/-!
Doing
Busmess

Doing Business 2014

Understanding Regulations for Small
and Medium-Size Enterprises

Comparing Business Regulations for Domestic Firms in 189 Economies

111 EDITION

A World Bank Group Corporate Flagship




© 2013 International Bank for Reconstruction and Development/The World Bank
1818 H Street NW, Washington, DC 20433
Telephone: 202-473-1000; Internet: www.worldbank.org

Some rights reserved
123415141312

A copublication of The World Bank and the International Finance Corporation.

This work is a product of the staff of The World Bank with external contributions. Note that The World Bank does not
necessarily own each component of the content included in the work. The World Bank therefore does not warrant that
the use of the content contained in the work will not infringe on the rights of third parties. The risk of claims resulting
from such infringement rests solely with you.

The findings, interpretations, and conclusions expressed in this work do not necessarily reflect the views of The World
Bank, its Board of Executive Directors, or the governments they represent. The World Bank does not guarantee the accu-
racy of the data included in this work. The boundaries, colors, denominations, and other information shown on any map
in this work do not imply any judgment on the part of The World Bank concerning the legal status of any territory or the
endorsement or acceptance of such boundaries.

Nothing herein shall constitute or be considered to be a limitation upon or waiver of the privileges and immunities of The
World Bank, all of which are specifically reserved.

Rights and Permissions

CHCN

This work is available under the Creative Commons Attribution 3.0 Unported license (CC BY 3.0) http:/creative
commons.org/licenses/by/3.0. Under the Creative Commons Attribution license, you are free to copy, distribute,
transmit, and adapt this work, including for commercial purposes, under the following conditions:

Attribution—Please cite the work as follows: World Bank. 2013. Doing Business 2014: Understanding Regulations for Small
and Medium-Size Enterprises. Washington, DC: World Bank Group. DOI: 10.1596,/978-0-8213-9984-2. License: Creative
Commons Attribution CC BY 3.0

Translations—If you create a translation of this work, please add the following disclaimer along with the attribution: This
translation was not created by The World Bank and should not be considered an official World Bank translation. The World Bank
shall not be liable for any content or error in this translation.

All queries on rights and licenses should be addressed to World Bank Publications, The World Bank Group, 1818 H Street
NW, Washington, DC 20433, USA,; fax: 202-522-2625; e-mail: pubrights@worldbank.org.

Additional copies of all 11 editions of Doing Business may be purchased at www.doingbusiness.org.
ISBN (paper): 978-0-8213-9984-2

ISBN (electronic): 978-0-8213-9983-5

DOI: 10.1596,/978-0-8213-9984-2

Cover design: The Word Express



2014

Understanding Requlations for Small
and Medium-Size Enterprises

Comparing Business Requlations for Domestic Firms in 189 Economies

A World Bank Group Corporate Flagship




Current features
News on the Doing Business project
http./www.doingbusiness.org

Rankings
How economies rank—from 1to 189
http.//www.doingbusiness.org/rankings

Data

All the data for 189 economies—topic
rankings, indicator values, lists of regu-
latory procedures and details underlying
indicators
http./www.doingbusiness.org/data

Reports

Access to Doing Business reports as well
as subnational and regional reports, re-
form case studies and customized econ-
omy and regional profiles
http://www.doingbusiness.org/reports

Methodology

The methodologies and research papers
underlying Doing Business
http.//www.doingbusiness.org/methodology

Research

Abstracts of papers on Doing Business
topics and related policy issues
http./www.doingbusiness.org/research

Doing Business reforms

Short summaries of DB2014 business
regulation reforms, lists of reforms since
DB2008 and a ranking simulation tool
http./www.doingbusiness.org/reforms

Historical data
Customized data sets since DB2004
http.//www.doingbusiness.org/custom-query

Law library

Online collection of business laws and
regulations relating to business and gen-
der issues
http.//www.doingbusiness.org/law-library
http./wbl.worldbank.org

Contributors

More than 10,200 specialists in 189 econ-
omies who participate in Doing Business
http./www.doingbusiness.org/contributors/
doing-business

Entrepreneurship data

Dataon business density (number of new-
ly registered companies per 1,000 work-
ing-age people) for 139 economies
http://www.doingbusiness.org/data/
exploretopics/entrepreneurship

Distance to frontier

Data benchmarking 189 economies to the
frontier in regulatory practice
http.//www.doingbusiness.org/data/dis-
tance-to-frontier

