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The purpose of this research is to investigate how CIVETS (Colombia, Indonesia, 
 Vietnam,  Egypt,  Turkey  and  South  Africa)  stock  markets  are  integrated  with 
 Europe as measured by the impact of euro area (EA) scheduled macroeconomic 
 news  announcements,  which  are  related  to  macroeconomic  indicators  that  are 
 commonly  used  to  indicate  the  direction  of  the  economy.  Macroeconomic 
 announcements used in this study can be divided into four categories; (1) prices, 
 (2)  real  economy,  (3)  money  supply  and  (4)  business  climate  and  consumer 
 confidence.  The  data  set  consists  of  daily  market  data  from  CIVETS  and 
 scheduled macroeconomic announcements from the EA for the years 2007-2012. 


The  econometric  model  used  in  this  research  is  Exponential  Generalized 
 Autoregressive Conditional Heteroscedasticity (EGARCH). 


Empirical  results  show  diverse  impacts  of  macroeconomic  news  releases  and 
surprises  for  different  categories  of  news  supporting  the  perception  of 
heterogeneity  among  CIVETS.  The  analyses  revealed  that  in  general  EA 
macroeconomic  news  releases  and  surprises  affect  stock  market  volatility  in 
CIVETS and only in some cases asset pricing.  In conclusion, all CIVETS stock 
markets  reacted  to  the  incoming  EA  macroeconomic  news  suggesting  market 
integration  to  some  extent.  Thus,  EA  should  be  considered  as  a  possible  risk 
factor when investing in CIVETS. 
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Tämän  tutkielman  tarkoituksena  on  selvittää,  miten  CIVETS  (Kolumbia, 
 Indonesia,  Vietnam,  Egypti,  Turkki  ja  Etelä-Afrikka)  osakemarkkinat  ovat 
 integroituneet  Eurooppaan  nähden.  Tutkielmassa  tarkastellaan  euroalueen  (EA) 
 makrotalouden  uutisten  vaikutusta  CIVETS  osakemarkkinoihin.  Makrotalouden 
 uutisia  käytetään  talouden  kehityksen  mittareina  ja  tässä  tutkielmassa  käytetyt 
 indikaattorit  voidaan  jakaa  neljään  ryhmään:  (1)  hinnat,  (2)  reaalitalous,  (3) 
 rahavaranto sekä (4) yritysilmapiiri ja kuluttajaluottamus. Käytetty data on kerätty 
 vuosilta 2007–2012 ja koostuu CIVETS osakemarkkinadatasta sekä säännöllisin 
 väliajoin  julkaistuista  makrotalouden  uutisista.  Tutkielmassa  käytetään 
 Exponential  Generalized  Autoregressive  Conditional  Heteroscedasticity 
 (EGARCH) ekonometrista mallia. 


Tulokset  osoittavat,  että  CIVETS  osakemarkkinat  reagoivat  eri  tavalla  eri 
kategorioihin kuuluviin uutisiin, joka vahvistaa näkemyksen CIVETS markkinoista 
heterogeenisenä  ryhmänä.  Analyysi  osoittaa,  että  makrotalouden  uutiset 
vaikuttavat  yleisesti  volatiliteettiin  eivätkä  niinkään  osaketuottoihin.  Tulosten 
mukaan  integraatio  EA:n  ja  CIVETS  osakemarkkinoiden  välillä  löytyy.  Tästä 
johtuen,  EA:ta  voidaan  pitää  mahdollisena  riskitekijänä  CIVETS 
osakemarkkinoille sijoitettaessa.   
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(7)1  INTRODUCTION 


Macroeconomic  announcements  provide  insight  into  national  or  regional 
 economic  trends  for  economists  and  market  participants  around  the  world  and 
 may  affect  both  domestic  and  foreign  financial  markets.  With  these 
 announcements financial institutions and investors try to anticipate the expected 
 asset returns. In this research, eight commonly  used scheduled macroeconomic 
 news announcements from the euro area (EA) are introduced and applied in the 
 empirical  part  to  study  their  impact  on  six  frontier  stock  markets.  The 
 announcements  are  related  to  macroeconomic  indicators  that  are  commonly 
 used  to  indicate  the  direction  of  the  economy.  Macroeconomic  announcements 
 used  in  this  study  can  be  divided  into  four  categories;  (1)  prices  measured  by 
 consumer price index (CPI), (2) real economy measured by industrial production 
 (IP),  gross  domestic  product  (GDP),  retail  sales  (RS)  and  unemployment  (UE), 
 (3)  money  supply  (M3),  and  (4)  business  climate  and  consumer  confidence 
 measured by purchasing managers’ index (PMI) and consumer confidence (CC). 


The purpose of this research is to investigate how CIVETS (Colombia, Indonesia, 
 Vietnam, Egypt, Turkey and South Africa)  stock markets are integrated with  the 
 EA  as  measured  by  the  impact  of  scheduled  macroeconomic  news 
 announcements. This research attempts to give insight into this phenomenon and 
 how  international  investors  and  portfolio  managers  should  be  aware  of  the 
 possible  impact  of  EA  macroeconomic  news  releases  on  stock  market 
 uncertainty among CIVETS and the investment risk related to market integration. 


Additionally,  this  research  aims  to  provide  comprehensive  information  on  the 
 economies  and  stock  markets  of  CIVETS.  The  research  problems  examined  in 
 this study can be expressed as following questions: 


1.  How  CIVETS  are  integrated  with  EA  with  regards  to  scheduled 
 macroeconomic news announcements?  


2.  Can  EA  be  considered  as  a  risk  factor  when  investing  in  CIVETS  stock 
 markets? 


The  hypothesis  is  that  as  European  Union  (EU)  is  among  the  main  trading 
partners and sources of foreign direct investment (FDI) in CIVETS, stock returns 
and/or  volatilities  of  at  least  some  markets  should  react  to  the  incoming 



(8)information from the EA to some extent. However, it can be assumed that due to 
 the heterogeneity of CIVETS, differences in the impacts can be expected to arise 
 due  to  for  example  differences  in  the  size  of  the  market,  industrial  structures, 
 political  and  economic  ties,  dependence  on  international  trade  or  geographical 
 proximity. Furthermore, this research is limited only to studying the impact of EA 
 macroeconomic news announcements on CIVETS stock markets. However, this 
 study will not comment on how extensive the possible investment risk is or how 
 will it affect individual investments. 


Empirical  research  is  done  by  examining  the  impact  of  both  scheduled  EA 
 macroeconomic  news  releases  and  surprises  on  CIVETS  stock  market  returns 
 and  volatilities.  Daily  market  data  from  CIVETS  has  been  gathered  for  the 
 research period from 2007 to 2012. Available data for Vietnam starts in the end of 
 2006,  thus 2007 has been selected as the starting point  of the research period. 


Data  regarding  macroeconomic  indicators  applied  in  the  econometric  tests  is 
 scheduled  and  gathered  for  the  same  time  period  as  the  market  data.  The 
 econometric  model  used  in  this  research  is  Exponential  Generalized 
 Autoregressive  Conditional  Heteroscedasticity  (EGARCH),  which  is  commonly 
 used in academia for this type of studies (see for example Koutmos and Booth, 
 1995).  


The  results  of  this  study  show  that  in  general  CIVETS  stock  markets  are 
 influenced  by  the  EA  macroeconomic  news  announcements  supporting  the 
 hypothesis  of  higher  global  stock  market  integration.  EA  macroeconomic  news 
 announcements were found to impact more stock volatilities than asset prices in 
 CIVETS. However, variation regarding the effects was found among CIVETS with 
 Egypt  evidencing  the  highest  level  of  integration  with  regards  to  EA 
 macroeconomic  announcements,  whereas  Indonesia  was  found  the  most 
 segmented as compared to other CIVETS. 


