterday’s realities. This will only lead to an economy or
entire region of economies being left behind.

Consistency, predictability, and stability are
critical

Because of the extent to which uncertainty frustrates
business planning and disrupts operations, those
impediments whose resolution would be most impactful are
those having to do with consistency, predictability and
stability. Although specific areas needing focus vary by
economy, across APEC and in individual economies
impediments related to these three issues were the most
troublesome to business leaders. This can range from

infrastructure uncertainties in Indonesia, to the Byzantine
and incomprehensible tax code faced in the United States,
to, as has been starkly illustrated in recent weeks in Thailand,
political instability.

The FDI challenge is more than just at the
border

While USC’s researchers expected to hear tales of
businesses’ struggles with traditional notions of “at the
border” barriers, this was not the case. Field research
indicated that weakening or removal of these barriers is a
necessary but not sufficient condition for attraction of
greater FDI flows and the increased revenues and prosperity
they bring. There is, both APEC-wide and within each
economy, a whole other set of investment conditions which
must be amenable or at least not obstructive in order for an
economy to reap the benefits of increased FDI. In military
parlance, a “mission critical list” is a list of those components
on any large asset (ship, aircraft, etc.) without which the
asset cannot be utilized or deployed. These items can be
thought of as those which prevent the take-off or launch of
that asset. With respect to impediments or enhancers to
FDI, USC’s researchers encourage APEC and its’ member
economies to consider which items are “mission critical”
given economy’s ability to truly take off and launch its
people to the next level of prosperity.

toa

APEC economies lead and lag the world

The report’s findings, confirmed by previous World Bank
data, also found a bipolar aspect to APEC’s performance
when it comes to FDI flows and liberalization: it both leads
and lags the world. For instance, economies such as
Singapore, Hong Kong and New Zealand lead not just APEC
but the world with respect to FDI openness and deliberate
efforts to maintain and enhance this attractive environment.
Sadly, economies that truly need FDI the most, such as
Papua New Guinea, the Philippines, or Indonesia, lag not just
APEC but the world in terms of ease of committing and
executing on FDI. These and other economies like them,
whose citizens would benefit from greater FDI flows far more
than the average citizen of Singapore would, have also often
exhibited more recalcitrant tendencies regarding failure or
slowness to liberalize, or reversing course in some areas
without warning. This is not to say that even so-called star
performers don’t have issues that need attention or room to
improve and realize even greater FDI benefits. USC’s
research uncovered interesting impediments and enhancers
in each economy, some of which is detailed in this
condensed report. Readers are encouraged to further
explore the full report at

http://classic.marshall.usc.edu/assets/159/25803.pdf
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Did You Know?

APEC Leads And Lags The World

World Ranking of Foreign Ownership And Contro
Restrictions =

1: Top 20% in 5: Bottom 20% in
world world

Previously Unstudied Impediments Are Significant
Business Impact of Inconsistency Across Levels Of Government

>

1: Minor Impact 5: Prohibitive
Impact
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APEC Trends in the 215t Century

Non-US APEC members are increasing influence

The graphs below show the percentage of APEC’s inward FDI flow attributed to each economy for the years 2000, 2005, and
2012. Some economies, notably the United States, Canada, and Mexico, make up less of the overall share of APEC’s inward FDI
flows now than they did in 2000. Most notably, the United States’ percentage of APEC’s inward FDI flows was 54.94% in 2000,
and only 24.04% in 2012. In general, APEC’s inward FDI flows have become more evenly distributed across economies.
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Some of the surprises encountered in overall FDI flow data can be explained by examining more fine grained sectorial data. For
example, the decline in the US overall FDI flow can be largely explained by the Global Financial Crisis. Lack of detailed FDI
statistics reported in standardized fashion by all economies presented a barrier to performing an in-depth analysis of these FDI
flows, such as those in the US, Singapore, Canada, Chile, and Japan since 2006.

Surprising Trends
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Data Challenges And Opportunities

Challenges

While there is high-quality data available for general FDI
flows and stocks by economy, there is also a lack of high-
quality sectorial and intra-economy FDI data. Any sectorial or
intra-economy analysis was done only on the data available.

More alarmingly, FDI data may be tainted due to high FDI
flows into and out of tax haven economies and intermediary
economies. An illustrative example of this is the United
States, whose outward FDI flow to tax haven economies in
2012 was nearly 50% of its total outward FDI flow (calculated
from data provided by the United States Bureau of Economic
Analysis). The FDI flows into and out of these tax haven
economies taint the data. They obscure intra-economy FDI
flows, hide laundered money, and possibly inflate FDI flows
by showing local investments filtered through these
economies as FDI.

Given these limitations and concerns, the following are key

takeaways from this analysis:

*  APEC makes up the majority of inflows in the world

* APEC FDI decreased in 2012, driven primarily by the US

* FDIin APEC’s developing economies is lagging
developing economies in the world

* APEC FDI inflows have become more evenly distributed

Opportunity to evaluate FDI by sector

While interesting trends across economies were noticed
during analysis of the FDI data, an exhaustive sectorial
analysis was not feasible. UNCTAD’s FDI statistics were the
most thorough and uniform FDI statistics, but lacked detailed
data by sector and by investor economies. The attempt to
acquire more detailed FDI data from each APEC member
economy’s national statistics department also failed to draw
meaningful comparisons as the data did not have common
formats, industry classifications, currencies or timeliness.
Beyond that, some APEC economies lacked publicly available
FDI data by sector and by investor economies in any format.
The lack of standardized FDI statistics for APEC members is a
significant barrier to a thorough study of FDI trends and
further restricts the accuracy of current status analysis.