Information on good practices
Showing where the many good practic-
es identified by Doing Business have been
adopted
http://www.doingbusiness.org/data/
good-practice

Doing Business iPhone App

Doing Business at a Glance presents the full
report, rankings and highlights from each
indicator for the iPhone, iPad and iPod
touch
http://www.doingbusiness.org/special-
features/iphone



Doing Business 2014 is the 11th in a series
of annual reports investigating the reg-
ulations that enhance business activity
and those that constrain it. Doing Business
presents quantitative indicators on
business regulations and the protection
of property rights that can be compared
across 189 economies—from Afghani-
stan to Zimbabwe—and over time.

Regulations affecting 11 areas of the
life of a business are covered: starting
a business, dealing with construction
permits, getting electricity, registering
property, getting credit, protecting
investors, paying taxes, trading across
borders, enforcing contracts, resolving
insolvency and employing workers. The
employing workers data are not includ-
ed in this year's ranking on the ease of
doing business.

Data in Doing Business 2014 are current
as of June 1, 2013. The indicators are
used to analyze economic outcomes
and identify what reforms of business
regulation have worked, where and why.
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A thriving private sector—with new firms
entering the market, creating jobs and
developing innovative products—con-
tributes to a more prosperous society.
Governments play a crucial role in sup-
porting a dynamic ecosystem for firms.
They set the rules that establish and
clarify property rights, reduce the cost
of resolving disputes and increase the
predictability of economic transactions.
Without good rules that are evenly en-
forced, entrepreneurs have a harder time
starting and growing the small and me-
dium-size firms that are the engines of
growth and job creation for most econo-
mies around the world.

Doing Business 2014 is the 11th in a series
of annual reports benchmarking the regu-
lations that affect private sector firms, in
particular small and medium-size enter-
prises. The report presents quantitative
indicators on 11 areas of business regula-
tion for 189 economies. Four economies
have been added this year—Libya, Myan-
mar, San Marino and South Sudan. The
data are current as of June 2013.

The Doing Business project aims to deliv-
er a body of knowledge that will catalyze
reforms and help improve the quality of
the rules underpinning the activities of
the private sector. This matters because
in a global economy characterized by
constant change and transformation, it
makes a difference whether the rules
are sensible or excessively burdensome,
whether they create perverse incentives
or help establish a level playing field,
whether they safeguard transparency and
encourage adequate levels of competi-
tion. To have a tool that allows economies
to track progress over time and with re-
spect to each other in the development
of the building blocks of a good business
environment is crucial for the creation of

a more prosperous world, with increased
opportunities for everyone

We have been excited to see a global
convergence toward good practices in
business regulations. The data show that
economies in all regions of the world and
of all income levels have made important
strides in improving the quality of the
rules underpinning private sector activi-
ty. This year the findings have been even
more encouraging—low-income econo-
mies have improved their business regu-
lations at twice the rate that high-income
economies have.

These developments support the twin
World Bank Group goals of ending ex-
treme poverty and boosting shared pros-
perity. By providing useful insights into
good practices worldwide in business
regulations, Doing Business helps mobi-
lize policy makers to reduce the cost and
complexity of government procedures
and to improve the quality of institutions.
Such change serves the underprivileged
the most—where more firms enter the
formal sector, entrepreneurs have a great-
er chance to grow their businesses and
produce jobs, and workers are more likely
to enjoy the benefit of regulations such as
social protections and safety regulations.

We encourage you to give feedback on
the Doing Business website (http:/www.
doingbusiness.org) and join the conversa-
tion as we shape the project in the years
to come to make it a more effective mech-
anism for better business regulation.

Sincerely,

i_;ﬁj’rn YYYY7lfn
Sri Mulyani Indrawati

Managing Director
World Bank Group







Regulation is a reality from the beginning
of a firm's life to the end (figure 1.1). Nav-
igating it can be complex and costly. On
average around the world, starting a busi-
ness takes 7 procedures, 25 days and
costs 32% of income per capita in fees.
But while it takes as little as 1 procedure,
half a day and almost nothing in fees in
New Zealand, an entrepreneur must
wait 208 days in Suriname and 144 in
Republica Bolivariana de Venezuela.

