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Introduction  

Foreign direct investment (FDI) plays a pivotal role in shaping the economic landscapes 

of developing countries, serving as a critical driver for industrialization, technological 

transfer, and economic growth. Southeast Asia, characterized by its dynamic markets and 

strategic location, has become a prime destination for global investors. Among the countries 

in this region, Indonesia and Vietnam have emerged as prominent competitors for FDI, each 

offering unique opportunities and challenges. Understanding the nuances of their investment 

policies is essential to identify specific challenges, such as regulatory barriers, infrastructure 

limitations, and labor market dynamics, which can impact the ability of Indonesia and 

Vietnam to attract and retain FDI effectively. For instance, Indonesia's corporate tax rate 

stands at 22%, slightly higher than Vietnam's 20%, which may influence investor preferences 

depending on the sector. Additionally, while both countries offer tax holidays and other 

incentives in priority sectors like technology and renewable energy, Vietnam's centralized 
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ABSTRACT 

This study explores the comparative strengths and challenges of Indonesia and 

Vietnam in attracting foreign direct investment (FDI). Employing a 

comprehensive literature review and a comparative policy analysis framework, 

the research examines key factors influencing investment, including tax policies, 

labor markets, infrastructure, regulatory environments, and environmental 

sustainability. Findings reveal Vietnam's competitive advantages in centralized 

governance, lower labor costs, and rapid adoption of renewable energy, 

supported by trade agreements such as the CPTPP. In contrast, Indonesia's 

opportunities lie in its vast natural resources, ambitious infrastructure projects, 

and potential for energy and digital economy growth, though hampered by 

bureaucratic inefficiencies and regional disparities. Both countries show 

commitment to green growth, but Vietnam's progress outpaces Indonesia's in 

renewable energy adoption. Recommendations include enhancing regulatory 

efficiency, promoting sustainable urban planning, and fostering ASEAN regional 

cooperation to attract and retain FDI. This study contributes novel insights into 

policy optimization, providing actionable strategies for policymakers and 

stakeholders to bolster economic growth in Southeast Asia. 

 

KEYWORDS 

Investment policy; 

Indonesia; vietnam  

 

 

This work is licensed 

under a: 

 

 

 

mailto:husny.saleh@uiii.ac.id


 JIAN) (Jurnal Ilmiah Administrasi Negara): Vol. 9 No. 1 (2025), 75-82 

  e-ISSN: 2549-3566 p-ISSN: 2459-9786 

URL : https://ojs.ejournalunigoro.com/index.php/JIAN 

 

76 

 

governance system allows for quicker implementation compared to Indonesia's decentralized 

approach, which can result in regional inconsistencies. 

Indonesia, the largest economy in Southeast Asia, has traditionally relied on its 

abundant natural resources and vast domestic market to attract investors. In recent years, the 

Indonesian government has introduced significant reforms, such as the Omnibus Law on Job 

Creation, aimed at simplifying investment regulations and improving ease of doing business 

(World Bank, 2020). This comprehensive legislation seeks to unify various regulatory 

frameworks, reduce bureaucratic red tape, and enhance the investment climate. Key 

provisions of the law include streamlined licensing processes, relaxed labor regulations, and 

fiscal incentives for priority sectors. Despite these efforts, Indonesia still grapples with 

challenges such as infrastructure gaps, regulatory inconsistencies, and corruption, which can 

undermine investor confidence (OECD, 2021). Moreover, the country's archipelagic nature 

presents logistical challenges, making equitable infrastructure development across regions a 

persistent issue. 

Vietnam, on the other hand, has positioned itself as a manufacturing hub in Asia, 

leveraging its competitive labor costs and proactive trade agreements such as the 

Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) and the 

EU-Vietnam Free Trade Agreement (EVFTA) (UNCTAD, 2022). These agreements have not 

only enhanced Vietnam's market access but also incentivized the government to align its 

regulatory framework with international standards. Vietnam’s tax incentives for high-tech 

industries, coupled with the development of industrial parks and export processing zones, 

have further solidified its reputation as an FDI-friendly destination (Vietnam Ministry of 

Planning and Investment, 2023). However, rapid industrialization has brought challenges, 

including environmental sustainability concerns and urban infrastructure strain, particularly 

in key economic hubs such as Ho Chi Minh City and Hanoi (Asian Development Bank, 2023). 

A comparative analysis of Indonesia and Vietnam reveals intriguing similarities and 

differences in their investment strategies. Both countries recognize the importance of FDI in 

achieving sustainable economic growth and have adopted policies to attract global investors. 