It is therefore recommended that APEC develop
comprehensive FDI reporting standards for their member
economies. The standardized statistics would allow for more

thorough and accurate studies of FDI within APEC that would
offer better insight to support policymakers.

amongst the economies
* APEC outward FDI flow overtook EU in 2009
* APEC FDI flows are less volatile than the world

Inward FDI Flow into APEC for 2006-2012

(US$B) 2006 2007 2008 2009 2010 2011 2012
APEC 580.22  738.49 794.1 47834 63209 73264  697.24 FDI into US finance sector
us 237.14 21595  306.37 1436 197.91  226.94  167.62 declined dramatically since
China 72.72 83.52 108.31 95 114.73 123.99 121.08 financial crisis
HongKong  45.06 54.34 59.62 52.39 71.07 83.16 74.58
Australia  31.05 45.54 47.22 26.55 35.56 41.32 56.96 . .
si 36.7 46.93 11.8 24.42 48.64 64 56.65 FDI inflow to manufacturing
ingapore ’ : ' : : ’ and pharmaceutical sectors
Russia 29.7 55.07 75 36.5 43.29 52.88 51.42 e e
in Singapore declined in 2008
Canada 60.29 114.65 57.18 21.41 23.41 40.93 45.38
Chile 7.43 12.57 15.52 12.89 15.37 17.3 30.32
Indonesia  4.91 6.93 9.32 4.88 13.77 18.91 19.85
Mexico 20.12 31.49 27.14 16.12 20.71 19.55 12.66
Peru 3.47 5.49 6.92 6.43 8.46 8.23 12.24
Malaysia 6.06 8.6 7.17 1.45 9.1 11.97 10.07
Korea 4.88 2.63 8.41 7.5 8.51 4.66 9.9
Thailand 9.5 11.36 8.46 4.85 9.73 9.57 8.61
Viet Nam 2.4 6.7 9.58 7.6 8 7.43 8.37
Chinese 7.42 7.77 5.43 2.81 2.49 -1.96 3.21
Taipei
New 453 3.13 439 0.76 0.64 3.37 2.91
Zealand
Philippines 2.92 2.92 1.54 1.96 1.3 1.26 2.8 Strong JPY/USD rate
Japan -6.51 22.55 24.43 11.94 -1.25 -1.76 1.73 deteriorated FDI
Brunei 0.43 0.26 0.33 0.37 0.63 1.21 0.85 attractiveness in Japan.
PapuaNew ) 0.1 -0.03 0.42 0.03 031 0.03
Guinea
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Investment is Investment

Hurting foreign businesses can hurt domestic Governments are awful at “picking winners”
businesses

Governments justifiably want to encourage “good” FDI (creates
Policymakers, with responsibilities for trade policy, focus on jobs and tax revenue without consuming revenue) and
specific “at the border” barriers and “behind the border” discourage “bad” FDI (creates no jobs or revenue while
restrictions that are in place as part of an economy’s legalistic consuming resources, or which is counter to national security
attitude toward FDI and their response to managing it. However, interests). Governments also have every right, indeed
USC’s study found that FDI frameworks should not differentiate responsibility, to protect national security, resources, and other
between foreign and domestic businesses, because the businesses legitimate national interests. Businesses seeking to invest,
themselves often do not distinguish between foreign and domestic ~ however, never classify their own projects as “bad” FDI. They
investments. All are just investment decisions, and the things that instead describe the benefits the investment will bring to the
foster or impede investment for foreign operators are often the host economy, including improved standards of living, and
factors that foster or impede investment and successful operation lower goods prices.

for domestic actors as well. It is more sensible to examine the FDI
decision-making process and environment for a given economy as

- The fact that governments view some investment as
an interconnected ecosystem of factors.

undesirable or some sectors as off-limits manifests itself in
outright restrictions. Whether safeguarding legitimate national
Complxity ofsartng a foregn business, 2010 interest or seeking to protect domestic industry, however,
(distance to frontier, percentage points) policymakers must take caution from the adjacent chart and
“investment is investment” theme it supports. They may well
find they are hampering domestic businesses as much as
outsiders.
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Complexity and cost of starting a domestic business, 2010
(distance to frontier, percentage points)

This chart, from WB - IAB report (2010), demonstrates the strong
correlation between the complexity and cost of starting a domestic
business and the complexity of starting a foreign business. This
suggests that policies which are good for foreign investors may
also be good for domestic investors, and vice versa. Evidence from
our own investigations support this. The most often cited barriers
to FDI were those that would affect domestic investors as well:
unreliable court systems, changing tax laws, poor infrastructure,
inconsistency across levels of government in regulatory
enforcement, and corruption, for example.
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Opportunity Trumps Access

Data Analysis: Lessening barriers does not
necessarily lead to improvement in FDI

Change in FDI as % of GDP, 2007 - 2010
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The investigation revealed instances where a country had
made great strides in removing impediments, but little
progress in attracting FDI. Conversely, situations existed

where impediments did not improve, but FDI continued to

flow in. Market opportunity seems to trump access

restrictions in these situations.

Data show that improvement in severity of foreign investment
rules does not necessarily result in an improvement in FDI
inflows. The chart at the left groups the APEC economies in
quartiles based on the change in their severity of investment
rules, as measured by the Global Competitiveness Report’s
rating for Business Impact of Rules. The top quartile contains

those economies which improved the most in this metric

between 2007 and 2010. The Y-axis value shows the change in
the economy’s inward FDI as a % of GDP over that same time
period. If there were a strict correlation between the two

3rd Quartile 2nd Quartile  Top Quartile

measures, one would expect to see successively better

quartile performance.

Perception is key

One potential explanation for why removing investment barriers is not enough to spur investment: it may take considerable
time for investors outside the economy to believe that the barriers have been removed.

Physical
Security in
the
Philippines

FDI
Restrictions
in Malaysia

Political
Instability
in Thailand

Outside Perception

*“I’'m a big guy, alright? | can throw my weight
around if | need to take care of myself. Even so,
and even though there’s money to be made there,
I won’t goin. It’s not safe, and | don’t have time to
waste worrying about watching my back. And |
certainly wouldn’t take my wife and kids there.”

-Executive’s comment on The Philippines

*“Indonesia and Malaysia are two of the most
difficult APEC economies for firms to enter.”
- Executive’s comment on Indonesia and
Malaysia

*“Absolutely we are concerned whether or not we
will see rioting again, especially as conditions may
be susceptible to deterioration based on power
plays at high levels.”

- Executive’s comment on Thailand

Inside Perception

*“Manila is closer to Hong Kong than it is to Davao
[largest city in Mindanao and site of 2003 airport
bombing].”

- Executive’s comment on The Philippines

*"Branding is our most pressing issue. People
associate us with our neighbors, but we have
great infrastructure, we are very developed. We
must work to let people know how much progress
we have made and differentiate our image.”

- Executive’s comment on Malaysia

*“Political instability is seen as a big issue outside the
country, but inside the country, coups are seen as not a
big deal. A supply chain logistics firm was pushing for
more investment inside the country, but the outside
components of the company put the kibosh on it.”

- Executive’s comment on Thailand
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But that’s not the full story

Risk versus cost

Most studies of impediments to FDI—including those
done by the WEF and WB—use cost-related terminology.
Even studies which do comment on whether an
impediment increases risk or increases cost, such as the
APEC 2007 report, have tended to put both risk and cost
on equal footing. However, interviewees most often cited
impediments which raised the risk of an investment,
rather than the cost, as the deciding factors in their
investment decisions.

