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1 Executive Summary

Comparing Batam Risks with overall
Indonesian Risks

Grade
Worst10

9 4

7.52

1 4.87

Batam Indonesia

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Foreign investors working in Batam consider the business environment to be less
risky than overall Indonesian risks, especially from the perspective of labor-intensive
companies manufacturing products for export to other countries in Asia, North
America and Europe. Batam’s physical infrastructure is superior. It is easier to
import raw materials and equipment and to export finished product than it is from
other places in Indonesia. Perhaps most importantly, Batam’s close proximity to
Singapore enables companies to take advantage of infrastructure, banks, and other
supporting services that Singapore has to offer. This gives Batam an advantage not
only to other places in Indonesia but also to other free trade zones in Southeast
Asia. None have links with Singapore that are as close as Batam’s.

Some expatriate perceptions toward Batam are worse than those toward all of
Indonesia. The cost of labor is higher, for example. The problem of labor activism is
rated more harshly. There are also growing concerns about personal security risks.

These problems notwithstanding, Batam’s overall risk score is considerably better
than Indonesia’s. Expatriate perceptions toward Batam are also better than
perceptions of expatriates in most other Southeast Asian countries toward their
places of employment. Singapore and Malaysia are the two exceptions.

The graph above shows the comparison between perceptions toward Batam and
those toward all of Indonesia when evaluated against the same set of variables (as
presented in Appendix 1). The chart on the next page gives the overall scores of our
survey and the scores of the major categories of variables for Batam, Indonesia, and
a broad selection of other developing countries in the Asian region.



Batam Is Competitively Placed Within the Region

Batam | China [ India [ Indonesia Mal. Phil. Sing. Thai. Viet.

a) External variables 3.89 3.45 8.22 4.67 3.38 4.96 3.74 4.26 3.44
b)  Foreign investor

variables 4.06 5.88 6.51 6.93 4.20 5.16 2.26 5.46 5.16
c) Physical

infrastructure 4.31 5.04 7.15 7.41 3.95 6.27 0.52 4.71 6.45
d) The ease of doing

business 4.49 7.36 8.57 7.94 5.77 6.63 2.47 6.58 6.84
e) Domestic social

environment 5.00 4.67 6.27 7.73 3.93 5.25 2.37 4.02 4.34
f)  Quality of

expatriate life 5.04 3.73 5.68 6.50 3.52 4.51 2.02 3.02 5.03
g) The political

environment 5.49 6.58 7.81 8.49 5.563 7.05 1.63 6.45 6.36
h)  Natural

environment 5.27 7.93 8.43 9.12 4.69 8.07 2.32 7.51 6.97
i) Education and

human resource

variables 5.52 4.05 4.20 6.90 4.91 4.97 3.17 6.06 4.96
j) Institutional quality,

accountability and

standards 5.59 7.72 8.03 9.51 6.29 7.64 2.28 8.08 7.46
TOTAL SCORE 4.87 5.64 7.09 7.52 4.62 6.05 2.28 5.61 5.70

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

After discussing in Section 2 our methodology for arriving at these numbers, Section
3 this report examines in more detail the individual categories of variables that
together form the total score.



2 Methodology

The data for this report comes from two different surveying exercises. The data
that relates specifically to Batam comes from 61 face-to-face surveys that PERC
conducted during September 2002. There were three main groups of business
people. One was company managers residing in Singapore and Hong Kong who
have investments in Batam. The nationality of these people was Singaporean, Hong
Kong Chinese, Japanese, American, Australian, or European. None were
Indonesian citizens. All had first-hand experience in dealing with their Batam
operations. All also had experience in doing business in other parts of Asia.

A second group was managers of foreign direct investments in Batam. We
interviewed 23 such people face-to-face during one week in Batam. Of the survey
group, 21 were expatriates (mainly Singaporeans, but also Americans, Japanese,
Germans and Australians). Two were Indonesian passport holders, both of whom
were the resident managers of foreign direct investments in Batam.

The third groups of 15 were expatriate managers of foreign direct investments
who were residing in Jakarta. We did not ask this group questions relating
specifically to Batam. Instead, we asked them about business conditions in Jakarta
(focusing mainly on infrastructure facilities there). This gave us data we used to
compare against Batam in Section 3.3 of this report.

