MEASURING ECONOMIC
GOVERNANCE AT THE
LOCAL LEVEL
THE EXPERIENCE OF THE ASIA FOUNDATION IN INDONESIA,
VIETNAM, CAMBODIA, SRI LANKA, AND BANGLADESH
A dynamic and healthy private sector is widely
regarded as the engine of long-term economic
development and a dominant source of job
creation and poverty reduction. Countries
compete to attract investment and those that
succeed in creating environments that support
competitive entrepreneurs have reaped significant
economic growth and increased employment
opportunities. Sound national policies contribute
to business-friendly environments but are not
sufficient to achieve balanced and equitable
economic progress. Efforts to promote competition at the local level must complement national
efforts. This is particularly true for micro, small,
and medium enterprises (MSMEs).
The Asia Foundation’s approach to effective
economic governance builds on the knowledge
that the engine for sustainable growth is the
formal and informal MSME sector, the major
source of employment for most countries in Asia.
However, the growth and job-generation performance of MSMEs are often constrained by a wide
spectrum of institutional obstacles.
To address the constraints to MSME growth, the
Foundation has developed specialized tools to
measure the quality of local economic
governance, assess progress through a set of
quantitative indicators, and support policy
reforms. Local Economic Governance Indexes
(EGIs), developed in collaboration with local and
international partners, are one of these tools.

EGIs benchmark local economic governance to
enhance private sector growth and job creation by
providing information and incentives for improving the local economic environment. By focusing
on economic governance, EGIs emphasize
policies, initiatives, and performance of the local
authorities, thus setting the stage for needed
adjustments and reforms.
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Inform the private sector about the
business environment in their area relative
to other areas, thus creating a demand for
an improved business environment;
Provide provincial leaders with a frame
of reference for best local practices as they
seek to improve policies within their own
borders; and
Create a proactive and competitive process
aimed at improving the local business
environment.

A C O U N T RY- S P E C I F I C A P P R OAC H

Economic Governance Indexes use results from
surveys of local enterprises, interviews with local
authorities, and data collected from published
sources and statistics to develop indicators against
which municipalities, districts, or provinces are
measured and ranked to highlight local variations
in the business environment. The administrative
units ranked vary among countries to reflect local
realities of decision making and/or structural
elements such as decentralization.

the quality of local
economic governance,
assess progress
through a set of
quantitative and
qualitative indicators,
and support
policy reforms.
Local Economic
Governance Indexes
list indicators against
which municipalities,
districts, or provinces
can be measured and
ranked, and highlight
local variations in the
business environment.
Local Economic
Governance Indexes
demonstrate that
in regions, provinces,
or municipalities,
governance improvements can have a
large impact on
business expansion
and employment.

Dedicated EGIs were developed for each country, with
country-specific indicators. However, each EGI shares a
common approach to economic governance, using similar
criteria, including:
1. Entry Costs: Time spent, number of licenses required,
and the official costs of obtaining all licenses/permits;
2. Transparency and Access to Information: Access to planning and legal documents, communication of new policies and laws to firms, and predictable implementation;

In Indonesia, regional autonomy has created mixed results in
economic growth. While some local governments have
become more transparent and have reduced burdensome
regulations for businesses, others have lagged behind.
“Decentralization has created new challenges for business
growth, often leading to greater uncertainty for investors,”
KPPOD concluded. Survey results indicate that licensing
and regulatory factors had the lowest ratings in Indonesia.

3. Participation: Measure of whether firms are consulted
in the creation of local policy and whether their interests
are represented in policy discussions by business
associations or other interest groups;

These results have helped local governments target specific
areas in need of improvement. By identifying and publicizing
the factors that make the highest-ranking regions most
successful in attracting investment, the survey fuels competition among regions to improve their investment climates.