For instance, both have established Special Economic Zones (SEZs) to offer tax breaks, 

reduced tariffs, and simplified administrative processes. However, their approaches differ in 

implementation and focus areas. Indonesia prioritizes sectors such as energy, infrastructure, 

and the digital economy, reflecting its broader economic base and resource abundance. In 

contrast, Vietnam’s strategy emphasizes manufacturing and export-oriented industries, 

leveraging its integration into global value chains. 

Tax policies serve as a critical determinant of FDI attractiveness. Indonesia’s corporate 

tax rate of 22% is slightly higher than Vietnam’s 20%, but both countries offer extensive tax 

holidays and incentives for investments in priority sectors, including technology, renewable 

energy, and infrastructure. The effectiveness of these incentives, however, depends on the 

ease of compliance and regulatory clarity. Vietnam’s centralized governance system enables 

quicker decision-making and policy implementation, whereas Indonesia’s decentralized 

system can lead to inconsistencies across regions, complicating the investment process. 

Labor market conditions also play a crucial role in shaping FDI flows. Indonesia boasts 

a large and youthful workforce, but labor costs are relatively higher compared to Vietnam. 

Additionally, Indonesia’s labor regulations have been perceived as rigid, contributing to 

higher severance costs and limited flexibility for employers. Vietnam, with its lower labor 

costs and growing pool of skilled workers in electronics and IT, has a comparative advantage 
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in attracting manufacturing investments. However, both countries face challenges in 

upskilling their labor force to meet the demands of high-tech industries and ensuring 

equitable access to quality education and training. 

Infrastructure development is another critical factor influencing investment decisions. 

Indonesia has embarked on ambitious infrastructure projects, including the construction of a 

new capital city, Nusantara, aimed at decongesting Jakarta and spurring regional 

development. Despite these efforts, the country’s vast geography poses logistical challenges, 

with significant disparities in infrastructure quality between urban centers and remote 

regions. Vietnam, by contrast, has made notable progress in developing industrial zones and 

enhancing connectivity within its economic hubs. However, rapid urbanization has led to 

overburdened transport systems and housing shortages, necessitating further investments in 

sustainable urban planning. 

The regulatory and political environments in both countries also impact their 

investment climates. Indonesia, as a stable democracy, has made strides in improving 

transparency and reducing corruption through initiatives like the establishment of the 

Corruption Eradication Commission (KPK). Nevertheless, bureaucratic inefficiencies and 

complex regulations remain barriers to investment. Vietnam’s single-party socialist state, 

while centralized and efficient in policy implementation, faces criticism for its lack of 

transparency and limited political freedoms. Both countries need to balance regulatory reform 

with the maintenance of social and environmental standards to ensure sustainable 

development. 

Environmental sustainability is an emerging concern that influences investment 

decisions, particularly in sectors like energy and manufacturing. Indonesia, rich in natural 

resources, faces challenges in transitioning to renewable energy while meeting its growing 

energy demands. The government’s commitment to reducing carbon emissions under the 

Paris Agreement has spurred investments in renewable energy projects, but progress remains 

slow due to regulatory hurdles and funding constraints. Vietnam, similarly, is grappling with 

the environmental impacts of rapid industrialization, including air and water pollution. 

However, the country has shown a strong commitment to green growth, as evidenced by its 

National Green Growth Strategy and increased investments in renewable energy sources such 

as solar and wind power. 

This study seeks to compare the investment policies of Indonesia and Vietnam through 

a comprehensive literature review, analyzing academic and institutional sources within the 

framework of comparative policy analysis. By examining investment strategies through lenses 

such as institutional theory and globalization dynamics, this research assesses the 

effectiveness of their strategies in attracting FDI. The comparison is structured around key 

themes, including tax policies, labor market conditions, regulatory frameworks, and 

infrastructure development. By synthesizing findings from various studies, this paper aims to 

provide insights into how these two countries can enhance their competitiveness in the global 

investment landscape. Existing research often examines Indonesia and Vietnam’s investment 

policies in isolation, focusing on their individual strengths and weaknesses. However, 

comparative analyses that integrate the distinct challenges and opportunities faced by both 

countries are limited. This study addresses this gap by exploring how their contrasting 

strategies and shared ambitions influence their ability to attract FDI in a rapidly globalizing 

economy. Ultimately, this research aspires to contribute to the broader discourse on 

investment policy optimization in developing economies by offering novel insights into the 
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comparative strategies of Indonesia and Vietnam. Specifically, it highlights underexplored 

aspects of policy implementation, such as the interplay between decentralization and 

governance efficiency in Indonesia, and the long-term sustainability of Vietnam’s 

manufacturing-led growth model. These unique perspectives aim to inform more targeted 

and effective policymaking for both countries while adding to the academic understanding of 

FDI dynamics in Southeast Asia. 