As can be seen in Appendix 1 of this report, most of the survey questions asked
respondents to provide a grade of between zero to 10, with zero being the best
grade possible and 10 the worst. The overall scores presented in this report are
straight averages of these responses. A few questions asked for textual responses
(like name Batam's three biggest strengths and its three biggest weaknesses). In
these cases, we combined all the responses and then divided them into major
categories.

We used a different survey to arrive at the broader country grades used for
comparison against Batam. PERC conducted this survey in the first half of 2002. In
some cases, responses were in face-to-face interviews. In other cases, respondents
replied to a direct mailout questionnaire. All respondents were expatriates working
for foreign direct investments. Respondents provided grades only for the country in
which they were working, not for other Asian countries. In each country, there were
at least 50 responses, except for Vietnam, where the total grade was based on 35
responses.

Each major category grouping presented in Section 3 of this report shows the
wording of the variable that related to Batam along with the comparable variable that
was asked about the overall national conditions. In most cases, they are exactly the
same, although in a few cases the wording was modified so that the respondent was
directed to focus his or her answer specifically to conditions in Batam, not to all of
Indonesia.



3 An Analysis of Major Categories of Risk That, Together, Define
Overall Risks for Batam

3.1 External political risk variables

Vulnerability to External Variables
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Batam is not perceived to be particular vulnerable to or immune from external
risks like the threat of international terrorism, developments within ASEAN or fallout
from social instability elsewhere in the region or the world. In most cases, its grades
mirror those of all of Indonesia. The significance of this is that it indicates the bias of
our expatriate audience in Batam is not very different from the bias of expatriates
living in Jakarta (who dominated the national-level grades).

However, there are a few reasons why Batam's grade is lower than Indonesia's
overall grade. Most importantly, expatriate managers in Batam consider the island's
relations with Singapore to be particularly strong. This is less on a diplomatic level
than on the way the two economies interface with each other. The close proximity of
Batam to Singapore — it is less than an hour's ferry ride away — means that foreign
mangers of investments in Batam can travel to and from Singapore much more
easily and frequently than expatriates in other parts of Indonesia can physically
interface with other countries. The variable in this section that reflects this most
clearly is the one that asked about Batam's economic links with neighboring
countries. It is much better than Indonesia's overall grade.

Expatriates in Batam also perceive that the island has better relations than
overall Indonesian relations with trading partners lying further away, namely, Japan,
Taiwan, the US and Europe, although its main commercial ties are directed toward
Singapore and companies from other countries that have regional offices there. This
is probably because Batam is much more focused on exports than is generally the
case in Indonesia. Politics has not interfered with this business focus.



Our survey audience in Batam was just as sensitive to ASEAN security concerns
as were expatriates residing elsewhere in the region — even more so, judging from
Batam's higher grade. However, expatriates residing in Batam seemed to be more
comfortable than their counterparts elsewhere in the region that Batam would not be
upset by social instability in other countries, including outside the immediate ASEAN
area. For example, Batam's population did not react strongly one way or another to
the September 11, 2001 terrorist attacks on the US or the ensuing war in
Afghanistan. At this point in time, the debate over the US position on Iraq is also not
a major point of focus or concern in Batam the way it is in many other parts of Asia,
including other parts of Indonesia. In this sense, Batam seems to be more apolitical
toward such issues. This is contributing to a more stable social environment in
which foreign investors in the Batam seem to find comforting. Batam's focus is much
more on export-oriented manufacturing business than on regional or international
politics, and foreign investors expect it to stay this way.

