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Part 1:

The general concept of measuring the
Business and Investment Environment: 

Business & Investment Climate
Surveys and Indices
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The Terms

• Investment Climate

• Business Environment
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Definition of investment climate :
� „policy, institutional, and behavioral environment, 

both present and expected, that influences the
returns, and risks, associated with investment”
(Nick Stern, former Chief Economist, World Bank)

Three main features of investment climate
� Macro-economic factors (including political stability)
� Governance
� Infrastructure (quality and quantity; physical & 

financial)
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Why investment climate matters :

Governance

� corruption significantly reduces inflows of FDI
� overregulation leads to larger unofficial economy

� where entry and exit are relatively easy, new 
and more productive and innovative firms will 
emerge

� new firms are usually the fastest growing 
segments in transition countries
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Why investment climate matters (2) :

� Poor infrastructure can undermine the 
competitiveness of firms

� at best making it more costly for them to operate,
� at worst deterring them from entering markets where they could 

have been competitive

� A healthy financial system frees firms from financi al 
constraints

� allows them to expand according to their expected potential 
rather than their current stock of cash. 

� Business development services lead to faster 
growth 

� in both industrial and developed countries
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Business Environment

• in a narrower sense: the national / 
regional / local political, regulatory, 
institutional factors

• in a wider sense: support factors, 
including business services, incubators, 
networks, associations etc.

� Overlapping of investment & business
climate observations
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Business Climate Surveys…

� …complement policy reviews such as World Bank 
“Doing Business”

� …offer a standardised method to capture 
perceptions of the private sector

� …identify the bottlenecks to private-sector 
development

� …are a powerful advocacy tool for private sector 
organisations

� …should initiate / feed into public private dialogue 
processes

� …support economic development processes e.g. 
attracting investment
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Underlying ideas:

� Businesses operate in an environment, many factors 
of which are ‚home-made‘, i.e. they can be changed.

� A more conducive business and investment climate 
leads to faster growth, increasing employment and 
poverty reduction.

� Before promoting investment and businesses, 
let’s look at the environment, in which enterprises 
(will) operate!
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Example
Business entry reforms = more businesses

Business Density
(registered firms per capita)

Business Entry
(new firms in % of registered firms)

Easiest Most difficult Most difficultEasiest

…which means more formal employment
Informal Sector 

(% of GDP)
Unemployment

(% of labor force)

Easiest Most difficult Most difficultEasiest
Source: Doing Business database, WDI
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What different assessments exist?
Comprehensive country studies
� Investment climate assessments 
� Business Environment Surveys

Studies of specific investment climate features:
� Regulation – e.g. “Doing Business”
� Corruption – e.g. CPI
� Transparency
� Competition etc.

Studies on specific sectors
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Levels and factors

� National business environment:
National Governments and business 
organisations

� Local / provincial business environment:
Local governments and business organisations, 
but influence of national-level policies

� ‚External‘ factors
political conflicts, international crisis 
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Just three examples out of hundreds 

see: handout 1 
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Doing Business 2009
comparing regulation in 181 economies 
www.doingbusiness.org

Russian Federation ranked 120 (2008: 112)
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Doing Business numbers reflect symptoms of underlying problems, but do not
diagnose the actual problems nor the cure. 

Because of this, reformers sometimes opt for the wrong responses including:

• Addressing only the symptom, not the underlying cause
• Changing the Doing Business ranking without improving the business environment
• Mistaking low scores / high ranking for a lack of problems

Better understanding of the role of the indicators – and the nature of business – permits
more effective reforms. 
Businesses succeed when their revenues are sufficient to cover their costs and risks. 

The substantive areas covered by Doing Business – Starting a Business, Enforcing 
Contracts – all deal with the costs and risks of doing business in a country. Therefore, 
they point to places where reformers can reduce unnecessary costs and risks caused by 
improper regulation.