And this is just the tip of the iceberg. Con-
sider what the new firm must go through
to complete other transactions at the
average level of time and effort required
around the world. Preparing, filing and
paying the firm's annual taxes could take
up another 268 hours of its staff's time. Ex-
porting just one shipment of its final prod-
ucts could take 6 documents, 22 days and
more than $1,500. If the firm needs a sim-
ple warehouse, getting the facility ready to
start operating could take 26 procedures
and 331 days more—to buy the land, reg-
ister its ownership, build the warehouse
and get electricity and other utility con-
nections. Having sorted out these initial
formalities, if the firm becomes embroiled
in a legal dispute with one of its suppliers
or customers, resolving the dispute could
mean being stuck in court for 622 days,
with costs amounting to 35% of the value
of the claim.

To operate and expand, the firm will need
financing—from shareholders or from
creditors. Raising money in the capital
market is easier and less costly where
minority shareholders feel protected
from self-interested transactions by large
shareholders. Good corporate governance
rules can provide this kind of protection.
But among the 189 economies covered by
Doing Business, 46 still have only very lim-
ited requirements for disclosing majority

shareholders’ conflicts of interest—or
none at all. This undermines trust in the
system, making it less likely that investors
will take a minority stake in a firm.

Similarly, creditors need guarantees that
their loans will be repaid. Information
about potential borrowers and solid le-
gal rights for creditors play an impor-
tant part in providing those guarantees.
Yet institutions providing these are not
universal among the 189 economies:
35 have no credit bureau or registry that
distributes information about borrowers,
and 124 lack a modern collateral regis-
try where a creditor can check whether
a movable asset being pledged as collat-
eral has any other liens on it. If despite all
efforts the firm ends up insolvent, having
institutions in place that enable creditors
to recover their assets is also important.
On average around the world, creditors
recover no more than 35% of their initial
loan in case of bankruptcy as measured
by Doing Business.

In many parts of the world in recent years,
Doing Business data show that there has
been remarkable progress in removing
some of the biggest bureaucratic obsta-
cles to private sector activity. Yet small
and medium-size enterprises still are
subject to burdensome regulations and
vague rules that are unevenly applied
and that impose inefficiencies on the en-
terprise sector. This curtails the overall
competitiveness of economies and their
potential for creating jobs.

WHAT DOES DOING BUSINESS
MEASURE—AND WHO
PERFORMS WELL?

Through its indicators Doing Business
measures and tracks changes in the

In2012/13, 114 economies
implemented 238 regulatory
reforms making it easier to do
business—18% more reforms

than in the previous year.

If economies around the world
followed the best practice in
regulatory processes for starting
abusiness, entrepreneurs

would spend 45.4 million fewer

days each year satisfying
bureaucratic requirements.

Ukraine, Rwanda, the Russian
Federation, the Philippines and
Kosovo are among the economies
improving the most in2012/13in
areas tracked by Doing Business.
Reforms reducing the complexity and
cost of regulatory processes continue
to be the most common. Less than
athird of the reforms recorded by
Doing Business in2012/13—and in
the years since 2009—focused on
strengthening legal institutions.
Sub-Saharan Africa is home to 9 of
the 20 economies narrowing the gap
with the regulatory frontier the most
since 2009. Low-income economies
narrowed this gap twice as much as
high-income economies did.
Economies that improve in areas
measured by Doing Business are on
average more likely than others to
also implement reforms in other
areas—such as governance, health,
education and gender equality.
Economies that perform well

on Doing Business indicators

do not necessarily have

smaller governments.
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FIGURE 1.1 Regulations as measured by Doing Business affect firms throughout

their life cycle
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regulations applying to domestic small
and medium-size companies, operating
in the largest business city of each econ-
omy, in 10 areas in their life cycle: starting
a business, dealing with construction per-
mits, getting electricity, registering prop-
erty, getting credit, protecting investors,
paying taxes, trading across borders, en-
forcing contracts and resolving insolven-
cy. The aggregate ranking on the ease of
doing business is based on these indica-
tors. Doing Business also documents reg-
ulations on employing workers, which are
not included in the aggregate ranking. In
addition, Doing Business tracks good prac-
tices around the world to provide insights
into how governments have improved the
regulatory environment in the past in the
areas that it measures (see table 1.5 at the
end of this overview).