External political risk variables

Variable in Batam BATAM Va.riable in region- CH INDIA | INDO | mA | PH S| TH VN
survey wide survey

Vulnerability of Batam
to security concerns 5.07 Regional security 2.67 | 8.33 467 | 429 [ 6.33 | 4.3 | 4.44 | 3.88
in ASEAN region

Direct military threats

to Batam 3.65 Direct military threats 2 7.67 3 2 492 | 3.71 | 233 | 2.38
, . . Diplomatic relations

Batam'’s relations with . : .

neighboring countries 3.30 ng:n?r?elzgshbormg 1 9.5 5.67 | 243 [ 3.83 | 443 | 478 | 35

Batam’s economic L .
Economic links with

links with neighboring 3.42 A . . 5 8 5 3.14 | 425 | 3.14 | 4.78 | 3.38
countries neighboring countries

Fallout in Batam from Fallout from social

social instability in 3.70 instability in other 5 9.5 4 414 | 558 | 443 | 4.89 | 3.63
other countries countries

Batam'’s relations with . ) .

major trading 421 | felatons with major |5 | 33 | 567 | 4.29 | 483 | 243 | 433 | 3.88
partners 9P

AVERAGE GRADE 3.89 345 | 822 | 4.67 | 338 | 496 | 3.74 | 4.26 | 3.44

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.



3.2 Foreign investor variables

Foreign Investor Variables

Grade
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Foreign investors perceive that they are treated far better in Batam than is the
case elsewhere in Indonesia and also compared with most other developing
countries in Asia. The whole focus of Batam's industrial zone development has been
to attract foreign investors in export-oriented manufacturing activities. Consequently,
the authorities have made the investment approval and licensing process quite
straightforward and have made it comparatively easy for expatriate staff to get
employment visas.

The expatriates we interviewed were generally complimentary to the way the
managers of the industrial zones where they were located played an interfacing role
that helped to reduce bureaucratic problems and address other issues. The Batam
Industrial Development Authority was also given high marks for its role in addressing
the concerns of foreign investors.

Because Batam is so export-focused, investors do not normally encounter the
types of discrimination that are frequently encountered in other parts of Indonesia,
namely, by local special interest groups who are trying to protect their position in
certain industries that generally cater to the domestic market. For much the same
reason, new investors are generally welcome and existing investors are more
positive about the levelness of the playing field than were investors in all other
countries covered by this report except Singapore.

Many of the managers we interviewed were ethnic Chinese from Singapore.
They did not think racism was a problem or feel that they had trouble interfacing with
the local population. The other nationalities we interviewed were similarly positive.
We felt the response of the ethnic Chinese was significant, however, because of the
reputation of other parts of Indonesia for having serious strains between ethnic
Chinese and indigenous Indonesians. This does not seem to be a problem at all in
Batam.



Foreign investor variables

Variable in Batam

Variable in region-

BATAM ! CH INDIA | INDO | MA | PH Si TH VN
survey wide survey
2&2?23'2:&%2@9” Discrimination
direct investment in 3.40 gﬁggs{;czgrgmgn 5 6.67 6.17 3 4.5 2.1 5.89 3
Batam
Levelness of local Levelness of local
playing field for playing field for
existing foreign 3.68 existing foreign 5 7.58 6 4431655 | 27 | 567 | 6.25
investors investors
Transparency of Transparency of
investment approval 3.80 investment approval 6 7.58 825 | 486 | 6.08 | 24 [ 578 | 55
and licensing process & licensing process
Ease with which EZ?;B:SBSW“C“
:gfégfzzzzsw‘?&p“'at'on 3.86 | population interfaces | 5 34 | 633 | 271|275 | 29 | 444 | 525
) ) with expatriate
expatriate population population
Immigration policy for Immigration policy for
expatriate staff and 4.00 expatriate staff and 5 5 5 557 | 475 | 1.7 | 5.67 | 5.63
other talent other talent
Extent that Extent that
nationalism is an nationalism is an
impediment to foreign 472 impediment to foreign 5 7.33 733 | 47115751 1.8 | 478 | 613
investment investment
Mechanisms for Mechanisms for
foreign investors to foreign investors to
communicate their 4.37 communicate their 8 6.67 8.33 | 3.29 | 5.33 2 5.22 | 413
concerns to the local concerns to the
Batam authorities government
Responsiveness of Responsiveness of
the local Batam the government to
authorities to 4.66 congerns expressed 8 7.83 8 5 558 | 25 | 6.22 | 5.38
concerns expressed 2=
by foreign investors by foreign investors
AVERAGE GRADE 4.06 5.88 | 6.51 6.93 | 420 | 5.16 | 2.26 | 5.46 | 5.16

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.3 Physical infrastructure

Physical Infrastructure

Grade
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

This section looks at how foreign investors perceive the quality of physical

infrastructure that exists to support their operations. Batam’s infrastructure is
superior to that which exists elsewhere in Indonesia for purposes of supporting
factories that need to import materials and export their finished products. The
reasons for this are as follows:

It is much easier to move materials and equipment into Batam through its port
and airport from foreign supply sources than it is to other parts of Indonesia,
including Jakarta.