Risk-increasing impediments are deal-
breakers

FDI decisions do encompass some “chain-linked” aspects:
certain minimum criteria must be met on items that are
go/no-go matters before the organization will proceed to
examining the remainder of the investment environment
in an economy. Many of those matters which are
classically considered to be barriers, and with which
policymakers typically concern themselves, are cost-
increasing impediments. In reality, these are easier to
overcome if the market is attractive enough. The most
problematic impediments, those that consume the
greatest amount of business decision-makers’ time and
can cause them to decide against investing in an
economy entirely, are those impediments which are risk-
increasing. Businesses also consider the entire
investment environment when making these decisions,
and this reinforces the notion that systemic, localized
risks to their business activities in a given economy are in
fact much more important to them than traditional “at
the border” barriers.

While policymakers have made progress in combating
cost-increasing impediments, it is risk-increasing
impediments that were cited as the most problematic in
interviews. There are a number of potential explanations
for this; costs can be easily compensated for by
incentives, while risks cannot. Further, costs are additive,
but risks can be go / no-go propositions.

Key Impediments Identified by this

Study

Availability of Human Capital

Ease of Hiring / Firing Workers

Consistency Across Levels of
Government

Independence of Regulatory Process

Jurisdictional Overlap between
Government Agencies

Risk or
Cost

Both

Risk

Risk

Risk

Cost
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A New, Integrated Framework

Capturing the business voice

The primary objective of this report was to capture the voice of the APEC business community with respect to the barriers,
chokepoints, friction and frustrations with FDI. While the interview protocol was informed by prior research, an open-ended
interview approach was intentionally used to identify problem areas from the business perspective.

Identifying themes

The FDI Impediments Framework presented below was created by drawing out common themes across the interviews
conducted in different APEC economies and in different sectors. This diversity of approach allowed for the confirmation of
significant impediments experienced across sectors and across APEC which have not been included in previous impediment
frameworks. In fact, USC’s research uncovered 24 more impediments impacting business than previous studies or NGOs have
had the chance to examine. By its generalized nature the framework sacrifices detail on specific industry issues. For example,
executives from energy firms experience very different FDI impediments in Mexico than do manufacturing firms.

Because FDI policy is often negotiated as a component of broader trade negotiations, frameworks for understanding
impediments to FDI are often based on the flow of goods. Impediments are grouped by whether they occur at the border or
behind the border. Based on interviews, business leaders are more likely to consider impediments based on where in the
investment process they occur: whether in the consideration stage, the investment stage, or the performance stage.

Interviewees reported approaching international investment decisions in the same way as domestic investment decisions. They
used the same decision logic as normal decisions of where to invest; albeit complex ones. First, executives focused on the market
opportunity and growth potential of markets. Then executives considered the quality of the business environment to support the
investment, stability and predictability of the governance environment. Corruption and lack of transparency at all phases of the
FDI process was also a major concern.

= FDIIMPEDIMENTS FRAMEWORK

MARKET ACCESS REGULATORY ENVIRONMENT BUSINESS ENVIRONMENT

[ Intentional Restrictions ] [ Predictability of Investment Regulations ] [ Capital Markets

‘ International Investment Agreements J ‘ National Treatment J Human Capital

‘ FDI Opportunity Promotion J Clarity of Investment Regulations J Infrastructure
Community Consultative Process J Related and Supporting Industries

APPROVAL IMPLEMENTATION JUDICIAL ENVIRONMENT Openness of Markets

)
J
J
J
\ Physical Security J
)
)
)
J
J

Transparency of Process J Dispute Resolution Tax Environment
‘ Efficiency of Processes and Procedures J Judicial Independence Nationalism
‘ Jurisdictional Overlap J Intellectual Property Protection J ‘ Political and Economic Stability
| Consistency Across Levels of GovernmentJ ‘ Cultural Embeddedness

CORRUPTION
. [ TR
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FDI Impediments Framework — Why It Is Different

Existing reports identify FDI An example from the August
impediments as “At the Border” 2007 APEC IEG report

& “Behind the Border”...

Foreign direct investment Portfolio investment |
PHASE 1
1 1 (Previous study)
Guide (o the Investment Regimes I Border Barriers |
of APEC Member Economies

APEC Investment Experss Gro

Policymakers view impediments
to FDI based on a goods-derived
framework...

...which does not match the
business investment process.

[~ FDIIMPEDIMENTS FRAMEWORK

.
Business Impact | mmmEs

[ Intentional [ ility of Iny nt Regulatior

)
A p p ro a c h Intemational Investment Agreements J
)

FDI Opportunity Promotion | Clarity of Investment Regulation

developed by —_

| Physical Security
. APPROVAL IMPLEMENTATION JUDICIAL ENVIRONMENT \ Openness of Markets

Transparency of Process \ Dispute Resolution [ ——

[ Capital Markets

Infrastructure

- | J
National Treatment J Human Capital J
- | J
- -

| Related and Supporting Industrie

Efficiency of Processes and Procedures J | Judicial Independen J Nationalism

N o B or d er Jurisdictional Overlap J | Intelectual Property Protection J | Politicaland Economic Stabiity
‘ Consistency Across Levels of Government ‘ Cultural Embeddedness

Identified
I
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Performance Measurement

Quantifying Impact

Attempts to quantify the impact of FDI Impediments proved
difficult. Another objective of this project was to quantify the
impact of FDI impediments highlighted by executives as
being problematic. However, few executives were able to
give quantifiable dollar and time cost estimates. Most
offered general assessment of the relative impact of the FDI
impediments.

Relative Impact Scale

Because of the lack of specific quantifiable data, but
presented with a wealth of qualitative assessments by
executives, a relative impact scale was created to quantify
the qualitative assessments. A scale of minor impact (Green)
to prohibitive impact (Red) was adopted for readability.

Minor Prohibitive
Impact Impact
APEC vs the world

An important intended contribution of this report is a
benchmarking of APEC economies against other economies.
Similar to the approach recommended in APEC’s recent report,
“Investment Facilitation Action Plan 2011 — 2020,” this report
compares APEC economies against publicly available
international standards or benchmarks. These comparisons
provide a relatively objective evaluation of the individual and
collective performance of APEC economies against other
economies in the world.