Regulations that protect consumers,
shareholders and the public without over-
burdening firms help create an environ-
ment where the private sector can thrive.
Sound business regulation requires both
efficient procedures and strong institu-
tions that establish transparent and en-
forceable rules. Doing Business measures
both these elements: through indicators
relating to the strength of legal institu-
tions relevant to business regulation and

operations
® Paying taxes
e Trading across

In getting a

location

e Dealing with
construction permits

o Getting electricity

© Registering property

through indicators relating to the com-
plexity and cost of regulatory processes.
The indicators in the first group measure
the strength of the legal and regulatory
framework for getting credit, protecting
investors, enforcing contracts and resolv-
ing insolvency. Those in the second group
measure the cost and efficiency of regu-
latory processes for starting a business,
dealing with construction permits, getting
electricity, registering property, paying
taxes and trading across borders. Based
on time-and-motion case studies from
the perspective of the business, these
indicators measure the procedures, time
and cost required to complete a trans-
action in accordance with the relevant
regulations (for a detailed explanation of
the Doing Business methodology, see the
data notes and the chapter “About Doing
Business").

Doing Business is not about less regulation
but about better regulation. According-
ly, some Doing Business indicators give
a higher score for better and more devel-
oped regulation, as the protecting inves-
tors indicators do for stricter disclosure
requirements for related-party transac-
tions. Other indicators, such as those
on dealing with construction permits,
automatically assign the lowest score to

economies that have no regulations in the
area being measured or do not apply their
regulations (considered “no practice”
economies), penalizing them for lacking
appropriate regulation.

The economies ranking highest on the
ease of doing business therefore are not
those with no regulation but those whose
governments have managed to create
a regulatory system that facilitates inter-
actions in the marketplace and protects
important public interests without unnec-
essarily hindering the development of the
private sector—in other words, a regula-
tory system with strong institutions and
low transactions costs (table 1.1). These
economies all have both a well-developed
private sector and a reasonably efficient
regulatory system that has managed to
strike a sensible balance between the
protections that good rules provide and
the need to have a dynamic private sec-
tor unhindered by excessively burden-
some regulations.

WHERE IS THE REGULATORY
GAP WIDER?

To complement the ease of doing busi-
ness ranking, a relative measure, Doing
Business 2012 introduced the distance to
frontier, an absolute measure of business
regulatory efficiency. This measure aids
in assessing how much the regulatory
environment for local entrepreneurs im-
proves in absolute terms over time by
showing the distance of each economy
to the “frontier,” which represents the
best performance by any economy ob-
served on each of the Doing Business in-
dicators since 2003 or the year in which
data for the indicator were first collect-
ed. Because the distance to frontier is
an absolute measure, it can be used for
comparisons over time. The measure is
normalized to range between 0 and 100,
with 100 representing the frontier. A
higher score indicates a more efficient
business environment and stronger legal
institutions (for a detailed description of
the methodology, see the chapter on the
ease of doing business and distance to
frontier).

Analysis based on the distance to fron-
tier measure shows that on average
across all regions, economies are closest
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TABLE 1.1 Rankings on the ease of doing business

DB2014 DB2014 DB2014
Rank | Economy reforms Rank Economy reforms Rank Economy reforms