It is also easier to export finished product out of Batam’s port and airport than it is
to other parts of Indonesia, again including Jakarta.

The basic infrastructure like electric power and water is comparable to what is
available in Jakarta and superior to most other parts of the country, where
investors frequently need to put in this type of infrastructure themselves. There
are points that need improvement, but those using the facilities do not rate these
as major obstacles.

Batam benefits from its proximity to Singapore, which gives investors the ability to
use infrastructure in Singapore when facilities are lacking in Batam. An example
here is medical facilities.



Physical infrastructure

Variable in Batam Variable in region-

survey BATAM | wide survey CH INDIA | INDO | MA | PH Si TH VN
Telecommunications Telecommunications

system 3.41 system 4.33 | 6.33 6.00 | 471 | 417 | 0.40 [ 456 | 7.75
Internet and services Internet and services

supporting it 4.40 supporting it 6.33 | 4.00 6.67 | 6.00 | 5.08 | 0.90 [ 5.22 | 8.00
The local road The local road

system 5.69 system 6.00 | 8.00 7.67 | 329|825 |0.50 ]| 6.22 | 7.75
Container port Container port

facilities 4.73 facilities 5.67 | 8.33 8.00 | 3.00 | 6.42 | 0.11 [ 5.38 | 5.63
Freight forwarding Freight forwarding

facilities 4.11 facilities 6.00 | 8.33 8.00 | 3.57 | 6.17 | 0.33 [ 4.88 | 5.13
Airport facilities 3.32 Airport facilities 433 | 8.33 7.33 | 2.86 | 7.50 | 0.20 [ 4.67 | 6.13
Access to airport 3.24 Access to airport 3.00 | 7.00 5.33 | 3.14 [ 7.50 | 0.20 | 3.00 | 3.63
Electric power 4.96 Electric power 3.67 | 7.00 8.67 | 443 [ 5.75 ] 0.70 | 3.33 | 7.00
Water and other

utilities 4.90 Water & other utilities | 6.00 | 7.00 9.00 | 457 [ 5.58 | 1.30 | 5.11 [ 7.00
AVERAGE GRADE 4.31 5.04 | 7.15 7.41 | 3.95 | 6.27 | 0.52 | 4.71 | 6.45

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Comparisons with Jakarta

Batam | Jakarta

The ease of importing capital goods and other necessary materials through

the seaport 2.80 5.33
The ease of importing capital goods and other necessary materials through

the airport 2.60 4.00
The ease of exporting finished product through the seaport 2.00 4.65
The ease of exporting finished product through the airport 1.50 4.50
Reliability of electricity supplies 4.20 5.27
The quality and reliability of water supplies 4.60 5.92
The quality of telecommunications facilities 4.60 4.19
Access to quality medical facilities 6.80 6.12

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.4 The ease of doing business

The Ease of Doing Business

Grade
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

The section looks at bureaucratic obstacles to doing business. It covers how the
government interferes in business, either directly through such means as state-
owned enterprises or indirectly through regulations. It also looks at how easily
companies can use the system to protect such interests as intellectual property
rights.

Because Batam’s business environment is geared toward export-oriented
manufacturing, it is not complicated by domestic monopolies and cartels that have
affected the environment elsewhere in the country or in most other places in the
ASEAN region. For the same reason, the local bureaucracy is easier to work with for
such matters as licensing, obtaining the necessary trade permits, and protecting
intellectual property.

It is easier to ship product out of Batam to foreign markets than it is to move
product from Batam to other parts of Indonesia. Although this is not an altogether
positive feature of the environment, it has greatly reduced the risk that technology
and other intellectual property will be pirated. No one we interviewed cited this as a
major problem. It is much less a concern in Batam than it is elsewhere in the region,
with the single exception of in Singapore.