The  rest  of  the  study  is  organized  as  follows.  The  remainder  of  this  section 
presents  background  and  motivation  for  this  study  and  illustrates  the  economic 
prospects  of  CIVETS.  Section  2  reviews  the  recent  literature  on  the  impacts  of 
macroeconomic  announcements  on  stock  markets.  In  Section  3,  historical  and 
macroeconomic  background  for  this  research  is  explained.  Section  4  presents 



(9)development  of  stock markets.  Data  and  methodology  are  presented  in Section 
 5. Section 6 is devoted to the estimated results of the study. Section 7 concludes. 


1.1  Background and motivation 


According  to  Johnson  (2008),  many  emerging  countries  have  become  major 
 determinants of global prosperity, accounting for between one-quarter to one-half 
 of global growth. Furthermore, emerging markets have been able to sustain this 
 growth  despite  the  financial  turbulence  of  the  recent  years  due  to  the  fact  that 
 they are not yet fully connected in terms of financial flows to the developed world. 


Additionally,  emerging  markets  have  been  able  to  continue  to  maintain  sound 
 economic  policies  throughout  the  recent  crisis  and  the  importance  of  so-called 
 south-south trade has increased and helped emerging markets to sustain growth. 


Due  to  growing  market  integration  among  the  developed  economies  and  the 
 negative  spillovers  of  the  global  financial  crisis  and  euro  crisis,  emerging  and 
 frontier  economies  have  received  attention  from  the  international  investment 
 community  as  the  source  for  return  and  diversification  benefits.  Thus,  CIVETS 
 incorporate  an  interesting  area  for  study  because  their  exposure  to  external 
 shocks from global markets has increased in the recent years due to the opening 
 of their markets to foreign investment and international trade. 


Modern  finance  theory  has  acknowledged  the  importance  of  the  role  of 
 information  in  the  formation  of  asset  prices.  However,  the  impact  of  information 
 contained  in  macroeconomic  announcements  to  financial  markets  varies 
 depending  on  the  level  of  development  of  the  economy  and  the  type  of  the 
 financial market, news content and whether the news  in question was expected 
 or  unexpected.  Many  previous  academic  studies  have  concentrated  on  the 
 impact of macroeconomic news announcements on stock returns and volatilities 
 both  with  single  country  and  cross-country  samples  within  the  developed  world. 


Only recently studies that include developing economies have emerged and have 
recorded  evidence  regarding  co-integration  of  the  financial  markets  around  the 
world  with  some  emerging  regions  still  remaining  segmented  (see  for  example 
Nikkinen  et  al,  2006).  According  to  the  author’s best knowledge,  apart from the 
studies  conducted  by  Korkmaz  et  al.  (2012)  regarding  return  and  volatility 
spillovers  among  CIVETS  stock  markets  and  Yi  et  al.  (2013)  regarding 
comparative  analysis  of  CIVETS  and  BRICs  (Brazil,  Russia,  India  and  China) 
through  scientometrics  approach,  no  other  academic  research  has  been carried 



(10)out  regarding  CIVETS  as  a  group.  This  research  aims  to  contribute  to  the 
 research  regarding  market  integration  and  be  among  the  pioneering  studies  on 
 CIVETS.  Additionally,  according  to  the  author’s  best  knowledge  be  the  first 
 research to study the impact of macroeconomic announcements on CIVETS. 


1.2  CIVETS at a glance 


CIVETS  is  a  fairly  new  acronym  coined  in  2009  by  the  Economist  Intelligence 
 Unit to refer to six dynamic frontier markets that are considered as the new rising 
 economies.  Also other country groupings such as the Next 111 and MIST2 have 
 been  created  to  illustrate  the  potential  of  the  countries’  promising  outlooks  for 
 investment and growth. 


CIVETS markets’ total population is large, around 584 million in the end of 2011 
 as seen in Table 1, and young with average median age of 27.3 years according 
 to CIA World Factbook (CIA, 2013). Additionally, CIVETS has a growing middle-
 class, which contributes towards the growth of the economies. Compared to the 
 famous  BRICs,  the  amount  of  population  is  significantly  smaller  but  younger  in 
 CIVETS as according to World Bank (2013), the total population of BRICs in the 
 end  of  2011  was  2,891.6  million  and  average  median  age  was  32.7  years 
 according  to  CIA  World  Factbook  (CIA,  2013).  However,  currently  BRICs  are 
 suffering  from  the  same  slowdown  of  economic  growth  as  the  developed 
 economies  due  to  their  close  trading  relations.  Furthermore,  the  Chinese 
 Development Research Center of the State Council reported in the beginning of 
 April 2013 that China’s economic growth will slow from more than ten percent a 
 year  from  2000  to  2010  to  6.5  percent  between  2018  and  2022  (Wolf,  2013). 


Similar reductions in economic growth rates have also been recorded recently for 
 Brazil, Russia and India (Biller and Colitt, 2013; Krishnan, 2013; Rose and Tanas, 
 2013). 


Thus,  alternatives  for  BRICs  have  been  sought,  and  CIVETS  have  been 
 acknowledged  by  the  international  investment  community  to  incorporate 
 opportunities  for  investment  and  growth.  In  May  2011,  HSBC  Global  Asset 
 Management started  a  CIVETS  fund  and  Standard  and  Poor’s  (S&P)  launched 
       


1  Bangladesh,  Egypt,  Indonesia,  Iran,  Mexico,  Nigeria,  Pakistan,  Philippines,  Turkey, 
 South Korea and Vietnam. 


2 Mexico, Indonesia, South Korea and Turkey. 



(11)the CIVETS60 index including the ten most liquid stocks in each of the CIVETS 
 stock markets. Even though, CIVETS are considered as a heterogeneous group 
 of  countries,  in  addition  to  similar  population  structure  and  dynamics,  they  all 
 possess  roughly  similar  characteristics  in  terms  of  political  stability,  relatively 
 developed  financial  markets  and  growth  potential.    Furthermore,  CIVETS  have 
 been  characterized  as  countries  having  the  demographic  profile  as  well  as 
 resource  and  business  environment  characteristics  worthwhile  long-term 
 investments (Schiller, 2011).  


Table  1  provides  support  for  attention  that  CIVETS  have  received  from  the 
international  investment  community  in  the  form  of  several  macroeconomic 
indicators. Actual figures are for the years 2000 and 2011 and for 2015 a forecast 
is presented. The total population of CIVETS is expected to increase by over 31 
million  people  between  2011  and  2015  to  614.8  million.  For  comparison, 
according to Eurostat, the total population in EU was 502.5 million in the end of 
2011.  The  average  per  capita  income  of  CIVETS  increased  from  2,062  United 
States  (U.S.)  dollars  in  2000  to  5,564  U.S.  dollars  in  the  end  of  2011 
incorporating an increase of almost 170 percent and is forecasted to increase by 
further  21  percent  between  2011  and  2015.  The  average  GDP  growth  rate  has 
increased from 5.0 percent in 2000 to 5.3 percent in 2011 and growth is expected 
to accelerate during the upcoming years. Unemployment is expected to remain at 
a  reasonable  level  for  Colombia,  Indonesia  and  Vietnam.  However,  for  Egypt, 
Turkey  and  especially  South  Africa,  unemployment  continues  to  be  a  challenge 
also in the future.  



(12)Table 1 Macroeconomic indicators for CIVETS 


Macroeconomic  indicators  are  presented  as  year-end  values  for  2000  and  2011  and  values  for 
 2015 are a forecast for the end of year. The source for the years 2000 and 2011 data is World Bank 
 (2013) and IMF (2012) and for the forecast of 2015, IMF (2012).  