(Wade Channell 2007)

Remark:
Uses and Abuses of Doing Business Indicators
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Provincial Competitiveness Index, 
Vietnam 2005

Prepared
by the
Vietnam 
Competitiveness
Initiative (VNCI)
Vietnam Chamber
of Commerce and
Industry / USAID
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Prepared by
Mekong 
Project 
Development
Facility
(MPDF/ IFC)

Provincial Business Environment
Scorecard Cambodia, 2006
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What for?
Benchmarking tool
� Motivation for change
� Aggregate indices useful

Policy making tool
� Limits of the Indicators: Symptoms or Disease?
� More detailed, disaggregated information needed

Political interests : Caution!
� based on economic theory and common sense
� but also on interests and philosophies

(P. Fisher, Grading Places. What do Business Climate Rankings really tell us? 2005)
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Critical remarks on investment climate surveys

The iceberg Meet Joe Btfsplk

How managers 
describe their 
“investment climate”
constraints depends 
on firm 
characteristics.
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Part 2:

International examples of index structures & 
potential elements of a 
“Tambov Local / Regional Business or 
Investment Climate Index or Survey”
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Investment: Quality not quantity

Investment is important
• But more important is the pay off from investment
• Does investment lead to more competitive firms, 

sustained growth and productive jobs? Not always
• Studies show weak link between mere quantity of 

investment and sustained growth

� Quality, not quantity, of investment matters

� This requires a good investment climate
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What to measure?

• What is our intension / objective?

• What do we want to know?
• What can stakeholders influence or not? 

e.g. natural resources; geographic location

• What can the (local) actors influence?

� Focus on what can be influenced and 
changed!

� Need for design decisions!
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How to measure?

Objective; „hard“ data
� Laws, statistics, e.g.: kilometres of road network, 

number of vocational training centres or business 
centres, number of power failures per year

Subjective, „soft“ or perception data
� enterprise surveys: views of entrepreneurs about 

responsiveness of local / regional Government, 
regulations, cost of doing business, etc.

Major type of data :
� perception data from enterprise questionnaires, 

interviews etc. 
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What is measured by different studies/ indices?

see: handout 2

Key elements of the 
business environment for 
donor agencies 
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Which example can be useful for measuring the 
local / regional business climate in Tambov?

� An example that uses indices as an integrated 
tool for “Local or Regional Economic 
Development”
(e.g. Developing Economies Locally Through Action 
and Alliance (DELTA), Albania/Kosovo)

� The survey should be part of a economic 
strategy / development program for the region
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Design decisions required

Topics/ areas – what to measure?
� Who can change what?

Breakdown of variables and type of data
� Statistics and entrepreneurs‘ perceptions?

Territorial/ administrative unit
� intervention area – oblast – neighbouring oblasts?

Organisation of the process of index building
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Prioritization of topics / areas to be measured

Business
performance

Business
prospects &

obstacles

Local Government

Business start-up

Regulation

Property & land

Security &
legal system

Corruption

Bias towards
state enterprises

Business
services,
utilities,

infrastructure

Labor /
human resources

Other?
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The process

Technical process

- Design of survey/ index
- Validation through private 

and public sector groups
- Decision on administrative / 

territorial units
- Finalization of questionnaire
- Enterprise survey
- Statistics collection
- Data processing
- Publication

Socio-political process

- Awareness creation
- Generating ownership
- Facilitating / introducing  

Dialogue Forums between 
private & public sector

- Discussion of survey design 
and results

- Elaboration of action plans
- Institutionalising – who will be 

the owner(s) of the index 
exercise?

Need to be interlinked!
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Requirements

� The technical process is just a tool.
� Consensus on the purpose: Facilitating 

economic development and attracting 
investment (?)

� Stakeholder interest and ownership
� Institutionalized cooperation: Public-Private 

Dialogue (forums)
� Institutional owner(s) of the index: e.g. Tambov

incubator; Chambers; NGOs; Governorates, 
Statistics and Research organisations.
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THANK YOU FOR YOUR ATTENTION!

Henning Bungards
PEM GmbH – Germany

henning.bungards@pem-consult.de