Where available, economy-level performance measures were
drawn from publicly available reports to measure the FDI
impediments highlighted by APEC businesses. Extensive use of
performance measures from the World Economic Forum'’s
Global Competitiveness Index 2013-2014, the Enabling Trade
Index 2012; World Bank — Investing Across Borders 2010; and
World Bank IFC Indexes 2013 was referenced. Similar to the
recommendations in the IFAP 2011-2020 report, direct or closely
similar proxies are used to measure FDI impediments (see full
report for a list of benchmark proxies used).

Color-coded relative ranking

With the objective of producing an easily readable and
interpretable report, a simple color coding scheme is used to
present the relative performance of an economy with respect to
each FDI impediment (where data is available). The approach
used was to standardize the performance measures and to
assign color coding to the results divided into quintiles.

81-100%
Very Poor Practice

0- 20%
Best Practice

21-40% 41-60% 61-80%
Good Average Poor

Relative Global Ranking

Interpreting the benchmarked result

To illustrate any performance measure it is possible that
APEC economies may have only green, light green or
yellow scores. This would suggest APEC economies were in
the average to best practice levels on this FDI performance
measure. Conversely, it is possible that on another
performance measure APEC economies could show
predominantly amber and red scores. This would suggest
APEC economies lag other global economies on this FDI
performance measure.

Intended interpretation

The goal of presenting results in this fashion was to
provide an easily interpreted “report card.” Since nearly
everyone in the world is familiar with the concept of a
stoplight, this color scheme was used. When driving,
green means go, yellow means caution and red means
stop. With respect to an economy’s world ranking data on
impediments to FDI and the business impact of the same,
the colors should be thought of similarly. A green value
indicates for the most part that no drastic change of action
is required, a light green, yellow or amber that varying
degrees of problem are cause for caution, and a red that
the impediment in question is serious enough in that
economy to potentially halt investment.

Reading the heat map

The FDI impediment heat maps on the following page
(World Ranking and Business Impact) can be read either
horizontally (to see the seriousness of an individual
impediment across all APEC economies) or vertically (to
see how the seriousness of each impediment in an
individual economy).
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APEC-wide Comparative Performance
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APEC-wide Comparative Performance

World Ranking Business Impact
Singapore Singapore
New Zealand Hong Kong
Hong Kong New Zealand
Canada Chinese Taipei
Australia Australia
Japan Chile
United States Japan
Chinese Taipei Canada
Malaysia United States
Chile Malaysia
Brunei Korea
Korea Thailand
China Philippines
Thailand China
Peru Peru
Mexico Mexico
Russia Indonesia
Philippines Russia
Indonesia Brunei
Vietnam Vietnam
PNG PNG
1: Top 20% in 5: Bottom 20% in 1: Minor Impact 5: Prohibitive
world world Impact
These exhibits demonstrate a comparison of economy With each set of measurements, there are probably no
performance according to both previously conducted World surprises in terms of which economies demonstrate the
Bank, World Economic Forum, and Heritage Foundation highest number of best practices, nor those which present
research (left) and the business impact of FDI impediments the greatest challenge to FDI. However, when
(right). Visually in both charts, the economies are arranged distinguishing performance according to NGO ranking
with “best practice” performers at the top, and essentially from the actual business impact of those impediments,
cascade in order of number of best practices that each note a distinct shift to the left. This indicates that while
economy demonstrates. For instance, when assigned impact there were only a few notable movements in terms of
scores on each of the 101 impediments that Marshall’s where individual economies fall in the comparison
interviews revealed to be factors, Singapore received 100 cascade, all economies have more room for improvement
ones and 1 two, whereas Papua New Guinea received no than is indicated by exclusive reference to previously
ones, 12 twos, 28 threes, 44 fours, and 16 fives (scales are published data. According to business executives actually
also displayed above). As previously discussed, Marshall’s operating in APEC’s economies, many more impediments
framework revealed the existence of 24 more impediments fall into the cautionary range. In some economies this
impacting business than previous models (such as those used may come in spite of efforts at liberalization, and merits
by WB, WEF, etc.) had considered or scored. policymaker attention.
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Lower Middle Income Economies

Because a comprehensive heat map of the research results was created, USC’s report allows for the slicing of the findings

numerous ways. Several of these are presented on the following pages (income level and geography). This enables further
identification of trends and commonalities.

In order of severity, APEC’s Lower-
Middle Income economies ten
most critical issues are:

Intergovernmental Consistency:
NGO Benchmark Rating

Indonesia

Papua New Guinea

Philippines

Vietham

1) Inf.ra'structure vs. Business Impact
2) Efficiency of Processes for
Obtaining Investment
Approval
3) Consistency Across Levels of World Ranking of Transparency of Process
Government Impact of Transparency of Processes
4) Jurisdictional Overlap World Ranking of Efficiency of Processes for Obtaining Approval
5) Dispute Resolution Impact of Efficiency of Processes for Obtaining Approval
6) Corruption Impact of Jurisdictional Overlap
7) Physical Security Impact of Consistency across Levels of Government

8) Transparency of Processes
9) Judicial Independence
10) Human Capital

World Ranking of Dispute Resolution
Impact of Dispute Resolution
World Ranking of Judicial Independence
Impact of Judicial Independence
World Ranking of Human Capital
Impact of Human Capital
World Ranking of Infrastructure
Impact of Infrastructure
World Ranking of Physical Security
Impact of Physical Security
World Ranking of Corruption
Impact of Corruption

In instances where rankings
according to both previous NGO
research and Marshall interviews
are available, both appear. In the
instances where critical
impediments were issues not
addressed in previous research,
the severity of the business impact
as reported to USC’s researchers is
presented.

Lower-Middle Income economies are presented first because these mission critical lists can be thought of as a sequential
set of building blocks. Items that are critical to Lower-Middle Income economies are typically foundational and also critical to
High Income economies, but have been obviated to a greater extent in High Income economies. As such, High Income
economies move on to a new set of items critical for the growth of FDI inflows and the prosperity it brings, but must not fail to
mind the fundamentals.

Many of these issues are fundamental because they undermine the ability of businesses to implement their entire
business model. Because businesses are so comprehensive and holistic in their consideration process, so too must be
governments when considering not just restrictions placed on FDI, but other important elements of the investment
environment.

In APEC’s Lower-Middle Income economies, most of the critical issues are those having to do with a business’ ability to
implement basic aspects of their operations. These impediments are issues which usually equally negatively impact domestic
businesses as well. As such, progress on these matters should bring increased prosperity to the people of these economies not
just through higher levels of outside investment, but also through providing the opportunity for domestic businesses to be
more productive and efficient.