                                   


Colombia  Indonesia  Vietnam 


Indicator  2000  2011  2015F     2000  2011  2015F     2000  2011  2015F 
 Population, million  39.8  46.9  48.3  213.4  242.3  255.1  77.6  87.8  93.7 
 Nominal GDP, 


U.S.$ billion  99.9  327.6  430.1  165.0  846.5  1372.5  31.2  122.7  179.2 
 GDP per capita, 


U.S.$  2512.0  7104.0  8909.4  773.3  3494.6  5380.8  401.5  1407.1  1913.1 
 Real GDP growth,      


% change yoy  2.9  5.9  4.5  4.2  6.5  6.6  6.8  5.9  6.8 


Unemployment 
 rate, % of labor 
 force 


13.3  10.8  9.5     6.1  6.6  5.5     6.4  4.5  4.5 


   Egypt     Turkey     South Africa 


Indicator  2000  2011  2015F     2000  2011  2015F     2000  2011  2015F 
 Population, million  67.7  82.5  87.0  63.6  73.6  77.6  44.0  50.6  53.1 
 Nominal GDP, 


U.S.$ billion  99.2  235.7  289.7  266.4  774.3  980.6  133.0  408.7  444.9 
 GDP per capita, 


U.S.$  1475.8  2780.9  3329.0  4189.5  10524.0  12635.8  3019.9  8070.0  8383.9 
 Real GDP growth, 


% change yoy  5.4  1.8  6.0  6.8  8.5  4.3  4.2  3.1  4.1 


Unemployment 
 rate, % of labor 
 force 


9.0  12.1  13.3     6.5  9.8  10.2     25.6  23.9  24.1 


In order to illustrate the performance of CIVETS, the historical development of a 
 compiled CIVETS stock return index portfolio3 is contrasted with the performance 
 of  Morgan  Stanley  Capital  International  (MSCI)  BRIC,  MSCI  Emerging  Markets, 
 MSCI Europe, and S&P500 indices in Figure 1. The returns are scaled to 1 in the 
 beginning of 2007. 


      


3 CIVETS return  index has  been compiled for this study to compare the development of 
the  relative  performance  of  CIVETS  with  regards  to  benchmark  indices  for  the  whole 
research  period  from  2007  to  2012.  The  CIVETS  return  index  has  been  compiled  as  a 
portfolio  of  the  individual  MSCI  CIVETS  indices  and  equal  weights  of  1/6  have  been 
allocated for each index in the portfolio. 



(13)Figure 1 Development of CIVETS, MSCI BRIC, MSCI Emerging Markets, 
 MSCI Europe and S&P500  


The  effect  of  global  financial  crisis  is  visible  as  all  the  indices  reached  the  low 
 point  in  2009. The  compiled  CIVETS  portfolio  index  has  outperformed  all  of  the 
 benchmark  indices  since  approximately  the  middle  of  the  year  2009,  giving 
 further  support  on  why  the  international  investment  community  has  paid  such 
 attention to CIVETS as a group. 
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(14)2  RELATED LITERATURE  


Previous research regarding the effects of macroeconomic news announcements 
 on  stock  returns  is  vast  and  has  mainly  concentrated  on  the  inter-relationships 
 between  developed  economies.  Only  recently  studies  that  have  examined  the 
 effects  of  macroeconomic  news  announcements  on  emerging  economies  have 
 arisen.  Andersen  et  al.  (2007)  examined  the  interactions  among  U.S.,  German 
 and  British  stock,  bond  and  foreign  exchange  markets  with  respect  to  U.S. 


macroeconomic  news  announcements.  They  found  that  macroeconomic  news 
 surprises produce conditional mean jumps, thus stock, bond and exchange rate 
 dynamics  are  linked  to  fundamentals  and  significant  spillover  effects  between 
 foreign  and  the  U.S.  market  exist.  Bollerslev  et  al.  (2000)  found  that  regularly 
 scheduled  macroeconomic  new  announcements  are  an  important  source  of 
 volatility at the intraday level in the U.S. Treasury bond market. Additionally, the 
 authors found that the largest returns in the U.S. Treasury bond market are linked 
 to the release of macroeconomic news announcements. Moreover, Nofsinger and 
 Prucyk (2003) found that the impact of news on implied volatility depends on the 
 content  of  the  announcement  suggesting  that  bad  news  creates  high  volatility 
 and high volume, whereas good news elicits lower volume and is not associated 
 with higher volatility. 


Harju  and  Hussain  (2011)  investigated  the  intraday  dynamics  of  four  major 
 European  equity  markets  (France,  Germany,  Switzerland  and  United  Kingdom) 
 with respect to the U.S. macroeconomic news surprises. They found many of the 
 U.S. indicators, including unemployment rate, advanced durable goods, industrial 
 production and retail sales, to have statistically significant influence across all the 
 studied European markets. In addition, some of the U.S. indicators seemed only 
 to  have  a  significant  impact  on  the  conditional  volatility  and  not  on  the  return. 


Consistent with earlier findings, unemployment was found to affect negatively on 
 the  stock  returns  suggesting  that  higher  than  anticipated  U.S.  unemployment 
 rates lower equity values in Europe.  


Nikkinen  et  al.  (2006)  studied  how  global  stock  markets  are  integrated  with 
respect  to  the  U.S.  macroeconomic  news  announcements.  Their  results 
supported  earlier  findings  (see  for  example  Bekaert  and  Harvey,  1995  and 
Rockinger and Urga, 2001) and showed that market integration is higher among 



(15)the  major  stock  markets  of  Europe  and  Asia  with  respect  to  the  U.S. 


macroeconomic  news  announcements  whereas  some  emerging  markets  are 
 more segmented. Thus, the importance of the U.S. news releases varies across 
 different regions suggesting that diversification benefits exist for the international 
 investors  investing  in  those  segmented  emerging  regions.  Similar  results  were 
 recorded  by  Hanousek  et  al.  (2009),  when  they  investigated  the  impact  of  the 
 U.S.,  EU  and  neighboring  markets  macroeconomic  news  announcements  on 
 stock  returns  in  three  largest  emerging  EU  financial  markets,  Hungary,  Czech 
 Republic and Poland. The results showed that the impact of foreign news is more 
 significant  in  markets  with  a  larger  proportion  of  foreign  investors,  that  is,  the 
 Prague  and  Budapest  stock  markets.  Furthermore,  these  markets  are  expected 
 to react more sensitively to the news announcements especially from the  EU  in 
 the future as all of the three markets are preparing to enter the euro area. 


Önder  and  Simga-Mugan  (2006)  studied  if  and  how  economic  or  political  news 
 affects  stock  market  activity  in  two  emerging  markets;  Argentina  and  Turkey. 


These two markets possess similar  characteristics such as adoption of financial 
 liberalization in 1989, high inflation, highly volatile stock markets and existence of 
 international  investors.  The  results  showed  that  world  political  news  increase 
 trading  volume  significantly  in  both  of  these  markets.  World  economic  news 
 increased  trading  volume  in  Argentina,  whereas  country-related  economic  news 
 increased volume in Turkey. Önder and Simga-Mugan (2006) came to the same 
 conclusion as Hanousek et al. (2009) that differences in the findings can be due 
 to  greater  involvement  of  international  investors  in  Argentina  as  well  as 
 Argentina’s co-integration with Latin American and other world markets. 


Nowak  et  al.  (2011)  investigated  how  prices  and  volatility  in  emerging  bond 
markets, Brazil, Mexico, Russia and Turkey, react to local macroeconomic news 
announcements  as  well  as  announcements  from  the  U.S.  and  Germany.  The 
results  showed  that  similarly  to  mature  bond  markets,  both  conditional  returns 
and volatility were found to be affected by surprises in global, regional and local 
macroeconomic  and  monetary  policy  news  announcements  in  emerging  bond 
markets.  This  suggests  that  global  and  regional  news  tends  to  be  at  least  as 
important  as  local  news  for  emerging  bond  markets  and  imply  closer  linkages 
between  emerging  and  mature  economies.  However,  the  absorption  of  new 
information was found to be slower in emerging markets than in mature markets. 