 

 

Method  

This study adopts a qualitative methodology based on a comprehensive literature 

review of academic and institutional sources. By employing a comparative policy analysis 

framework, the research systematically examines the investment policies of Indonesia and 

Vietnam to identify similarities, differences, and their implications for FDI attraction. Key 

elements of the methodology include: The study utilizes secondary data from reputable 

sources, including World Bank reports, OECD Investment Policy Reviews, Asian 

Development Bank publications, and government reports from Indonesia and Vietnam. Peer-

reviewed journal articles and industry white papers also form the core of the data corpus. 

Comparative Analysis: The research employs a thematic analysis to categorize data into key 

themes such as tax policies, labor market conditions, regulatory frameworks, and 

infrastructure development. By comparing these themes, the study highlights how the two 

countries’ distinct approaches impact their investment climates. Analytical Framework: The 

study draws on institutional theory and globalization dynamics to interpret the findings. 

Institutional theory helps explain the role of governance structures and policy 

implementation in shaping investment environments, while globalization dynamics 

contextualize the external factors influencing FDI flows. Validation of Findings: To ensure the 

reliability of insights, the study cross-references data from multiple sources and integrates 

expert opinions where applicable. This triangulation approach enhances the robustness of the 

conclusions. Limitations: The study acknowledges potential limitations, such as the reliance 

on secondary data, which may not capture the most recent policy changes or on-the-ground 

challenges. Future research could complement this study with primary data collection 

through interviews and surveys with policymakers and investors. 
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Results and Discussion  

Results 

The analysis of Indonesia and Vietnam’s investment policies revealed several key 

findings: 

 

 

 

 

 

 

 
The chart illustrates a comparative analysis of key investment policy factors between 

Indonesia and Vietnam. It evaluates five categories: Tax Policies (Corporate Tax Rate), Labor 

Market (Competitiveness), Infrastructure (Development Progress), Regulatory Environment 

(Efficiency), and Environmental Sustainability (Green Growth). Vietnam demonstrates a 

competitive edge in most categories, particularly in Labor Market and Infrastructure, 

reflecting its lower labor costs, skilled workforce, and well-developed industrial zones. 

Meanwhile, Indonesia scores higher in resource-driven sectors but lags in Regulatory 

Environment and Environmental Sustainability, highlighting challenges such as bureaucratic 

inefficiencies and slower transitions to green energy. Although Vietnam leads in policy 

implementation and competitiveness, Indonesia’s broader economic base presents unique 

opportunities, especially in sectors like energy and digital economy. The chart underscores 

the complementary strengths and weaknesses of both countries, providing insights into their 

investment climates. 

1. Tax Policies: Vietnam’s corporate tax rate of 20% is marginally lower than Indonesia’s 

22%, giving it a slight edge in attracting tax-sensitive investments. Both countries provide 

significant tax holidays and exemptions in SEZs and priority sectors such as high-tech 

and renewable energy industries. However, Vietnam’s centralized regulatory framework 
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ensures faster policy implementation, while Indonesia’s decentralized system often leads 

to delays and regional disparities. Vietnam's FDI Landscape: A 2021 study by Lee et al. 

examines the asymmetric relationship between trade openness and FDI inflows in 

Vietnam, highlighting the significance of trade policies in attracting foreign investment. 

2. Labor Market: Vietnam benefits from lower labor costs and an increasingly skilled 

workforce, particularly in the electronics and IT sectors. Indonesia, while having a larger 

and younger workforce, faces higher labor costs and rigid labor regulations, making it 

less attractive for labor-intensive industries. Efficiency of FDI in Vietnam: Research by 

Nguyen et al. (2022) evaluates the efficiency of FDI in Vietnam's provinces, emphasizing 

the role of local factors such as labor force quality and regional competitiveness in 

influencing FDI attractiveness.  

3. Infrastructure: Indonesia’s ongoing infrastructure projects, such as the development of 

Nusantara, highlight its commitment to addressing logistical challenges. Yet, disparities 

between urban and rural areas persist. Vietnam has shown better progress in industrial 

zone development and urban connectivity, though rapid urbanization has stressed its 

infrastructure. Indonesia's Investment Climate: The 2023 Investment Climate Statement 

by the U.S. Department of State discusses Indonesia's efforts to improve its investment 

environment through regulatory reforms like the Omnibus Law, while also noting 

persistent challenges such as bureaucratic inefficiencies and corruption. 