>|‘In determining APEC’s Lower-Middle, Upper-Middle, and High Income economies, the World Bank’s lending categorization
metric was utilized (Gross National Income per capita of $1,036-54,085 for Lower-Middle Income, $4,086-$12,615 for Upper-
Middle, and greater than $12,616 for High Income).
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Upper Middle Income Economies

In order of severity, APEC’s Upper-

Middle Income economies ten

. © °
itical i Intergovernmental Consistency: o|@|8 S| €

most critical issues are: NGO Benchmark Ranking E E 2|5 ]
. Ul ® (] a|®

vs. Business Impact s = s

1) Community Consultative
Process

2) Judicial Independence

3) Human Capital

4) Physical Security

5) Intentional Restrictions

6) Corruption

7) Efficiency of Processes for
Obtaining Investment
Approval

8) IP Protection

9) Consistency Across Levels of
Government

10) Transparency of Processes

Once again, in those instances
where no comparable proxy
existed in previous research, only
the business impact of such
significant impediments as
Consistency Across Levels of
Government and the Community
Consultative Process is presented

There are some commonalities with the Lower-Middle Income economies, but as these economies have developed, they

World Ranking of Intentional Restrictions

Impact of Intentional Restrictions

World Ranking of Transparency of Process

Impact of Transparency of Processes

World Ranking of Efficiency of Processes for Obtaining Approval

Impact of Efficiency of Processes for Obtaining Approval

Impact of Consistency across Levels of Government

Impact of Community Consultative Process

World Ranking of Judicial Independence

Impact of Judicial Independence

World Ranking of IP Protection

Impact of IP Protection

World Ranking of Human Capital

Impact of Human Capital

World Ranking of Physical Security

Impact of Physical Security

World Ranking of Corruption

Impact of Corruption

have addressed some of the more foundational issues and moved on to a somewhat more sophisticated set of critical issues.
Regrettably, APEC’s Upper-Middle Income economies still demonstrate deficiencies in areas that are foundational to an
efficient, globalized economy. Significant impediments shared with the Lower-Middle Income economies, such as Judicial
Independence, Physical Security, Corruption, Transparency of Processes and Efficiency of Processes represent institutional voids
of the sort that cause businesses to quickly determine it’s not worth their while to bother with a certain economy. These
impediments are driving away investment, but are such deep-seated fundamental flaws that improving them over the short
term will prove difficult. Nonetheless, it is imperative that they be addressed if these economies are to take the next step on

the path to sustained growth, full participation in the global economy, and increased quality of life for their citizens.

Noted with particular concern is the continued presence of corruption and its malignant effects on the investment
environment in both Lower-Middle and Upper-Middle Income economies. Time and again executives indicated it remains a
significant problem. Unfortunately, it may be one of the hardest to eradicate: in some economies the line between certain
cultural traditions and corruption is thin.

Note also that on an absolute basis, the Upper-Middle Income economies demonstrate progress. While this is a positive
trend, it does not relieve economies of the need to make further efforts to facilitate trade and investment.

>|‘In determining APEC’s Lower-Middle, Upper-Middle, and High Income economies, the World Bank’s lending categorization
metric was utilized (Gross National Income per capita of $1,036-54,085 for Lower-Middle Income, $4,086-$12,615 for Upper-
Middle, and greater than $12,616 for High Income).

&% USC University of 15

Ao AR
Southern California ABAC

APEC Business Advisory Council



High Income Economies

In order of severity,

APEC’s High Income ] ° H
. R © .E‘ ED < [N =]
economies ten most Intergovernmental Consistency: =1g|8lo|llo|c|m ‘_; c|lo|8
. . . — [J] ‘@ wv
critical issues are: NGO Benchmark Ranking = e Y fn s 519 § e
o S [0} o
vs. Business Impact 2|=|8|°|2|8|7|% 3= 2
o L wv
1) Tax Environment 5 T > 5

2) Intentional
Restrictions World Ranking of Intentional Restrictions

3) Human Capital Impact of Intentional Restrictions

4) Consistency World Ranking of Efficiency of Processes for Obtaining Approval
Across Levels Of Impact of Efficiency of Processes for Obtaining Approval

Government -
5) Dispute Impact of Consistency across Levels of Government
Resolution World Ranking of Predictability of the Regulatory Environment
6) Nationalism Impact of Predictability of the Regulatory Environment
7) Efficiency of World Ranking of Accessibility & Clarity of Investment Regulations
Processes for Impact of Accessibility & Clarity of Investment Regulations
Obtaining Impact of Community Consultative Process
Approval World Ranking of Dispute Resolution
8) Predictability Of Impact of Dispute Resolution
The Regulatory World Ranking of Human Capital

Environment

9) Community
Consultative
Process

10) Accessibility &
Clarity of
Investment
Regulations

Impact of Human Capital
World Ranking of Tax Environment
Impact of Tax Environment
Impact of Extent of Nationalism

According to the World Bank’s lending group designations, half of APEC’s economies are High Income. Although
troublesome impediments remain APEC-wide, there is a distinct first-world slant to the FDI challenges faced in High-Income
economies. Sometimes the same impediments are problematic in different economies, but for distinctly different reasons.

The most easily noticeable difference between this heat map and the two preceding is the movement from colors closer to
red to colors closer to green. In an absolute sense, the High-Income economies do not score as poorly as lower income
compatriots — to be expected given their level of economic and governmental sophistication. They also exhibit more of what
might be termed “first world problems” — things like the Tax Environment, or those impediments that are outgrowths of, as one
interviewee put it, “countries that do bureaucracy well.”

Oftentimes, the same impediment is problematic at different income levels for different reasons. For instance, with
respect to human capital, in Lower-Middle Income economies, the problem arises out of the difficulty in finding adequately
skilled and educated workers. As an economy’s Human Development Index rises, this challenge lessens. Human capital issues
in High-Income economies revolve more around things like difficulty bringing in adequate numbers of appropriately qualified
employees, or difficulty in finding school places for expatriate children.

Anti-FDI sentiment still exists across APEC, but is relatively worse in High-Income economies (manifested here by impact of
nationalism). The research and interviews indicated it is tied to and discernibly more hysterical during election cycles as
political opponents use it as a blunt instrument against one another.