4. Time Costs of Regulatory Compliance: Time spent on
bureaucratic compliance and waiting periods or
frequency of inspections by local regulatory agencies;

M E A S U R I N G E C O N O M I C G OV E R N A N C E F O R P R I VAT E

5. Informal Charges: Cost of informal charges, measure
of the obstacles that these extra fees pose for their
business operations, predictability of extra fees, and
whether they result in expected “services”;
6. Crime Prevention: Amount firms pay in explicit costs
as a result of crime due to property that is lost or
stolen, as well as the implicit costs of preventing crime
by paying security and protection money;
7. Tax: A gauge of both the administrative and fiscal
burden imposed by tax regulation at the local level; and
8. Dispute Resolution: Measure of the satisfaction firms
have in the outcomes of formal and informal modes
of dispute resolution at the local level.
Country-specific dimensions include indicators such as the
state sector bias in Vietnam, labor’s availability, quality, and
costs in Indonesia, and physical infrastructure in the
Philippines.
A P E R C E P T I O N O F T H E BU S I N E S S C O M M U N I T Y
IN INDONESIA

Since 2001, the investment competitiveness of various
regions of Indonesia has been rated through an annual survey
of business people to assess the business environment in
regencies and municipalities (the two types of localities
within provinces). This Investment Competitiveness of
Regencies/Cities survey is conducted by the local nongovernmental organization Regional Autonomy Watch
(KPPOD). In the latest 2007 survey, the KPPOD surveyed
243 out of 483 regencies and municipalities in Indonesia.

S E C TO R D E V E L O P M E N T I N V I E T N A M

The Asia Foundation partnered with the Vietnamese
Chamber of Commerce and Industry (VCCI) in 2002 to
reveal why some provinces are better than others at
establishing a business environment conducive to private
sector dynamism, job creation, and economic growth. This
groundbreaking research provided the basis for the
subsequent development of the Provincial Competitiveness
Index (PCI) as part of the larger Vietnam Competitiveness
Initiative (VNCI). First implemented by the Foundation in
2005 in partnership with VCCI, PCI covered 42 provinces
that account for approximately 90 percent of economic
activity in Vietnam. This assessment provided the first-ever
ranking and assessment of provinces based on their
regulatory environments. Subsequent annual PCIs continued
to refine the methodology and expanded the survey to all 64
provinces in Vietnam.
The annual release of PCI between 2005 and 2008 has
attracted tremendous attention and responses from the press,
the business community, national and provincial
governments, and the donor community. Vietnamese
national TV news (VTV1) named the PCI one of its “Top
Ten Economic Events in 2005,” and the PCI has been
featured prominently in more than 500 media publications
since 2006.
More importantly, provincial authorities have invited the
PCI team to present a customized diagnostic analysis of their
province’s performance in the PCI each year. These
diagnostic workshops have brought about important
commitments and initiatives by provincial governments,

including new measures to promote business participation in
the policy and planning process, greater efforts to streamline
and rationalize business licensing and land access procedures,
and more coordinated institutional responses to improve the
treatment of private sector entrepreneurs and investors.

as reduction of informal charges, transparency, and participation can have an important impact on the overall business
climate in the country.
L I N K I N G L O C A L A N D N AT I O N A L L E V E L E C O N O M I C
R E F O R M S I N BA N G L A D E S H

A TO O L F O R P O L I C Y A DVO C AC Y I N C A M B O D I A

In 2006, The Asia Foundation and the International Finance
Corporation’s Mekong Private Sector Development Facility
created The Provincial Business Environment Scorecard
(PBES) in Cambodia. The PBES allowed, for the first time,
comparative analysis of the business environment across 10
of the 24 Cambodia provinces/municipalities. The PBES
was subsequently extended to cover all 24 Cambodia
provinces in 2008-09.
Based on the perception of the business community, the
PBES ranks the achievements of provincial governments in
developing business-friendly policy environments. The PBES
uses 10 basic criteria (sub-indices) to identify the provinces
that have excelled at various aspects of provincial governance
and communicate the successful practices to struggling
provinces. The 2009 PBES led to some unexpected results.
For example, the eastern border province of Kampong Cham
and the southern province of Kampot have the best business
environment according to the PBES criteria, while the
capital, Phnom Penh, is the lowest ranked due to problems
associated with the city’s ability to deal with rapid
development and urbanization. The results facilitate dialogue
between the public and private sectors on specific policies
and actions for growth in investment and enterprise.
I M P R OV I N G T H E E N V I R O N M E N T F O R P R I VAT E
ENTERPRISE IN SRI LANKA