4. Regulatory Environment: Vietnam’s streamlined governance system allows for more 

predictable and efficient policy implementation. Indonesia’s democratic governance, 

while transparent, often encounters bureaucratic inefficiencies and inconsistencies across 

regions, affecting investor confidence. Indonesia's Economic Outlook: The Asian 

Development Outlook April 2023 report provides an analysis of Indonesia's economic 

trends, including the impact of monetary policy tightening and its implications for 

investment.  

5. Environmental Sustainability: Both countries are actively pursuing green growth 

strategies. Vietnam has made notable advances in renewable energy investments, 

particularly solar and wind, while Indonesia’s transition remains slow due to regulatory 

and funding constraints. 

The comparative analysis underscores the unique strengths and challenges of Indonesia 

and Vietnam in attracting FDI. Vietnam’s lower tax rate and streamlined regulatory processes 

make it a more favorable destination for manufacturing and export-oriented investments. This 

aligns with observations by UNCTAD (2022), which noted Vietnam’s proactive approach to 

integrating into global value chains through trade agreements like the CPTPP. 

Indonesia, with its broader economic base and resource abundance, presents significant 

opportunities in sectors such as energy and digital economy. However, as the OECD (2021) 

highlights, regulatory complexities and regional disparities remain key obstacles. Addressing 

these issues could enhance Indonesia’s competitiveness, particularly in attracting high-value 

investments. 

While Vietnam’s focus on manufacturing has driven rapid economic growth, concerns 

about environmental sustainability and urban infrastructure strain cannot be overlooked. The 

Asian Development Bank (2023) emphasizes the need for sustainable urban planning and 

balanced growth strategies to maintain long-term attractiveness. 

Conversely, Indonesia’s ambitious infrastructure projects demonstrate potential for 

long-term benefits but require consistent policy execution to bridge regional disparities. 
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Initiatives such as the Omnibus Law are steps in the right direction, yet their success depends 

on effective implementation and enforcement. 

Both countries’ efforts toward green growth highlight a shared commitment to 

environmental sustainability. However, Indonesia’s slower transition to renewable energy 

compared to Vietnam’s rapid adoption reflects differing levels of regulatory efficiency and 

investment readiness. 

In conclusion, while Vietnam offers a streamlined and cost-effective investment 

environment, Indonesia’s diverse opportunities require addressing systemic inefficiencies. 

Policymakers in both countries can learn from each other’s experiences to optimize their FDI 

strategies and achieve sustainable economic growth. Future research could further explore 

sector-specific policies to provide deeper insights into their competitive advantages. 

 

Conclusion  

This study has demonstrated the comparative strengths and challenges of Indonesia and 

Vietnam in attracting foreign direct investment. Vietnam’s centralized governance, lower 

labor costs, and robust trade agreements make it a prime destination for manufacturing and 

export-oriented industries, while Indonesia’s vast natural resources, diverse economy, and 

ambitious infrastructure projects present significant opportunities despite its bureaucratic 

inefficiencies and regional disparities. Key findings reveal Vietnam’s faster adoption of 

renewable energy and streamlined policy implementation, whereas Indonesia shows 

potential in large-scale projects requiring improved regulatory consistency. Both countries 

should focus on enhancing regional cooperation within ASEAN, balancing economic growth 

with environmental sustainability, and addressing their respective policy and infrastructure 

challenges to bolster their investment appeal and foster long-term development. Based on 

these findings, the following recommendations are proposed: For Indonesia: Streamline 

regulatory processes and reduce bureaucratic inefficiencies to enhance investor confidence, 

accelerate infrastructure development with a focus on equitable regional distribution, and 

invest in workforce development programs to address skills gaps in high-tech and emerging 

industries. For Vietnam: Ensure sustainable urban planning to mitigate the strain on 

infrastructure caused by rapid urbanization, and enhance transparency in governance to 

address concerns regarding political freedoms and regulatory fairness. diversify the economy 

beyond manufacturing to reduce reliance on external markets. For Both Countries: Strengthen 

regional cooperation within ASEAN to leverage collective advantages in attracting global 

investment, and pursue policies that balance economic growth with environmental 

sustainability, ensuring long-term benefits for both economies. 
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