>|‘In determining APEC’s Lower-Middle, Upper-Middle, and High Income economies, the World Bank’s lending categorization
metric was utilized (Gross National Income per capita of $1,036-54,085 for Lower-Middle Income, $4,086-$12,615 for Upper-
Middle, and greater than $12,616 for High Income).
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South East Asian Economies

In order of severity, the ten most

L . . . 9l o

problematic issues e)fh|b|ted in Intergovernmental Consistency: T | > -2 _g o e g

APEC’s South East Asian members NGO Benchmark Ranking < @ > ale &S
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1) Intentional Restrictions

2) Corruption World Ranking of Intentional Restrictions

3) Infrastructure Impact of Intentional Restrictions

4) Efficiency of Processes for World Ranking of Transparency of Process
Obtaining Investment Impact of Transparency of Processes
Approval

World Ranking of Efficiency of Processes for Obtaining Approval
Impact of Efficiency of Processes for Obtaining Approval
World Ranking of Predictability of the Regulatory Environment

5) Judicial Independence
6) Dispute Resolution
7) Human Capital

8) Predictability of the Impact of Predictability of the Regulatory Environment
Regulatory Environment World Ranking of Accessibility & Clarity of Investment Regulations
9) Transparency of Processes Impact of Accessibility & Clarity of Investment Regulations
10) Accessibility and Clarity of World Ranking of Dispute Resolution
Investment Regulations Impact of Dispute Resolution

World Ranking of Judicial Independence
Impact of Judicial Independence
World Ranking of Human Capital

Impact of Human Capital
World Ranking of Infrastructure
Impact of Infrastructure
World Ranking of Corruption
Impact of Corruption

Previous pages examined impediment trends by income level. In the next few pages, trends by geographic area or “like”
economies are displayed. First presented are the South East Asian economies, defined as those economies which hold both
ASEAN and APEC membership: Brunei, Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam.

With the obvious exception of Singapore, APEC’s South East Asian members are plagued by impediments of a very
foundational and interrelated nature (not unlike Lower Middle Income economies). There is a relationship between the
corruption on the level suffered in these economies, and their lagging both the rest of APEC and the world on matters such as
Transparency of Processes and Accessibility and Clarity of Investment Regulations. Failure to make processes and regulations
more transparent and accessible enables corrupt elements to continue their ways. As business leaders stated, this costs the
economy inward FDI and is contrary to leaders’ stated goals of increasing prosperity for their citizens.

Three South East Asian economies overlap with APEC’s Lower Middle Income Economies. This is not enough overlap to
explain the fact that both Lower Middle Income economies and, unfortunately, South East Asian economies are the drivers of
those areas in which APEC lags the world. Recognition of these issues and significant progress toward trade facilitation and
investment environment improvement in these economies will contribute to APEC taking its place as a true economic
powerhouse much more quickly.

Eight of APEC’s twenty-one economies rank in the bottom 40% of the world according to the World Bank’s measures of
openness. Of these, five are South East Asian (the others are China, Mexico and Papua New Guinea). This supports the
appearance that APEC’s South East Asian members are laggards potentially holding the larger Cooperation back. However, it also
makes obvious the potential that exists for APEC to work closely with ASEAN to improve these areas and facilitate greater
investment flows into the common members.

Because APEC hosts economies which lead the world in these areas, it is recommended that economies suffering greater
levels of challenge benchmark leading APEC economies for best practices and aid in improving and even eradicating these
problematic issues. In South East Asia’s economies, the “Mission Critical List” includes a preponderance of items that are
foundational, and critical to the basic implementation of a business model — impediments such as Corruption, Infrastructure,
Predictability of the Regulatory Environment, Judicial Independence, etc. Sadly, this means that many of these economies will
quickly be bypassed by investors without receiving much consideration until such time as these issues are improved.
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Eastern Pacific Economies

In order of severity, the ten most
problematic issues exhibited in

APEC’s Eastern Pacific members . §
are: Intergovernmental Con5|s.tency: 3 o 'g 5 g
NGO Benchmark Ranking g S x E o
1) Jurisdictional Overlap vs. Business Impact © = =
2) Consistency Across Levels of 2
Government
3) Community Consultative World Ranking of Efficiency of Processes for Obtaining Approval
Process Impact of Efficiency of Processes for Obtaining Approval
4) Judicial Independence Impact of Jurisdictional Overlap
5) Infrastructure Impact of Consistency across Levels of Government
6) Predictability of the World Ranking of Predictability of the Regulatory Environment

Regulatory Environment
7) Physical Security
8) IP Protection

Impact of Predictability of the Regulatory Environment
Impact of Community Consultative Process
9) Corruption World Ranking of Judicial Independence
10) Efficiency of Processes for Impact of Judicial Independence
Obtaining Approval World Ranking of IP Protection
Impact of IP Protection
World Ranking of Infrastructure
Impact of Infrastructure
World Ranking of Physical Security
Impact of Physical Security
World Ranking of Corruption
Impact of Corruption

Geographic proximity does appear to lead to sharing of both critical issues and successes. Notably absent from the
“Mission Critical List” of the Eastern Pacific economies are Intentional Restrictions and related issues. These economies have all
striven to implement FDI and free-trade friendly policies, with discernable result. Contributing to this is the placement of all
five of these economies in the top 40% of the world with respect to International Investment Agreements (number, quality,
scope, etc.). In compliance with these agreements, these economies have reduced the deliberate barriers to foreign
investment to the point where this is the only grouping of APEC economies not overly bedeviled by Intentional Restrictions and
their impact. As such, other APEC economies may wish to examine and benchmark the agreements that the Eastern Pacific
economies have implemented.

Regrettably there are still significant issues to overcome in these economies. Some of these, such as Infrastructure or
Physical Security, are foundational but within this grouping are dragged down by two economies. Others which are more
common to the group as a whole, such as Community Consultative Processes, are indicative of economies struggling to
reconcile investment with the rights and concerns of native populations. Still more issues which are especially problematic in
one economy (such as the Tax Environment in the United States) do not make the list of issues most plaguing the group as a
whole.
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Oceanic Economies

In order of severity, the ten

most problematic issues

exhibited in APEC’s Intergovernmental Consistency:
Oceanic members are: NGO Benchmark Ranking

vs. Business Impact

1) Intentional
Restrictions

Australia
New Zealand
Papua New Guinea

2) Human Capital World Ranking of Intentional Restrictions
3) Consistency Across

Levels of Government
4) Tax Environment

Impact of Intentional Restrictions

World Ranking of Efficiency of Processes for Obtaining Approval

5) Jurisdictional Overlap Impact of Efficiency of Processes for Obtaining Approval

6) Nationalism Impact of Jurisdictional Overlap

7) Efficiency of Processes Impact of Consistency across Levels of Government
for Obtaining World Ranking of Predictability of the Regulatory Environment

8) l‘frzzz:;allility of the Impact of Predictability of the Regulatory Environment
Regulatory Impact of Community Consultative Process
Environment World Ranking of Human Capital

9) Openness of Markets Impact of Human Capital

10) Dispute Resolution World Ranking of Openness of Markets

Impact of Openness of Markets

World Ranking of Tax Environment
Impact of Tax Environment
Impact of Extent of Nationalism

Unsurprisingly for geographically and culturally similar economies, Australia and New Zealand share many of the same
challenges for businesses and approaches by policymakers. Papua New Guinea is the outlier here, and the significant
challenges facing that economy must be considered independently of those facing Australia and New Zealand.