Batam remains very competitive compared with other Southeast Asian export-
oriented production bases. China is a growing competitive alternative, however.
The managers we interviewed all expressed this concern. They noted that they still
have a competitive advantage in terms of costs when shipping to Singapore and
most other parts of Southeast Asia. One problem, however, is that some of their
customers are investing more in China and that they would prefer to be supplied by
local sources than by more distant sources like Batam.



In this sense, Batam is facing a similar competitive challenge as other places in
Southeast Asia, namely, how to compete against China and also to profit from the
Mainland's growing importance as a market. Our survey indicates that Batam is
better positioned than most other places in Southeast Asia since its labor costs are
generally lower and companies there can take advantage of their proximity to
Singapore's support facilities and services.

The ease of doing business
Variable in Batam BATAM Vqriable in region- CH INDIA | INDO | MA | PH S| TH VN
survey wide survey
Existence of :
monopolies and EX|stenc|§ Of&
cartels in Batam monopolies
X . 3.94 cartels that close 7.5 8.33 8.67 | 5.71 | 6.58 | 3.3 | 6.78 7
that close industries industri di
or distort market industries or distort
forces market forces
tgrﬁ;g; C?Jrgﬁsz(rl%n Level of competition
f P h 4.38 between public & 7.5 7.83 6.33 | 529 | 525 | 3.7 | 5.22 | 5.63
private sectors in .
Batam private sectors
Bureaucracy / red 464 | Bureaucracy/red 85 | 967 | 933 | 7 |808]| 3.1 | 7.89|8.13
tape in Batam tape
The ease of The ease of
establishing a 4.37 establishing a 5 8.33 75 | 5.14 6 1.4 | 5.33 | 5.25
company in Batam company
Official and
unofficial barriers to Official & unofficial
imports of goods 3.94 barriers to imports 8 8.67 533 | 586 | 5.58 | 1.44 | 6.78 7
and services in of goods & services
Batam
Existence of .
intellectual property _EX|stence of
) : ; 5.31 intellectual property | 9.67 | 8.75 983 | 643 | 758 | 2.8 | 8.78 | 8.25
rights pirates in ) )
B rights pirates
atam
Degree to which Degree to which
local legal system local legal system
can be relied on to can be relied on to
defend against 534 defend against ° ° 10 6.4317.25| 28 | 689788
intellectual property intellectual property
rights abuses rights abuses
Competitiveness of
Batam vs. rest of Regional
Indonesia and other 399 competitiveness 3.67 8 65 4291673 1 1.25 5 5.57
ASEAN countries
AVERAGE GRADE 4.49 7.36 | 8.57 7.94 | 5.77 | 6.63 | 2.47 | 6.58 | 6.84

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.5 The domestic social environment

Domestic Social Environment
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

The strongest point of Batam’s domestic social environment is the comparative
absence of religious and ethnic tensions that are evident in many other parts of
Indonesia. There is little conflict between the indigenous population of Batam and
those who have migrated to the island from other parts of Indonesia. The indigenous
population is very small. Most Indonesians working there come from other parts of
the country.

The managers we interviewed were critical about two aspects of Batam's social
environment. First, they noted deterioration in the law-and-order situation, which
they ascribed mainly to the rapid influx of people from other parts of Indonesia to the
island. Many do not have jobs or the papers that give them the legal right to find
one. Out of desperation, some of these people turn to robbery and other crimes.

This problem should be kept in perspective. It was not something that was
prompting businessmen to flee the island. However, considering that many of the
people we interviewed were Singaporeans who were comparing conditions in Batam
with those that exist in Singapore, they were benchmarking against the place in Asia
with the lowest crime rate. Perhaps the more significant point is that long-time
expatriate residents of Batam had noted that the problem of crime has intensified
since 1997. They thought this might be because the role of the military has
diminished and the local police have not been as effective in fighting the problem.

The second problem that managers singled out for Batam was that of labor
unrest. They blamed this on a regulatory environment that is tilted too much in favor
of labor and encourages a confrontational situation between labor and management.
In particular, they were critical of Ministry of Labor Decree No. 150/2000 that deals
with the conditions for terminating employment. This decree gives longer-serving
workers an added financial incentive to create a situation in which they are fired.
Workers desiring to end their employment therefore frequently find it advantageous
not to quit but to create problems that encourage employers to dismiss them.