(16)With  regards  to  Turkey,  they  found  that  local  news  was  considered  more 
 important than U.S. news implying less integration with the U.S. compared to the 
 other  countries  included  in  the  study.  Additionally,  joint  releases  of  several 
 indicators  caused  a  delayed  response  in  Turkey  suggesting  that  investors 
 process multiple news releases slowly.  


Hussainey  and  Ngoc  (2009)  studied  the  effects  of  domestic  and  U.S. 


macroeconomic  indicators  on  Vietnamese  stock  prices  through  multivariate 
 regression  analysis.  They  found  that  domestic  industrial  production  affects 
 positively  to  stock  prices  whereas  the  effects  of  long-  and  short-term  interest 
 rates were found less significant. According to the authors, this may be due to the 
 fact  that  approximately  60  percent  of  the  listed  companies  on  the  Vietnamese 
 stock  exchange  operate  in  the  industrial  sector.  Furthermore,  real  production 
 activity  in  the  U.S.  was  found  to  have  a  greater  impact  than  the  U.S.  money 
 market on the Vietnamese stock prices. Also Nguyen (2011) studied the spillover 
 effect of the U.S. macroeconomic news on the Vietnamese stock market returns. 


The  results  showed  that  Vietnamese  stock  market  was  found  to  yield  higher 
 conditional  returns  when  higher  than  expected  news  was  published  regarding 
 non-farm  payroll,  unemployment,  GDP  percentage  level  and  industrial 
 production. Thus, the results are in accordance with Hussainey and Ngoc (2009) 
 findings  and  indicate  that  the  Vietnamese  stock  market  reacts  positively  to  the 
 expansion  in  the  U.S.  economy,  which  is  seen  to  be  due  to  growing  real  and 
 financial integration between the two economies.  


To  conclude,  the  results  regarding  the  impact  of  macroeconomic  news 
 announcements  on  stock  returns  and  volatility  vary  across  regions  but  the 
 developed  markets  have  been  found  to  respond  more  to  macroeconomic  news 
 surprises coming from other markets and are understood to exhibit a higher level 
 of market integration as evidenced by Harju and Hussain (2011); Andersen et al. 


(2007)  and  Bollerslev  et  al.  (2000).  Segmented  regions  among  the  emerging 
economies  still  exist  as  some  emerging  economies  such  as  Turkey  and  some 
smaller  Asian  economies  respond  more  to  local  and  regional  news  than  global 
news as demonstrated by Nikkinen et al. (2006); Hanousek et al. (2009); Önder 
and  Simga-Mugan  (2006)  and  Nowak  et  al.  (2011).  However,  there  are  some 
exceptions  as  Hussainey  and  Ngoc  (2009)  and  Nguyen  (2011)  found  that 



(17)Vietnam  responds  to  expansion  in  the  U.S.  economy  exhibiting  increasing 
integration between the two countries as a result of close trading linkages.  



(18)3  HISTORICAL AND MACROECONOMIC BACKGROUND 


3.1  Historical overview of CIVETS 
 3.1.1 Colombia 


Colombia  is  the  only  Latin  American  country  in  CIVETS  and  is  located  at  the 
 northwestern  corner  of  South  America.  Ever  since  the  colonial  times,  the  most 
 important  sources  of  wealth  have  been  agriculture,  mining  and  commerce. 


Colombia  has  signed  free  trade  agreements  with  a  number  of  countries,  most 
 notably  the  U.S.,  Canada,  Mexico  and  the  EU.  According  to  Echeverry  (2009), 
 Latin America is a continent rich in natural resources. However, the abundance of 
 natural  resources  has  also  taken  its  toll  as  it  has  made  the  political  economy 
 harder to deal with, created stronger sectorial business confederations dedicated 
 to  rent-seeking  and  keeping,  making  the  economy  vulnerable  due  to  the 
 dependency  on  commodities’  export  especially  oil.  Furthermore,  oil  industry  is 
 also the main receiver of FDI in Colombia.  


Echeverry  (2009)  continues  that  Colombia  has  a  controversial  history  as  in  the 
 1980s;  the  country  achieved  the  dubious  honor  of  being  the  number  one  world 
 producer  and  exporter  of  cocaine.  Additionally,  drug  trafficking  has  contributed 
 towards the uprising of illegal armed groups, which currently comprise more than 
 30,000 people. These groupings have been claimed responsible for the increase 
 in violence and also have constrained the economic growth especially during the 
 late 1980s and the 1990s. 


According to  Gomez-Gonzalez and Kiefer (2009), during the 1980s, Colombia’s 
 financial  system  was  subject  to  heavy  restrictions  in  the  form  of  raised  reserve 
 requirements,  forced  investments  and  strong  constraints  on  foreign  investment. 


Constraints  were  also  placed  upon  the  types  of  operations  that  intermediaries 
could  execute  and  on  the  interest  rates.  However,  in  the  beginning  of  1990s,  a 
program of financial liberalization was implemented. The process was supported 
by  laws,  which  eased  the  conditions  for  the  entrance  of  foreign  investment  to 
Colombia, promoted more competition in the financial system and gave financial 
institutions  more  liberty  in  the  management  of  financial  operations  and  interest 
rates. 



(19)Gomez-Gonzalez and Kiefer (2009) note that as a consequence of the growth in 
 the financial system and the economic expansion that took place during the first 
 half  of the  1990s,  Colombia  registered  a  credit boom  without  precedent.  As  the 
 expansion  of  credit  followed  the  financial  liberalization,  also  the  quality  of  the 
 loans  of  financial  institutions  decreased,  and  this  degradation  of  loan  quality 
 resulted  in  the  financial  fragility  of  the  economy.  In  the  late  1990s,  a  sudden 
 capital reversion occurred, followed by a steep fall in the terms of trade, which led 
 to a reduction in the aggregate level of expenditure. This has been identified as 
 the  main  cause  of  both  the  financial  crisis  and  the  economic  recession  that 
 Colombia experienced in the late 1990s and early 2000s. As a result of the crisis, 
 internal demand and output fell, especially during 1999. 


As Echeverry (2009) points out the reforms did not result in the expected take-off 
 in growth and Colombia started to re-implemented capital controls up until 2008, 
 when  they  were  completely  abolished.  In  the  past  decade,  Colombia  has  made 
 vast progress in invigorating the sources of economic growth, improving welfare 
 of  the  poorest  and  reinstating  the  rule  of  law  across  the  country.  However,  the 
 past  global  financial  crisis  has  again  challenged  the  growth  and  threatened  the 
 social advancements achieved so far. In addition, Colombia has recently suffered 
 from vast flooding, which has weakened the already inadequate infrastructure. 


3.1.2 Indonesia 


Indonesia is the most populous country of CIVETS and the fourth most populous 
country  in  the  world  after  China,  India  and  the  U.S.  Indonesia  has  abundant 
natural  resources  including  primarily  oil  but  also  natural  gas,  lumber  and  other 
agricultural  products.  According  to  Dowling  and  Chin-Fang  (2008)  partly  due  to 
the  availability  of  oil,  industrial  sector  has  suffered from  slow  growth  in  the  past 
and  the  shift from  agriculture  and  mining  to  industrial  production  and  exports of 
manufactured  goods  changed  only  slowly.  Indonesia  was  one  of  the  countries 
that  were  hit  hardest  by  the  Asian  financial  crisis  that  took  place  in  the  end  of 
1990s. However, the country was able to outperform its regional peers during the 
recent  global  financial  crisis.  According  to,  Pepinsky  and  Wihardja  (2011),  this 
was largely due to the government’s switch to decentralization and the economic 
advances  made  under  the  first  administration  of  President  Yudhoyono  (2004-
2009)  including  promotion  of  fiscally  conservative  policies  and  reforms  in  the 
financial sector. 