In the case of Australia and New Zealand, it is not possible to discern whether geography, cultural similarities, and/or
similar national priorities and concerns are the main driver of shared challenges. For all three of the Oceanic economies,
Intentional Restrictions remain a top challenge. Potentially this is driven by the fact that all three are resource-rich lands, with
populations understandably concerned about safeguarding the country’s agricultural and mineral blessings. This may partially
explain the presence of Nationalism as an investment-impeding factor as well. During the time the interviews for this report
were conducted, Australia was approaching an election. Many business leaders inside and outside Australia commented that
anti-FDI sentiment and nationalism were much inflamed and predictably so, since it seems to be a reliable pattern in Western
economies’ election cycles. Business leaders in both Australia and New Zealand commented that amongst these populations,
opposition to investment from China was significantly greater than opposition to investment from those viewed as fellow
Occidental economies. This was noted in the United States as well, and may be indicative of an unfortunate latent, retrograded
attitude toward Asian nations held by some citizens of these economies.
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North East Asian Economies
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are:

1) Efficiency of Processes for
Obtaining Approval

2) Consistency Across Levels of

Government
3) Jurisdictional Overlap
4) Tax Environment
5) Openness of Markets
6) Human Capital
7) IP Protection
8) Dispute Resolution
9) Corruption

World Ranking of Intentional Restrictions

Impact of Intentional Restrictions

World Ranking of Efficiency of Processes for Obtaining Approval

Impact of Efficiency of Processes for Obtaining Approval

Impact of Jurisdictional Overlap

Impact of Consistency across Levels of Government

World Ranking of Dispute Resolution

Impact of Dispute Resolution

World Ranking of IP Protection

Impact of IP Protection

10) Intentional Restrictions World Ranking of Human Capital

Impact of Human Capital
World Ranking of Openness of Markets
Impact of Openness of Markets
World Ranking of Tax Environment
Impact of Tax Environment
World Ranking of Corruption
Impact of Corruption

The remaining economies defy easy grouping (and in some instances may be displeased to be lumped together). The
remaining economies were grouped together as North East Asian. Geographically this fits as these economies are all located or
have their “APEC borders” within the northeastern part of the Asian continent. These economies are: China, Chinese Taipei,
Hong Kong, Japan, Korea and Russia. Current and historical hostility these economies may hold toward being associated with
one another is acknowledged. However, like the other groups, the issues facing these economies feature striking similarities
and would benefit from both coordinated policy efforts and greater overall levels of cooperation between their governments
on economic, social, and political issues.

An interesting commonality of the most significant impediments suffered by North East Asian economies is that many of
them are of the sort often manifested in command economies. However, of these six economies, only one is technically not an
open market economy (China). These findings suggest that Russia may not have moved as far from a command economy as
desired, and that Japan and Korea can also demonstrate challenges and policies more commonly found in command
economies. Hong Kong, while geographically grouped with these economies, is regularly cited as one of the most open
economies in the world. Given its’ level of success in attracting capital, talent and investment to enhance the prosperity of its’
residents, it is arguably desirable for other APEC economies to craft policies that will foster launching themselves up to the level
of a Hong Kong or Singapore, rather than holding on to policies that will keep them stagnant and perpetually behind.

North East Asia is also home to most of the territorial conflict within APEC. Business leaders acknowledged the sovereign
prerogative of border defense, but many of them emphasized the uncertainty engendered by these disputes is deleterious to
regional stability and hence the attraction of investment. Because of some of these confrontational policies, businesses are
anxious about the potential for a simple accident to escalate into a wider regional conflict. Executives are especially scornful of
“aggressive” political leaders and “stupid” policies that, in their view, jeopardize regional stability, flow of business, and even
human lives “over a bunch of uninhabited rocks.”
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“Mission Critical” List — Each Economy

Below is a brief summary of the top 5 impediments negatively impacting each economy. Interviewees and research indicate,
and economies may wish to consider these, as a starting “mission critical list.” There are a few important caveats: 1) in some
economies there are not 5 issues holding them back that require immediate attention. In these cases (Hong Kong, New Zealand
and Singapore) we did not provide a Top 5 just to have 5 items. 2) In other economies, there are more than 5 issues that, from a
business perspective, require immediate attention. For reasons of practicality and space, and in the hope it will not be seen as
too overwhelming to even attempt improvement, items presented here are limited to five. 3) The same impediment can mean
different challenges in different economies. For instance, the issues surrounding Human Capital can be as varied as difficulty
bringing in a sufficient number of appropriately qualified workers (Australia), difficulty finding places in international schools for
expatriate children (Hong Kong), difficulty finding enough English-speaking management-level personnel due to changes in the
educational system years ago (Malaysia), or a poor educational system resulting in the lack of a highly educated populace (Papua

New Guinea).