1 Singapore St. Lucia Honduras
2 Hong Kong SAR, China 1 Italy 3 128 Egypt, Arab Rep. 0
3 New Zealand 1 66 Trinidad and Tobago 1 129 Kenya 0
4 United States 0 67  Ghana 0 130 Bangladesh 1
5  Denmark 0 68  Kyrgyz Republic 0 131 Bosnia and Herzegovina 0
6  Malaysia 3 69  Turkey 3 132 Uganda 1
7 Korea, Rep. 1 70 Azerbaijan 3 133 Yemen, Rep. 0
8  Georgia 1 71 Antigua and Barbuda 0 134 India 0
9 Norway 0 72 Greece 3 135 Ecuador 1
10 United Kingdom 2 73 Romania 3 136 Lesotho 1
11 Australia 1 74 Vanuatu 1 137 Cambodia 0
12 Finland 0 75  Czech Republic 1 138 West Bank and Gaza 1
13 Iceland 1 76 Mongolia 3 139 Mozambique 2
14 Sweden 1 77 Dominica 0 140 Burundi 6
15 Ireland 0 78  Moldova B 141 Bhutan 2
16 Taiwan, China 0 79 Guatemala 3 142 Sierra Leone 0
17 Lithuania 2 80  Seychelles 0 143 Tajikistan 2
18 Thailand 1 81  San Marino 0 144 Liberia 2
19 Canada 0 82  St.Vincent and the Grenadines 0 145 Tanzania 2
20 Mauritius 3 83  Zambia 1 146 Uzbekistan 6
21 Germany 0 84  Bahamas, The 2 147 Nigeria 0
22 Estonia 1 85  Srilanka 4 148  Madagascar 2
23 United Arab Emirates 3 86  Kosovo 3 149 Sudan 0
24 latvia 4 87 Morocco 3 150  Gambia, The 1
25 Macedonia, FYR 6 88  Uruguay 1 151 Iraq 0
26 Saudi Arabia 0 89  Croatia 5 152 Iran, Islamic Rep. 0
27 lapan 0 90  Albania 1 153 Algeria 0
28 Netherlands 2 91 Barbados 0 154 Burkina Faso 1
29 Switzerland 0 92  Russian Federation 5 155 Mali 0
30 Austria 0 93 Serbia 0 156 Micronesia, Fed. Sts. 0
31 Portugal 1 94 Jamaica 3 157 Togo 3
32 Rwanda 8 95  Maldives 1 158 Comoros 1
33 Slovenia 1 9  China 2 159 Lao PDR 1
34 Chile 1 97  Solomon Islands 0 160  Djibouti 3
35  Israel 2 98  Namibia 0 161 Suriname 2
36 Belgium 0 99  Vietnam 2 162 Bolivia 0
37 Armenia 2 100 Palau 2 163 Gabon 3
38  France 1 101 St Kitts and Nevis 0 164 Afghanistan 2
39 Cyprus 0 102 Costa Rica 2 165  Syrian Arab Republic 0
40 Puerto Rico (U.S.) 0 103 Malta 1 166 Equatorial Guinea 0
41 South Africa 1 104 Kuwait 1 167  Cote d'lvoire 4
42 Peru 0 105 Nepal 1 168 Cameroon 0
43 Colombia 2 106 Belize 0 169  Sao Tomé and Principe 0
44 Montenegro 2 107 Grenada 0 170 Zimbabwe 0
45  Poland 2 108  Philippines 3 171 Malawi 1
46 Bahrain 1 109  Paraguay 1 172 Timor-Leste 0
47 Oman 0 110 Pakistan 0 173 Mauritania 1
48 Qatar 1 1M Lebanon 0 174 Benin 2
49 Slovak Republic 0 112 Ukraine 8 175  Guinea 3
50  Kazakhstan 2 113 Papua New Guinea 0 176 Niger 2
51 Tunisia 0 114 Marshall Islands 0 177 Haiti 0
52 Spain 1 115 Guyana 1 178 Senegal 1
53 Mexico 3 116 Brazil 0 179 Angola 0
54 Hungary 0 117 Dominican Republic 0 180  Guinea-Bissau 1
55 Panama 4 118 El Salvador 1 181 Venezuela, RB 1
56 Botswana 1 119 Jordan 0 182 Myanmar 1
57  Tonga 1 120 Indonesia 1 183 Congo, Dem. Rep. 3
58  Bulgaria 0 121 Cape Verde 2 184 FEritrea 0
59 Brunei Darussalam 1 122 Kiribati 0 185  Congo, Rep. 3
60  Luxembourg 0 123 Swaziland 2 186  South Sudan 0
61 Samoa 0 124 Nicaragua 2 187 Libya 0
62  Fiji 0 125  Ethiopia 0 188 Central African Republic 1
63 Belarus 4 126 Argentina 1 189  Chad 1

Note: The rankings for all economies are benchmarked to June 2013 and reported in the country tables. This year's rankings on the ease of doing business are the average of
the economy's percentile rankings on the 10 topics included in this year's aggregate ranking. The number of reforms excludes those making it more difficult to do business.
Source: Doing Business database.
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to the frontier—or best practice—in the L . L .
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o Source: Doing Business database.
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Europe & Central Asia = South Asia
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Regional performance varies considerably
across the areas measured by Doing Busi-
ness. In several areas Europe and Central
Asia has an average performance similar
to that of OECD high-income economies.
But in dealing with construction permits
this region is further from the regulatory
frontier than any other. East Asia and the
Pacific follows Europe and Central Asia
closely in some areas but outperforms
that region in dealing with construction
permits, getting electricity, paying taxes
and trading across borders. Latin America
and the Caribbean has a performance re-
markably similar to that of East Asia and
the Pacific except in paying taxes.