In 2007, The Asia Foundation constructed an Economic
Governance Index for the Local Authorities in Sri Lanka.
The EGI helped identify and facilitate understanding of
government-influenced constraints to economic growth and
to indicate the influence of economic governance on business
behavior.
The index was launched at a symposium organized jointly
between The Asia Foundation, the Ministry for Local
Government, and Provincial Councils during local governance week in July 2007. EGI analysis shows that even
though structural conditions, such as quality of infrastructure
in a locality, tend to dominate the business environment,
improvement in economic governance can substantially alter
the business environment from one area to another.
Improvement in certain areas of economic governance such

In late 2008, The Asia Foundation, with support from
International Finance Corporation (IFC), created a two-year
local economic governance pilot project that combines a
series of activities, including a Bangladesh Economic
Governance Index to cultivate sub-national stakeholder
ownership and support for policy reforms. The EGI, along
with other program activities, will link this local support to
national policy-making led by the Bangladesh Better Business
Forum and the Bangladesh Regulatory Commission as well
as other government agencies.
On completion of a successful six-month design phase in
April 2009, the project will enter an 18-month implementation phase, including the construction of a pilot EGI in
approximately 20 districts that will address the need for
injecting local views in the formulation of national level
policy reforms.
TO O L S F O R I M P R OV E D BU S I N E S S E N V I R O N M E N T S

EGIs in each country have shown that local governance
differs drastically across the region. They also demonstrate
that within districts, provinces, or municipalities, governance
improvements can have a large impact on business expansion
and employment. In addition to the rankings, the detailed
information on local business environments gleaned from the
surveys give the public sector, private entrepreneurs, and
other stakeholders a better understanding of the areas in
which economic governance improvements can have a
tangible impact on economic development. In the countries
where the EGI processes have been established, local authorities are now using the information from the EGI to take
practical measures for a more enabling business environment.
While in some cases, yearly indexes would be too frequent to
track concrete improvements in the business environment,
producing EGIs on a regular basis will allow for comparisons
over time and place. By allowing for these sorts of comparisons, the EGIs will help to determine the impact of
improved business environments on private sector development. By encouraging all localities in a country to contribute
to the national economy and benefit from economic growth,
EGIs facilitate a more geographically-balanced pattern of
growth, thereby improving the general well-being of citizens
across all communities.

These programs were carried out with the support of the United States Agency for International Development, German Technical Cooperation, Australian Agency for International Development, and
the British Department for International Development.
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Sri Lanka:

2007

2005: Face-to-face survey of 8,727
firms and hard data
2007: Face-to-face survey of 12,636
firms and 2 business associations in
all regions of 15 provinces and hard
data
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Vietnam:
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Provinces

Bangladesh: Districts
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2005: 228 districts in 30 provinces,
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Sri Lanka:
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2005: 42 provinces
2006-2008: 64 provinces

Cambodia:

2006: 10 provinces

Australia, and Asia, and
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Face-to-face survey of 4,900 enterprises and hard data

from the U.S. Congress.

Vietnam:

2005: Mail-out survey to 15,400
firms and hard data

the Foundation builds

2006-2008: Perception data: Mailout survey to 30,000 firms and hard
data
Cambodia:

2006: Face-to-face survey of
500 private firms and hard data

Geographical Coverage:

U.S., Europe, Canada,

Sri Lanka:
Administrative Level of Coverage:
Indonesia:

als, and governmental

Through its programs,

leadership, improves
policies, and strengthens
institutions to foster
greater openness and
shared prosperity in the
Asia-Pacific region.
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2009: All 24 provinces
Bangladesh: 2009: 20 districts
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