(20)According to Dowling and Chin-Fang (2008), government control over banks and 
 the banking system was the norm until reforms in the late 1980s and early 1990s. 


This  strong  role  of  the  state  derives  from  the  historical  break  with  the  Dutch 
 colonial past under Suharto, the persistent distrust of “capitalists”, and the need 
 for the Suharto regime to maintain control of a number of industries in which rents 
 could  be  extorted  to  its  political  machine.  Furthermore,  the  private  sector  that 
 emerged  during  this  era  was,  and  still  is,  largely  controlled  by  families  from  the 
 minority Chinese population. 


Dowling  and  Chin-Fang  (2008)  state  that  the  power  of  the  presidency  under 
 Suharto  was  much  greater  than  the  formal  governmental  institutions,  which 
 included a judicial system, a legislature and an election process, would indicate. 


President Suharto was, for all intents and purposes, a dictator with wide-ranging 
 powers  not  subject  to  judicial  or  legislative  review.  The  passing  of  President 
 Suharto  in  2008  left  the  nation  divided  and  only  recently,  Indonesia  has 
 undergone  investment  reforms that  highlight  the  equal treatment  of  all  investors 
 regardless of national origin. 


However, as McLeod (2011) points out, the political and business environment in 
 Indonesia  is  still  suffering  from  corruption  despite  the  government’s  anti-
 corruption  campaign.  The  campaign  has  proven  to  be  ineffective  and  the 
 Indonesian  public  has  become  even  more  concerned  about  the  lack  of 
 implementation of the policy rhetoric as many high level officials were involved in 
 a  corruption  scandal  that  started  to  unravel  in  2001  and  spread  from  the 
 Indonesian  tax  office  to  the  immigration  office  in  the  Ministry  of  Justice  and 
 Human Rights. According to Lipsey and Sjöholm (2011), FDI inflows have been 
 lower  to  Indonesia  compared  to  other  Asian  countries  than  could  be  expected 
 when considering Indonesia’s size, population and other country characteristics. 


This  is  suggested  to  be  due  to  the  lack  of  openness  towards  international 
 investment,  which  is  also  the  case  in  many  other  East  Asian  countries. 


Additionally, inadequate infrastructure continues to be a challenge for Indonesia. 


3.1.3 Vietnam 


Vietnamese economy is transitioning from centrally planned economy to a market 
economy.  According  to  Meyer  and  Nguyen  (2005),  Vietnam  began  the  ongoing 
path  of  reform  in  1986  following  the  Chinese  example  of  gradualism.  However, 



(21)the  communist  party  still  remains  firmly  in  power,  and  many  aspects  of  the 
 economy are subject to regulation or direct interference by the authorities of the 
 government  or  the  ruling  party.  Vietnam  has  been  characterized  to  have  a 
 bureaucratic yet  entrepreneurial business environment. State-owned enterprises 
 (SOEs)  still  contribute  more  than  the  domestic  private  sector  to  GDP  but  their 
 share has been gradually declining. Historically, private businesses were subject 
 to  substantial  discretionary  interference  by  governmental  authorities.  In  1999, 
 policy  changed  towards  supporting  entrepreneurship  and  the  development  of 
 private  enterprises  but  their  growth  continues  to  be  inhibited  by  an  institutional 
 framework favoring SOEs.  


According to Meyer and Nguyen (2005), the legal framework for FDI in Vietnam 
 evolved throughout the 1990s. The first FDI law was passed in 1987, followed by 
 major  changes  in  1990,  1992,  1996  and  2000.  Initially  only  some  sectors  were 
 open to FDI, but such restrictions and limits on the maximum foreign ownership 
 stake have been gradually removed. Changes in other laws and regulations have 
 been  equally  important  to  investors,  including  establishment  of  procedures  for 
 granting investment licenses,  and regulation concerning land lease, recruitment, 
 salaries,  and  taxation.  However,  discrepancies  between  official  policy  and  local 
 implementation  still  exist,  which  are  regarded  to  be  the  result  of  the  interaction 
 between  informal  and  formal  institutions  within  the  public  sector.  For  foreign 
 investors such variation and decentralization offers both opportunities and risks. 


An  investor-friendly  local  authority  may  facilitate  administrative  processes  and 
 create  investment  incentives,  whereas  local  authorities  may  not  have  the 
 administrative  capabilities  to  implement  the  delegated  tasks,  or  individuals  may 
 seek  to  use  their  power  to  obtain  personal  benefits,  which  could  increase 
 corruption.  


Vietnam  joined  the  World  Trade  Organization  in  2007  as  a  result  of  the 
 Vietnamese  authorities’  commitment  to  economic  modernization  in  the  recent 
 years,  which  has  also  promoted  more  competitive  and  export-driven  industries. 


However,  according  to  World  Bank,  Vietnam  is  currently  challenged  to  create 
jobs  to  meet  the  emergent  labor  force  that  is  growing  by  more  than  one  million 
people every year. In early 2012, Vietnam started a broad, "three pillar" economic 
reform program, proposing the restructuring of public investment, SOEs, and the 
banking sector.  



(22)3.1.4 Egypt 


Egypt is located in the northeast corner of the African continent and is one of the 
 most  populous  countries  in  Africa  and  the  Middle  East.  The  most  economic 
 activity  in  the  country  takes  place  in  the  fertile  Nile  valley  and  the  economy 
 depends mainly on agriculture, petroleum and natural gas exports and tourism.  


According to Smith and Kulkarni (2010), Egypt’s economy was highly centralized 
 during  the  rule  of  former  President  Gamal  Abder  Nasser  but  opened  up 
 considerably  under  former  Presidents  Anwar  El-Sadat  and  Mohamed  Hosni 
 Mubarak.  The  military  coup  of  1952  brought  Gamal  Abder  Nasser  to  political 
 power  over  a  largely  agrarian  Egyptian  state  tied  economically,  politically  and 
 socially  to  the  Great  Britain.  To  severe  the  imperial  influence  Nasser  gained 
 widespread popular support by starting the economic and political transformation 
 in 1956 in the form of land reforms to transfer private land from the elites to the 
 general population. This was followed by nationalization of all banks and foreign 
 firms,  as  well  as  the  Suez  Canal.  Throughout  the  20th  century,  Egypt  has  been 
 many  times  on  the  verge  of  economic  crisis  resulting  from  rigorous  and 
 unsuccessful  nationalization  policies  including  maintaining  trade  barriers  and 
 subsidies for overpriced consumer goods. These policies were mainly supported 
 by rent-seeking programs that depended on oil, remittances, tourism and foreign 
 aid.  


In  1991,  when  the  country  was  near  an  economic  collapse,  Egypt  introduced 
economic  reforms.  Omran  (2007)  states  that  the  reform  program  involved  the 
financial  sector  in  many  ways  beginning  with  the  elimination  of  the  repressive 
measures  that  had  been  in  practice  since  the  early  1960s.  Loan  and  deposit 
rates were liberalized in 1991, followed by the removal of ceilings on bank loans 
to the private sector in 1992. Despite these advances, not a single institution that 
offers  a  full  range  of  financial  products  to  its  customers  yet  exists.  After  unrest 
erupted  in  January  2011,  the  Egyptian  government  pulled  back  on  economic 
reforms  that  were  implemented  in  the  1990s,  drastically  increasing  social 
spending  to  address  public  dissatisfaction  but  political  uncertainty  at  the  same 
time  caused  economic  growth  to  slow  down,  which  resulted  in  reduction  of 
government revenues. 