Batam is distinct from the rest of Indonesia from the perspective of being an
easier base from which to manufacture for export. However, it is currently subject to
the same labor laws that apply to the rest of Indonesia. In some ways, this works to
Batam's disadvantage, as is reflected in the critical grade in our survey for variables
relating to labor relations. Batam's labor problems do not lie in the fact that the cost
of production labor is higher than elsewhere in Indonesia. None of the managers we
interviewed were critical of the cost of labor. To the contrary, virtually all cited this as
one of Batam's major drawing points. What they were critical of was a regulatory
environment that was not conducive to smooth labor-management relations. They
recognized that this was not the fault of the local authorities but a national-level
problem. Still, it was one of the biggest detractions from the quality of the overall
operating environment that we found in our interviews.

The domestic social environment
Variable in Batam BATAM Vqriable in region- CH INDIA | INDO | mA | PH S| TH VN
survey wide survey
Public security and Public security &
safety in Batam 6.51 safety 3.33 7 8 3.86 | 6.75 | 1.2 | 467 | 2.75
Information variables 4.08 Information variables | 8.00 | 5.06 5.38 | 6.25 | 3.23 | 5.40 | 5.11 | 7.07
i. Freedom of the i. Freedom of the
press and other 3.67 press & other 9.5 4.27 25 7 208 | 57 | 578 | 7.63
local media local media
ii. Quality of the ii. Quality of the
press and other 4.89 press & other 85 4.67 7 7 6 4.7 | 544 | 6.63
local media local media
iii. Degree that iii. Degree that
information 4.49 information 833 | 597 6 6.29 | 392 | 55 | 556 | 65
flows freely flows freely
iv. Freedom of 3.29 iv. Freedom of 567| 533 | 6 |471|092]| 57 |367| 75
speech speech
Religion 4.36 Religion 567 | 7.24 8.84 | 400 | 3.42 | 1.80 | 1.95 | 4.57
i. Freedom of i. Freedom of
religion 3.48 religion 6.33 | 6.47 8 286|092 14 | 0.89 | 6.63
ii. The threat of ii. Threat of
religious 5.23 religious 5 8 9.67 | 514 | 592 | 22 3 25
extremism extremism
sz’egt"eat of labor 6.67 | Threatof labor unrest | 3.67 | 642 | 8 |271|642| 09 |322] 35
The extent that Extent that racism is
racism is a problem 4.77 a problem 3.33 | 5.33 7 4.57 3 3.5 4 3.5
The extent that a rigid Extent that a rigid
class system exists 3.75 class system exists 2671 867 733 | 2711 575 3 6.89 | 4.69
Regionalism 4.36 Regionalism 6 5.75 8 3.71 |1 6.36 | 23 | 4.56 | 4.75
Insurrection risks 5.44 Insurrection risks 5 4.5 8.5 3.14 |1 658 | 1.4 | 3.11 | 457
Overall social stability | g1 | Oyerall social stability | 433 | 65 | 85 | 443|575 | 1.8 | 267 | 3.63
in Batam
AVERAGE GRADE 5.00 4.67 | 6.27 7.73 | 393 | 525 | 237 | 4.02 | 4.34

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.6 The quality of life for expatriates

Quality of Expatriate Life

Grade

Worst 10
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31 202
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Batam offers comfortable living for expatriates. Costs are significantly lower than
in Singapore for housing. There is basic health care. It is not as good as what is
available in Jakarta, but considering that Batam is so close to Singapore, expatriates
living on the island find it easy to use Singapore's superior health facilities if they
have a more serious need. Sporting facilities include good and reasonably priced
golf courses, tennis, and scuba diving. No one we interviewed complained about
Batam in terms of its being a "hardship" posting.

As is reflected elsewhere in this report, the biggest concern was personal
security. None of the people we interviewed felt that they were discriminated against
as foreigners. However, they are conscious of the need to take common sense
security precautions, with the main concern being robbery. It is important to note
that this was not a fear that deterred them from residing in Batam, since the problem
is manageable. It was an aspect of the environment that stood in stark contrast to
Singapore, however, where many of our survey respondents had resided previously.