Australia

1) Intentional Restrictions

2)  Human Capital

3)  Tax Environment

4)  Nationalism

5) Consistency Across Levels of
Government

Brunej

1) Intentional Restrictions

2)  Efficiency of Processes for
Obtaining Investment Approval

3)  Predictability of Regulatory
Environment

4)  Human Capital

5)  Corruption

Canada

1) Intentional Restrictions

2)  Efficiency of Processes for
Obtaining Investment Approval

3)  Consistency Across Levels of
Government

4)  Community Consultative Process

5)  Tax Environment

Chile

1)  Consistency Across Levels of
Government

2)  Community Consultative Process

3)  Human Capital

4)  Cultural Embeddedness

5)  Infrastructure

China

1)  Consistency Across Levels of
Government

2)  Transparency and Efficiency of
Processes for Obtaining
Investment Approval

3)  Judicial Independence

4) IP Protection

5)  Corruption

Chi Taipei

1) Intentional Restrictions

2)  Efficiency of Processes for
Obtaining Investment Approval

3)  Dispute Resolution

4)  Tax Environment

5)  Accessibility and Clarity of
Investment Regulations

Hong Kong

1)  Human Capital

Indonesia

1)  Predictability of the Regulatory
Environment

2) Intentional Restrictions

3) Infrastructure

4)  Consistency Across Levels of Government

5)  Corruption

Japan

1)  Human Capital

2)  Tax Environment

3)  Nationalism

4)  Cultural Embededness

5)  Jurisdictional Overlap

Korea

1)  Openness of Markets

2)  IP Protection

3)  Transparency of Processes

4)  Jurisdictional Overlap

5)  Predictability of Regulatory Environment

Malaysia

1)  Human Capital

2)  Corruption

3) Intentional Restrictions

4)  Openness of Markets

5)  Efficiency of Processes for Obtaining
Investment Approval

Mexico

1)  Physical Security

2)  Corruption

3)  Judicial Independence

4)  Transparency of Processes

5)  Dispute Resolution

New Zealand

1)  Consistency Across Levels of Government

2)  Community Consultative Process

3)  Nationalism

4) Intentional Restrictions

Papua New Guinea

1) Dispute Resolution

2)  Corruption

3)  Human Capital

4) Infrastructure

5)  Transparency of Processes

Pery

1)

Physical Security

2)  Judicial Independence

3)  Community Consultative Process

4)  Consistency Across Levels of
Government

5) Infrastructure

1)  Corruption

2)  Infrastructure

3)  Physical Security

4)  Judicial Independence

5)  Consistency Across Levels of
Government

Russia

1)  Judicial Independence

2)  Physical Security

3)  Openness of Markets

4)  Corruption,

5)  Tax Environment

Singapore

1) | P Protection

Thailand

1) Dispute Resolution

2)  Corruption

3)  Political and Economic Stability

4) Intentional Restrictions

5) Efficiency of Processes for Obtaining
Investment Approval

United States

1)  Consistency Across Levels of
Government

2)  Community Consultative Process

3)  Tax Environment

4)  Jurisdictional Overlap

5) Efficiency of Processes for Obtaining
Investment Approval

Viet Nam

1) Intentional Restrictions

2)  Transparency and Efficiency of
Processes for Obtaining Investment
Approval

3)  Human Capital

4)  Judicial Independence

5)  Capital Markets
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What Should APEC Do?

Stop fighting the last war!

In her Pulitzer Prize-winning 1962 book The Guns of
August, Barbara Tuchman detailed the preparations
made by World War I's soon-to-be combatant powers.
These preparations, based on outdated modes of
warfare, were woefully inadequate to incorporate or
even cope with technological advancements and other
paradigm shifts. Naturally and tragically, these
backward-looking preparations proved insufficient to
meet contemporary realities, at a staggering cost in lives
and treasure. Military planners and politicians before
and since have often been guilty of preparing for and
trying to fight the last war, when the “ground truth” has
long since passed them by. It is this trap that APEC’s
policymakers must now take care not to fall into.

Policymakers are often forced to deal with problems of
an immediate nature. Businesses continuously operate
at the frontier and make their plans based on projections
for 5-10 years out. This leads to a mismatch wherein
today’s policies are based on an outdated world view.
Policymakers and business leaders must work
cooperatively to enact policies that will foster a more
open, prosperous, growing APEC. These policies must be
forward-looking and cannot be made based upon
yesterday or today’s conditions on the ground, which will
be outdated by the time such policies are fully ratified.
They must concentrate on creating a farsighted
constellation of FDI policies that focus on fostering an
environment of consistency, predictability, and stability
for both foreign and domestic investors. Time and time
again throughout this research, those three matters were
validated as the triad of not just most valuable, but most
necessary attributes when it comes to attracting and
fostering FDI.

Political will matters...and appears lacking

Businesses are frustrated by political leaders who profess
to desire increased prosperity for their citizens, yet
obstruct policies would bring wide swaths of their
populations the benefits of freer trade and more open
investment environments. To business leaders,
obstructing policies or agreements or that would
ultimately benefit so many looks like kowtowing to small
but powerful domestic interest groups. The same is true
when politicians promote or pass regulations that are
clearly intended to protect domestic businesses at the
expense of foreign ones. Interviewees complained
vociferously about what they view as pandering and a
lack of political courage. Sadly, they will ultimately vote
with their feet, to the detriment of economies who could
have benefited from their investment and corporate
citizenship. Political leaders must mind that even small
gestures or comments likely intended for domestic

consumption can have a large impact on both ongoing trade
negotiations, on business decision-making, and on the
businesses of the home nation of the commenter trying to
operate in other economies. Free Trade Agreements have
another benefit in this regard: they bind the behavior of
politicians while also providing them with cover.

Leading economies must share best practices

Many APEC economies are world leaders when it comes to
openness and trade facilitation. Conversely, APEC economies
that would benefit the most from FDI are those burdened by
the most impediments: the “laggards” in more ways than
one. This manifests itself in dramatically lower inward FDI
flows to APEC’s developing economies compared to the rest
of the world’s developing economies. As part of a powerful
economic cooperation, these lagging economies can benefit
greatly by benchmarking best practices from the leading
economies. Surely it is also only in the interest of those
leading economies to help lift up the lagging economies by
sharing their best practices.

Standardize as much as possible

Standardized policies, procedures, systems and reporting
conventions provide a multitude of benefits. They increase
efficiency by reducing cost in both time and money, and by
reducing risks associated with lack of clarity. Standardized
systems and procedures, preferably online, foster greater
transparency, which tends to reduce corruption (still a
significant issue in too many APEC economies, and
particularly those that really need FDI). A standardized
format and mechanism for reporting sectorial and historical
FDI inflow data will provide a much more granular and
clearer picture of trends in FDI in APEC to identify issues and
aid business leaders and policymakers in their push for
reform. Ultimately, standardization will help raise all
economies to a minimum standard of capability.

Keep pushing forward

By and large, APEC is pushing on the right things (laid out in
the IEG’s Enhancing Investment Liberalisation and Facilitation
in the Asia-Pacific Region, Stages 1 and 2). However, the rate
of change is slow — too slow and unimaginative from the
business point of view. Just as political leaders are
responsible to their constituents, business leaders are
responsible to their stakeholders. When these stakeholders
get impatient, businesses are forced to move their money
accordingly. This movement leads to clusters of excellence in
some economies, but leaves other economies out in the cold.
Cooperative doggedness is needed from business and
political leaders to craft forward-looking FDI policies: policies
that foster the clarity, consistency, predictability and stability
needed to launch the 40% of the world’s population who live
in APEC economies to new heights of prosperity.
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