(23)3.1.5 Turkey  


According  to  Yilmazkuday  and  Akay  (2008),  before  1980s,  Turkey  had  a 
 relatively closed and heavily regulated economy for which the main development 
 strategy was import substitution. As a result, the economy was almost immune to 
 external  shocks  and  did  not  have  business  cycles  in  the  traditional  text-book 
 sense.  After  a  profound  debt  and  balance  of  payments  crisis  in  late  1970s, 
 Turkey  initiated  a  stabilization  program  in  1980.  Apart  from  economic 
 stabilization, the program aimed at the adoption of an export-led growth strategy. 


To  this  end,  the  economy  was  liberalized  by  means  of  market-based  structural 
 reforms.  


Yilmazkuday  and  Akay  (2008)  continue  that  after  a  prolonged  period  of  high 
 growth, the economy experienced a slow-down for the first time in 1988. Starting 
 from  that  year,  the  volatility  of  economic  growth  increased  and  the  average 
 growth  rate  fell  until  after  the  financial  crisis  in  2001.  The  slowing  down  of  the 
 economy continued in 1989 but gave way to a rapid recovery in 1990. However, 
 the Gulf War in 1991 caused a sudden capital outflow and dragged the economy 
 into another recession. During the following two years the economy enjoyed high 
 growth  rates  again mainly  thanks to  the resumption  of  capital  inflows,  but  could 
 not avoid a severe crisis in 1994. After the economic crisis, the ups and downs of 
 the economy were mainly shaped by the net capital inflows dominated by short-
 term financial capital flows, and therefore, the business cycle was closely related 
 with the international financial flows.  


Yilmazkuday  and  Akay  (2008)  state  that  in  the  beginning  of  2000s,  Turkey 
 experienced the most severe financial crisis as the economy was suffering from 
 high and chronic inflation, steadily worsening public debt position and increasing 
 fragility  in  the  banking  sector.  After  the financial  crisis, Turkey  adopted financial 
 and fiscal reforms as part of an IMF program. According to Basar and Tosunoglu 
 (2006),  further  economic  and  judicial  reforms  and  prospective  EU  membership 
 are expected to boost Turkey's attractiveness to foreign investors.  


3.1.6 South Africa 


South  Africa  has  a  mixed  economy  including  both  private  and  state-owned 
enterprises.  South Africa has an abundant supply of natural resources including 



(24)gold,  diamonds,  platinum  and  other  metals  and  minerals.  According  to  Rodrik 
 (2008),  before  the  democratic  transition  in  1994,  South  African  economy  and 
 polity  were  dominated  by  the  white  minority,  and  even  though  the  Apartheid 
 regime had begun to unravel in 1980s, the majority of blacks remained deprived 
 of  basic  political  and  economic  freedoms.  The  democratically  elected 
 governments  led  by  the  African  National  Congress  have  managed  to  create  a 
 stable,  peaceful  and racially  balanced  political  regime  with  an  exemplary  record 
 of civil liberties and political freedoms.  


Rodrik  (2008)  states  that  economic  policy  has  been  conducted  in  an  equally 
 exemplary  manner,  with  South  Africa  turning  itself  into  one  of  the  emerging 
 markets  with  the  lowest  risk  spreads.  While  South  Africa  has  instituted  some 
 innovative  and  costly  social  transfer  programs  to  address  long-standing 
 disparities, it has done so in the context of cautious fiscal and monetary policies, 
 which  have  kept  inflation  and  public  debt  at  low  levels.  There  were  no 
 nationalizations or large-scale asset redistributions. Moreover, the economy was 
 opened  to  international  trade  and  capital  flows.  However,  according  to  Hodge 
 (2009),  despite  the  positive  trend  in  growth  and  other  economic  fundamentals, 
 unemployment has continued to rise from its already high level in the early 1990s 
 and continues to be a significant challenge for the economy. 


3.2  Overview of CIVETS economies 


3.2.1 Macroeconomic development 


For an overview of the economic development in CIVETS, different measures of 
 the macroeconomy are introduced below. Table 2 provides information about the 
 population  dynamics  of  the  countries.  CIVETS  have  a  large  and  growing 
 population  totaling  around  584  million  in  the  end  of  2011.  Between  2000  and 
 2011, CIVETS population has increased by over  15 percent. Indonesia is by far 
 the  largest  economy  of  CIVETS  in  terms  of  population  with  242  million  people 
 and  is  the  fourth  most  populous  country  in  the  world,  whereas  Colombia  is  the 
 smallest country in CIVETS with population totaling 43 million in the end of 2011. 


In  addition  to  large  population,  the  population  in  CIVETS  is  young.  On  average 
close  to  28  percent  of  CIVETS  population  belonged  to  the  age  group  of  0-14 
years in the end of 2011. The percentage share of children ages 0-14 has been 
decreasing  during  the  past  years,  which  can  be  inferred  as  decline  in  birthrate 



(25)due to family planning programs implemented in the developing economies (see 
 for  example  Lapham  and  Mauldin,  1984).  However,  the  great  share  of  young 
 population  in  CIVETS  translates  into  large  markets  and  an  extensive  consumer 
 base. 


Table 2 Population in CIVETS 


Population  figures  are  reported  as  year-end  values  in  millions.  The  proportion  of  population  of 
 ages 0-14 years is presented in brackets as a percentage of the total population. The source for 
 the data is World Bank (2013). 


                 


Population, millions (ages 0-14, % of total) 


   2000  2001  2002  2003  2004  2005 


Colombia  39.8 (32.8)  40.4 (32.4)  41.1 (32.00)  41.7 (31.6)  42.4 (31.2)  43.0 (30.8) 
 Indonesia  213.4 (30.7)  216.2 (30.3)  219.0 (29.9)  221.8 (29.5)  224.6 (29.1)  227.3 (28.8) 
 Vietnam  77.6 (32.1)  78.6 (31.1)  79.5 (30.1)  80.5 (29.2)  81.4 (28.3)  82.4 (27.3) 
 Egypt  67.7 (36.0)  68.9 (35.4)  70.2 (34.8)  71.5 (34.1)  72.8 (33.6)  74.2 (33.1) 
 Turkey  63.6 (30.7)  64.5 (30.2)  65.5 (29.7)  66.3 (29.3)  67.2 (28.8)  68.1 (28.4) 
 South Africa  44.0 (33.7)  44.9 (33.3)  45.5 (32.8)  46.1 (32.5)  46.7 (32.1)  47.2 (31.7) 


   2006  2007  2008  2009  2010  2011 


Colombia  43.7 (30.3)  44.4 (29.9)  45.0 (29.6)  45.7 (29.1)  46.3 (28.7)  46.9 (28.4) 
 Indonesia  229.9 (28.4)  232.5 (28.1)  235.0 (27.7)  237.4 (27.4)  239.9 (27.0)  242.3 (26.7) 
 Vietnam  83.3 (26.5)  84.2 (25.6)  85.1 (24.0)  86.0 (24.1)  86.9 (23.6)  87.8 (23.2) 
 Egypt  75.6 (32.7)  76.9 (32.3)  78.3 (32.0)  79.7 (31.8)  81.1 (31.5)  82.5 (31.3) 
 Turkey  69.1 (28.0)  70.0 (27.6)  70.9 (27.2)  71.9 (26.8)  72.8 (26.4)  73.6 (26.0) 
 South Africa  47.7 (31.4)  48.3 (31.0)  48.8 (30.7)  49.3 (30.4)  50.0 (30.1)  50.6 (29.9) 


GDP is a measure of the market value of all final goods and services produced in 
a country in a given year. Furthermore, GDP per capita is often considered as an 
indicator of a country’s standard of living. Table 3 reports the GDP per capita for 
CIVETS from 2000 to 2011 in current U.S. dollars. Turkey has historically  fared 
well  in  terms  of  GDP  per  capita  when  compared  to  other  CIVETS  and  had  the 
highest GDP per capita of CIVETS also in 2011. The lowest GDP per capita was 
recorded for Vietnam for the same year. The gap between the highest and lowest 
GDP per capita can be considered somewhat significant as in 2011 the difference 
between Turkey and Vietnam was over 9,000 U.S. dollars, which is over six times 
the  amount  of  GDP  per  capita  in  Vietnam.  Indonesia  has  reported  strongest 
growth in GDP per capita from 2000 to 2011 with the amount of GDP per capita 
increasing over  three-fold during the period. Despite the relatively high levels of 



(26)economic  growth  in  Egypt  in  recent  years,  GDP  per  capita  growth  has  been 
 modest when comparing to the other CIVETS economies.  