Quality of life for expatriates

Variable in Batam

Variable in region-

BATAM . CH | INDIA | INDO | MA [ PH | SI TH VN
survey wide survey
Housing 3.94 Housing 3.33 | 5.58 4.5 229|317 | 26 | 222 | 3.86
Health care 6.11 Health care 333 | 525 9 429 | 558 | 1.6 | 244 | 7.57
Sporting and other Sporting & other
recreational facilities 465 recreational facilities 567 | 633 633 | 343|358 36 | 344 6
Personal security 5.51 Personal security 2 6.25 733 | 3.71 [ 721 | 0.7 | 3.67 | 3.43
The extent that The extent that
racism is a problem racism is a problem
encountered by 4.97 encountered by 4.33 5 5.33 | 3.86 3 1.6 | 3.33 | 4.29
expatriates expatriates
AVERAGE GRADE 5.04 3.73 | 5.68 6.50 | 3.52 | 4.51 | 2.02 | 3.02 | 5.03

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.7 The political environment

The Political Environment

Grade

Worst 10
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Although Batam is subject to most of the same national-level political problems
as the rest of Indonesia, there are some factors that help to shelter or protect the
island. For example, expatriates in Batam hold the quality of the island’s political
leadership in higher regard than expatriates in Indonesia hold the national
leadership. They also feel that the local political scene is more stable than the
national political scene and that this helps to protect Batam from some of the
national problems.

The quality of local policies, although not ideal, is still considerably better than
national-level policies. Policies are also implemented more consistently on Batam
than they are nationwide. This is a reflection of another variable rated more
favorably for Batam than for all of Indonesia, namely, the quality of the local
bureaucracy. It is perceived to operate more efficiently and in a less obstructionist
manner than the bureaucracy elsewhere in Indonesia. In general, the government
stays more out of the way of business in Batam than is the case elsewhere in
Indonesia.



The political environment

Variable in Batam

Variable in region-

BATAM " CH | INDIA | INDO | MA | PH SI TH VN
survey wide survey
Stability of
?:S";gg;?glgtft;‘r’dy 5.18 | Government stability | 3.33 | 6 85 | 4 |717| 06 | 522 25
administering Batam
Quality of leadership 4.89 Quality o_f political 3.33 75 8.5 520 | 683 | 15 | 767 | 6.13
of zone government leadership
The potential for
disruptive political The potential for
change at the 6.11 disruptive political 6.33 7.5 9 414 | 767 | 1.1 | 478 4
national level to hurt change
Batam
Political system risk 6.34 Political system risk 7 5.5 8.5 4431733 | 1.1 [ 522 | 4.75
Efficiency of local civil - .
service and zone 5.59 g})i’é'i:r’fé"me 767 | 7.83 | 833 | 6586 |825| 1.7 | 7.56 | 7.88
bureaucrats Y
Quality of the Quality of the
regulatory 5.75 regulatory 8.33 | 7.33 8.5 6 758 | 1.7 [ 6.78 | 7.5
environment in Batam environment
Quality of .
- Quality of
%OEfor;ment policies 5.19 govermnment policies 6.33 7.5 9 5141 625| 1.8 [ 711 | 6.75
lgng\r/lfr:xrigiﬁ n?(f) ttr;g Intrusiveness of the
affairs of companies 4.95 gff"’?m”;e”t into the 8 9 65 | 6.29 | 583 | 3.3 | 556 | 7.63
and individuals in aftairs ot companies
Batam and individuals
Sg\?grtévnigﬁtsisnm the Effectiveness of the
implementing its 4.89 ?rggf;rr?]’:st’i‘;é”ns 633 | 9 85 | 529|675 0.7 | 667 | 7.38
g;c:anr?]mm policies in economic policies
) Degree that business
Degree that business
hasgto worry about has to worry about
. : g inconsistencies in
inconsistencies in .
government policies 5.99 9°éeL”me”t pr?"c'es 767 | 95 9 |543|692| 1 |767]|813
and the way they are and the way they are
implemented in implemented (either
BaFt)am by the present or
future governments)
EZ%%ZTE;{‘:&S of Responsiveness of
authorities to 5.18 the _government to 6.33 8.5 8 6.43 7 1.7 | 5.33 6
business business
Transparency of the
regulatory and Transparency of the
political decision- 5.82 political decision- 8.33 8.5 9.5 7 7 33 | 7.78 | 7.63
making processes in making process
Batam
AVERAGE GRADE 5.49 6.58 | 7.81 849 | 553 | 7.05| 1.63 | 6.45 | 6.36