performance across areas of regulation  growth of new firms, discouraging entre-

measured by Doing Business. Rankings of — preneurship.

economies in these areas provide anoth-

er. The ease of doing business ranking is

just one number—aggregating an average WHAT IS THE BIGGER PICTURE?

of more than 300 data points for each '

economy. Not surprisingly, the full set

of rankings and data across Doing Busi-
ness topics for an economy can present
a very different picture than the aggregate
ranking (figure 1.3). Take Estonia, which
stands at 22 in the ease of doing business
ranking. Its rankings on individual topics
range from 7 in trading across borders
to 68 in protecting investors. Japan's low-
est 3 rankings (in paying taxes, starting a
business and dealing with construction
permits) average 117, while its highest 3 (in
resolving insolvency, protecting investors
and trading across borders) average 13. Ja-
pan's ranking on the overall ease of doing
business is 27. Three economies added to
the Doing Business sample this year—Lib-
ya, Myanmar and South Sudan—show
similar variation across topics (box 1.1).

Doing Business recognizes that the state
plays a fundamental role in private sec-
tor development. Governments support
economic activity by establishing and
enforcing rules that clarify property rights
and reduce the cost of resolving disputes,
that increase the predictability of eco-
nomic interactions and that provide con-
tractual partners with core protections
against abuse. So it is no surprise to find
that there is no evidence suggesting that
economies that do well on Doing Business
indicators tend to have governments driv-
en by a “smaller government” philosophy.
Indeed, the data suggest otherwise. It is
generally the bigger governments (as
measured by government consumption
expenditure as a percentage of GDP), not
the small ones, that tend to provide more
of the protections and efficient rules pro-
moted by Doing Business.

The Middle East and North Africa has
a very diverse performance. In some ar-
eas, such as paying taxes, it is almost as
close to the frontier as OECD high-in-
come economies. In other areas, such
as getting credit, the Middle East and
North Africa has the lowest performance
among regions. South Asia has a gap with
the frontier similar to that of Sub-Saharan
Africa in most areas, though it substan-
tially outperforms that region in 3 areas—
starting a business, resolving insolvency

and getting credit.

This variation can point to important reg-

ulatory obstacles for firms. An economy
may make it easy to start a business, for  Economies performing well on Doing

example. But if getting financing is dif- Business indicators include examples

The distance to frontier measure pro-
ficult, the constraints will hamper the  with large governments as well as those

vides one perspective on variation in
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FIGURE 1.3 An economy'’s regulatory environment may be more business-friendly in some areas than in others
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Note: Rankings reflected are those on the 10 Doing Business topics included in this year's aggregate ranking on the ease of doing business. Figure is illustrative only; it
does not include all 189 economies covered by this year's report. See the country tables for rankings on the ease of doing business and each Doing Business topic for all

economies.
Source: Doing Business database.

with small ones. Denmark, with among
the largest governments in the world, is
number 5 in the ease of doing business
ranking; the Netherlands, also with one of
the largest governments, is number 28.
Hong Kong SAR, China, with a relative-
ly small government, is number 2 in the
ranking. Economies performing poorly
on Doing Business indicators also include
examples with large and small govern-
ments. Zimbabwe, with a large govern-
ment relative to GDP, ranks at 170; Equa-
torial Guinea, with a small government,
ranks at 166. Nevertheless, on average
economies with smaller governments
do not perform better on Doing Business
indicators than those with larger govern-
ments (figure 1.4).

Moreover, economies performing well on
Doing Business indicators are on average
more inclusive along at least 2 dimen-
sions. They tend to have smaller informal
sectors, meaning that more people have
access to the formal market and can
benefit from such regulations as social
protections and workplace safety regula-
tions (figure 1.5). And they are more like-
ly to have gender equality under the law
as measured by the World Bank Group's
Women, Business and the Law indica-
tors.! These 2 aspects of inclusiveness
reflect in part a desire by governments

to more effectively allocate resources.
This means not hampering the produc-
tivity of formal businesses through over-
ly burdensome rules. And it means not
needlessly depriving the economy of the
skills and contributions of women. Over-
all, economies with smarter business
regulations are more likely to nurture an
environment conducive to greater eco-
nomic inclusion.