Table 3 GDP per capita of CIVETS 


GDP  per  capita  is  reported  as  year-end  value  in  current  U.S.  dollars. 


The source for the data is World Bank (2013). 


                    


GDP per capita, current U.S. Dollars 


   2000  2001  2002  2003  2004  2005 
 Colombia  2512.0  2429.4  2384.1  2268.9  2762.1  3404.2 
 Indonesia  773.3  742.1  893.3  1058.3  1143.5  1257.7 
 Vietnam  401.5  415.7  440.8  491.5  557.8  642.3 
 Egypt  1475.8  1417.3  1251.9  1159.8  1082.4  1208.7 
 Turkey  4189.5  3036.7  3553.1  4567.5  5832.7  7087.7 
 South Africa  3019.9  2638.2  2440.0  3647.7  4695.0  5234.3 
    2006  2007  2008  2009  2010  2011 
 Colombia  3725.1  4678.9  5423.3  5133.4  6186.0  7104.0 
 Indonesia  1585.7  1859.3  2171.7  2272.7  2951.7  3494.6 
 Vietnam  731.1  843.2  1070.2  1129.7  1224.3  1407.1 
 Egypt  1422.3  1695.8  2078.8  2370.7  2698.4  2780.9 
 Turkey  7687.1  9246.0  10297.5  8553.7  10049.8  10524 
 South Africa  5468.3  5930.1  5612.9  5738.3  7271.7  8070.0 


Unemployment  rate  is  another  measure  of  the  state  of  the  economy.  Table  4 
shows the unemployment rate in percentages of total labor force for CIVETS from 
2000  to  2011.  In  South  Africa,  unemployment  is  on  a  significantly  higher  level 
compared  to  the  other  CIVETS.  According  to  Rodrik  (2008),  unemployment  in 
South Africa is among the highest in the world for the reason that prevailing wage 
levels are too high and the economy has been unable to generate much growth 
momentum during the past decade. Unemployment rate in Vietnam has remained 
somewhat constant during the period, whereas Turkey has recorded the largest 
decrease in unemployment between 2009 and 2011. 



(27)Table 4 Unemployment in CIVETS 


Unemployment is presented as a percentage of the total 
 labor force. The source for the data is IMF (2012). 


                    


Unemployment, % of total labor force 
 Country  2000  2001  2002  2003  2004  2005 


Colombia  13.3  15.0  15.7  14.2  13.6  11.8 
 Indonesia  6.1  8.1  9.1  9.5  9.9  11.2 
 Vietnam  6.4  6.3  6.0  5.8  5.6  5.3 
 Egypt  9.0  8.8  10.1  11.3  10.5  11.5 
 Turkey  6.5  8.3  10.3  10.5  10.3  10.6 
 South Africa  25.6  29.4  30.4  28.0  26.2  26.7 
    2006  2007  2008  2009  2010  2011 
 Colombia  12.0  11.2  11.3  12.0  11.8  10.8 
 Indonesia  10.3  9.1  8.4  7.9  7.1  6.6 
 Vietnam  4.8  4.6  4.7  4.6  4.3  4.5 
 Egypt  10.9  9.2  8.7  9.4  9.2  12.1 
 Turkey  10.2  10.2  10.9  14.0  11.9  9.8 
 South Africa  25.5  22.2  22.9  23.9  24.0  23.9 


Labor productivity in CIVETS is presented in Table 5 and measured as GDP per 
person  employed.  Thus,  labor  productivity  measures  the  amount  of  goods  and 
services a person employed produces in a year. Labor productivity can be used 
as a measure of a country’s economic growth and the growth in labor productivity 
depends  mainly  on  investments  in  physical  capital,  new  technology  and  human 
capital.  Turkey  has  the  highest  GDP  per  person  employed  for  the  time  period 
under  observation.  Even  though  Vietnam  has  the  lowest  labor  productivity,  the 
country  has  experienced  highest  growth  as  labor  productivity  has  increased  by 
59.4 percent between 2000 and 2011. The lowest growth has been recorded for 
Colombia for the same period. 



(28)Table 5 Labor productivity in CIVETS 


Labor productivity in CIVETS is measured as GDP per person employed in 
 2012  U.S.  dollars  and  presented  as  year-end  values.  The  source  for  the 
 data is The Conference Board (2013). 


                    


Labor productivity measured by GDP per person employed in 2012 U.S. $ 
 Country  2000  2001  2002  2003  2004  2005 
 Colombia  19201.0  18702.1  19230.5  18832.0  19480.1  19624.4 
 Indonesia  7881.4  8081.3  8367.6  8657.6  9004.8  9493.5 
 Vietnam  4132.9  4314.6  4503.1  4702.7  4947.2  5217.5 
 Egypt  14084.5  14332.9  14532.6  14264.0  14172.4  14158.5 
 Turkey  29494.9  27886.4  29835.6  31706.8  37284.9  39562.6 
 South Africa  20703.7  20588.4  20804.2  20904.8  21439.3  22113.6 


   2006  2007  2008  2009  2010  2011 


Colombia  21533.7  22486.4  22817.3  21933.8  21876.0  22780.3 
 Indonesia  9858.4  10014.6  10345.4  10579.6  10879.3  11427.7 
 Vietnam  5492.1  5794.7  5994.3  6143.8  6386.0  6586.8 
 Egypt  15109.3  15452.4  16132.1  16460.8  16876.3  16849.1 
 Turkey  41570.3  42865.7  42241.2  40049.4  41223.7  41973.6 
 South Africa  22845.8  23557.8  23509.0  23481.7  24519.6  25354.4 


Since financial liberalization processes that took place in the 1990s, international 
trade  and  FDI  have  increased  significantly  in  developing  economies.  Major 
trading  partners  of  CIVETS  are  listed  in  Table  6  and  the  amount  of  trade  is 
presented as a percentage of a country’s total trade for the year 2011, which is 
the most up-to-date information available for the countries. The amount of trade 
includes  both  exports  and  imports.  EU  is  the  largest  trading  partner  for  Egypt, 
Turkey  and  South  Africa,  whereas  for  the  other  CIVETS;  Colombia,  Indonesia 
and Vietnam, EU is less significant trading partner and trading relations are more 
concentrated on the local partner countries.  



(29)Table 6 Major trading partners of CIVETS 


The  five  major  trading  partners  of  CIVETS  have  been  listed  and  the  amount  of  trade  is 
 presented  as  a  percentage  of  each  country’s  total  trade.  The  source  for  the  data  is 
 European Commission (2013). 