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.8 Natural environment

Quality of the Natural Environment

Grade
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

Batam has not been able to escape the environmental problems that have
adversely affected expatriate perceptions elsewhere in Indonesia and in most other
Asian countries. Batam’s grades for most measures of pollution are considerably
better than Indonesia’s overall grades, but the relatively high scores indicate that
expatriates living in Batam would like to see more attention to these issues.

Noise pollution is not a problem, and air quality is similar to Malaysia. Rapid
economic growth has led to greater traffic congestion. The island’s small size means
the scale of the problem is much less than in places like Jakarta, but it is still a
complaint. Traffic jams are a feature during certain periods of the day. Roads in the
major industrial zones are of high quality, as is the main highway that links Batam to
neighboring islands. However, secondary roads on Batam are frequently narrow and
poorly maintained. This can make it difficult to move product by truck from one part
of the island to another.

Water supplies are quite good, but the quality of the water could be higher. None
of the managers we interviewed complained about water supply bottlenecks hurting
their manufacturing capabilities. In part that is because the types of industries
located on Batam do not usually require large supplies of water. Managers we
interviewed did complain about the cost of water, as well as its quality. For example,
few were willing to drink water out of the tap, which is something Singaporeans are
accustomed to doing in Singapore. Most of these complaints were at the personal
level — reflecting the quality of living — rather than at the production level.

The main contributing factor to the quality of Batam's physical environment is the
rapid influx of new immigrants from other parts of Indonesia. This has put a strain on
certain types of infrastructure, including housing, and also has placed a strain on the
environment. The local authorities have found it difficult expanding basic housing
and utilities fast enough to satisfy the demands of this growing population. The



government has been good about minimizing any inconvenience to expatriates and
foreign direct investments, but there has been some toll on the physical environment.

The quality of the natural environment

Variable in Batam

Variable in region-

BATAM " CH | INDIA | INDO | MA | PH Si TH VN

survey wide survey
Quality of the .
ol e
S?(;’tg‘;gg‘ne;“a' 561 | environmental 767 | 808 | 942 | 571|817 | 33 | 7.56 | 6.14
enhancement pro}gchon/enhancement

e policies
policies
Air quality 5.01 Air quality 8.67 8.7 9 4.86 | 8.92 2 8.22 | 7.29
Water quality 4.96 Water quality 8.33 | 8.18 9 5.14 7 14 | 6.22 | 7.71
Noise pollution 4.84 Noise pollution 7.67 | 8.37 8.67 | 386 (733 26 | 789 | 7.7
Traffic congestion 5.92 Traffic congestion 7.33 | 8.83 9.5 3.86 | 892 | 23 | 7.67 6
AVERAGE GRADE 5.27 7.93 | 8.43 9.12 | 469 | 8.07 | 2.32 | 7.51 | 6.97

Grades range from zero to 10, with zero being the best grade possible and 10 the worst.




3.9 The education and human resource environment

Education and Human Resource

Grade
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst.

One of Batam's most attractive features for foreign direct investment is the low
cost of its labor. To be sure, minimum wages rates in Batam are higher than in most
other parts of Indonesia, in large part because the cost of living is also higher.
However, wage rates are still low enough to make Batam competitive regionally.

Batam’s local educational system is rated quite good by Indonesian standards.
The local government has invested in local primary and secondary schools and in
technical colleges. The most notable feature about Batam's labor force, however, is
not how well educated the local labor force is but how easy it is for employers to
import workers with the skills they need from other parts of Indonesia.
Consequently, the overall skill level and productivity of Batam's labor force compares
very favorably with Indonesia's overall grade. It is also in line with or be