                 


Major trading partners of CIVETS in 2011 


Colombia  Indonesia  Vietnam 


United States  32.2 %  Japan  14.4 %  China  19,1 % 


European Union  14.7 %  China  13.3 %  European Union  13.0 % 


China  9.2 %  Singapore  12.0 %  United States  11.5 % 


Mexico  6.1 %  European Union  8.9 %  Japan  11.3 % 


Brazil  3.7 %  South Korea  7.9 %  South Korea  9.6 % 


Egypt  Turkey  South Africa 


European Union  30.3%  European Union  41.1 %  European Union  26.7 % 


United States  8.9 %  Russia  8.0 %  China  13.7 % 


China  6.8 %  China  6.5 %  United States  8.5 % 


Saudi Arabia  4.9 %  United States  5.5 %  Japan  6.3 % 


Turkey  4.6 %  Iran  4.3 %  India  3.8 % 


FDI is defined as a direct investment into production or business of a country by a 
 company in another country. FDI can be made either by buying a company in the 
 target country or by expanding operations of an existing business in that country. 


Furthermore, FDI is considered as an indicator of a country’s openness towards 
foreign investors. Table 7 shows the amount of FDI net inflows as a percentage 
of GDP. Relatively, Vietnam has been receiving the largest amount of FDI, which 
however has been on the decrease since 2009 most probably as a result of the 
global financial crisis. The sharpest decrease in FDI in the past years has been 
recorded for Egypt, which can be attributed to the effects of global financial crisis 
and the uncertainties related to the Arab Spring. Appendix 1 graphically illustrates 
all the economic measurements of CIVETS. 



(30)Table 7 FDI net inflows for CIVETS 


FDI is presented as year-end value and as a percentage 
 of GDP. The source for the data is World Bank (2013). 


                    


FDI net inflows, % of GDP 
 Country  2000  2001  2002  2003  2004  2005 


Colombia  2.4  2.6  2.2  1.8  2.6  7.0 
 Indonesia  -2.8  -1.9  0.1  -0.3  0.7  2.9 
 Vietnam  4.2  4.0  4.0  3.7  3.5  3.7 
 Egypt  1.2  0.5  0.7  0.3  1.6  6.0 
 Turkey  0.4  1.7  0.5  0.6  0.7  2.1 
 South Africa  0.7  6.1  1.3  0.5  0.3  2.6 
    2006  2007  2008  2009  2010  2011 
 Colombia  4.1  4.6  4.2  3.1  2.4  4.0 
 Indonesia  1.4  1.6  1.8  0.9  1.9  2.1 
 Vietnam  3.9  9.4  10.5  7.8  7.5  6.0 
 Egypt  9.3  8.9  5.8  3.6  2.9  -0.2 
 Turkey  3.8  3.4  2.7  1.4  1.2  2.1 
 South Africa  -0.1  2.0  3.5  1.9  0.3  1.4 


The main sources of FDI for the CIVETS in 2011 are listed in Appendix 2. EU is 
 the largest source of FDI for Colombia, Egypt, Turkey and South Africa. Whereas 
 for Indonesia and Vietnam, local sources of FDI are more significant than the EU. 


3.2.2 Country risk analysis 


Aggregate risk of investing in a country depending on the business environment 
 of  a  specific  country  is  referred  to  as  country  risk.  For  example,  financial  and 
 political factors such as GDP growth, exchange rates, monetary policy, regulatory 
 changes,  riots  and  civil  wars  and  other  potential  events  might  affect  to  the 
 operating profits or the value of assets in a specific country. Therefore, the risks 
 associated  with  investing  in  an  emerging  economy  are  compared  from  three 
 different  perspectives;  political,  macroeconomic  and  the  openness  towards 
 establishing a business measured by the Ease of Doing Business Index. 


The political rating represents the political stability of the country, which is seen to 
form  the  basis  for  a  stable  economy  and  business  environment.  Political  risk 
rating  takes  into  account  different  aspects  of  the  political  environment  of  a 
country  including  threat  of  war,  social  unrest,  disorderly  transfers  of  power, 
political  violence,  international  disputes,  regime  changes,  institutional 



(31)ineffectiveness  and  also  the  quality  of  the  bureaucracy,  the  transparency  and 
 fairness  of  the  political  system,  and  levels  of  corruption  and  crime  in  a  country. 


Macroeconomic  risk  rating  measures  the  state  of  the  economy  and  the 
 calculation  includes  such  factors  as  GDP  growth,  unemployment,  inflation,  real 
 interest  rates,  fiscal  balance,  current  account  balance  and  external  debt, 
 dependence  on  private  sector,  reliance  on  commodity  imports,  reliance  on  a 
 single export sector and central bank independence. 


Business environment is measured by the Ease of Doing Business Index, which 
 is created and published by the World Bank and is presented as a ranking out of 
 185  countries.  Higher  ranking,  that  is  lower  value,  indicates  better  regulatory 
 environment for businesses and stronger protection of property rights. A country 
 ranking is based on the following factors; ease of starting a business, dealing with 
 construction  permits,  getting  electricity,  registering  property,  getting  credit, 
 investor protection, tax paying, contract enforcement and insolvency resolution. 


The  investment  climates  of  CIVETS  have  been  compared  with  the  help  of  risk 
 ratings provided by the Economist Intelligence Unit and Ease of Doing Business 
 Index  ratings  provided  by  the  World  Bank.  Table  8  presents  the  ratings  for 
 CIVETS  countries.  Egypt  recorded  the  highest  political  and  macroeconomic 
 rating  among  the  CIVETS  in  the  January  and  February  2013  ranking.  This 
 suggests  that  the  political  environment  and  the  economic  policies  in  Egypt  are 
 less  stable  than  in  other  CIVETS.  Indonesia  posted  the  lowest  ratings  in  both 
 political  and  macroeconomic  categories,  suggesting  that  Indonesia  is  a  more 
 stable market compared to the other CIVETS. 


According  to  Ease  of  Doing  Business  Index,  South  Africa  receives  the  highest 
 ranking  among  CIVETS,  which  suggests  that the  business  environment  is  more 
 responsive towards starting and operating a business than in the other CIVETS. 


Indonesia, which reported the lowest country risk scores, has the lowest ranking 
in  terms  of  Ease  of  Doing  Business  Index.  This  suggests  that  despite  stable 
political  and  macroeconomic  environment,  starting  and  operating  a  business  is 
still  a  considerable  challenge  in  Indonesia.  Egypt  and  Vietnam  also  show  fairly 
low rankings, proposing somewhat similar  level  of challenges in those countries 
as in Indonesia. 



(32)Table 8 Risk rating for CIVETS 


The  political  and  macroeconomic  risk  ratings  were  released  in  January  and  February  2013.  The 
 rating  scale  goes  from  1  to  100,  where  the  score  of  100  represents  the  riskiest.  Ease  of  Doing 
 Business  Index  represents  the  ratings  for  June  2012  and  is  presented  as  a  ranking  out  of  185 
 countries  with  a  high  ranking  meaning  that  the  regulatory  environment  is  more  favorable  to  the 
 starting and operation of a firm. The source for the risk rating data is EIU (2013) and for the Ease of 
 Doing Business Index, World Bank (2013). 


   Colombia  Indonesia  Vietnam  Egypt  Turkey  South Africa 


Political risk  40  30  55  70  50  30 


Macroeconomic risk  30  30  45  65  50  45 


Ease of Doing Business Index  45  128  99  109  71  39 


To  conclude,  the  risk  ratings  vary  among  CIVETS  with  Colombia  and  South 
Africa representing the countries that are politically and macroeconomically more 
stable  and  have  an  encouraging  business  environment  as  compared  to  other 
CIVETS. Even though Indonesia, Vietnam and Turkey exhibit stability in terms of 
political  and  macroeconomic  environment,  the  business  environment  in  these 
countries is less supportive as compared to Colombia and South Africa. 
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