No set of indicators can possibly capture
the full complexity of a particular reali-
ty—in the case of the Doing Business indi-
cators, that faced by entrepreneurs as they
go about their activities while attempting
to comply with the rules established by
government. Having a state-of-the-art
business registry has less impact on job
creation or private sector investment in
an economy if roads are lacking, crime is

FIGURE 1.4 Good performance on Doing Business indicators is not associated with

smaller governments
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BOX1.1 The right time to improve business regulations

For the first time, this year's report measures business regulations in Libya, Myanmar and South Sudan, economies that emerged
from conflict or are starting to open up to the global economy after years of isolation. This is the right time to improve business
regulations. Old laws and regulations still apply in Myanmar, including the Companies Act of 1914, the Code of Civil Procedure
of 1908 and the Evidence Act, 1872. In Libya the civil code and the civil and commercial procedure codes all date back to 1953.
In South Sudan the challenge is not updating old laws and regulations but creating new ones from scratch. This process takes
time. Yet since independence in 2011, South Sudan has passed a company law, tax law and insolvency law.

Doing Business provides baseline data that can help inform policy makers designing laws and their implementation. Data
in this year's report show that these 3 economies rank among the bottom 10 on the ease of doing business. Although their
performance varies somewhat across Doing Business topics, the data consistently show that these economies have complex
and costly regulatory procedures and weak institutions relevant to business regulation (see figure). But in all 3 economies new
laws are under discussion that may affect future editions of the Doing Business data. Doing Business will continue to measure and
monitor potential improvements.

There are many areas for regulatory improvement in fragile and conflict-affected states
Global ranking, by Doing Business topic

e Starting a

Libya 10, busnes e 189 Myanmar
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insolvency /- construction Starting a business

10g/ permits 155 Resolving

) insolvency.
Getting 68 /
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contracts

126 Getting electricity

contracts
Trading P
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property borders rope
borders ’ 189 e ) ; [FGTEH) — Myanmar
16 / ) ) . ~ ) '
iy tane's Getting credit Viddle East & 107 Paying taxes 170 Getting credit B
§ - . Protectin S acifi
Protecting North Africa e Pacific
187 182
South 189 Startinga 120 Starting a business Syl'lan
Sudan Resolving  DUSINESS  pealing with Resolving Dealing with 4gq Arab
insolven 140 constriiction 171 insolvendy . construction Repub"c
permits Al 105, permits
87 Enforcing Getting 184 contracts Getting electricity
contracts electricity 179 82
' 7 Trading across Y 93 Registerin,
1a7 1eding AL141 Registering 4T e property g7
borders property 183 / ; d
_ 126 ‘ - — South Sudan Paying taxes gtting credit —— Syrian Arab
Paying taxes - cr?e diTg 120 Protecting Republic
% i — Slines investors — Middle East &
Africa 115 North Africa

Note: Numbers are economy and regional average rankings, with 1 denoting the highest ranking on a topic and 189 the lowest.
Source: Doing Business database.

In economies affected by conflict, reforming business regulations is almost always a difficult task—even as firms often face
increasing challenges in the business regulatory environment. Civil strife, a substantial weakening in the state’s ability to enforce
the law and other characteristics of conflict-affected states often bring about a substantial worsening of the conditions in which
the private sector operates. The Syrian Arab Republic was the economy that showed the greatest deterioration in 2012/13 in
the areas measured by Doing Business. The time and cost associated with trading across borders increased substantially, for
example, and no building permits are being issued in Damascus, making it impossible to legally build new construction.

Yet there is encouraging news from other fragile and conflict-affected states. A recently published report, Doing Business in
the g7+ 2013, shows that all economies in the g7+ group have improved their business regulatory environment since 2005,
narrowing the gap with the best performance observed globally by Doing Business.? Sierra Leone, Burundi, Guinea-Bissau,
Timor-Leste, Cote d'lvoire, Togo and the Solomon Islands are all among the 50 economies making the biggest improvements
between 2005 and 2012.

a. A special report, Doing Business in the g7+ 2013 compares business regulations in economies of the g7+ group: Afghanistan, Burundi, the Central African
Republic, Chad, the Comoros, the Democratic Republic of Congo, Céte d'Ivoire, Guinea, Guinea-Bissau, Haiti, Liberia, Papua New Guinea, Sierra Leone, the
Solomon Islands, South Sudan, Timor-Leste and Togo. The g7+ group is a country-owned and country-led global mechanism established in April 2010 to
monitor, report and draw attention to the unique challenges faced by fragile states.
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FIGURE 1.5 Good performers on Doing Business indicators are likely to be more inclusive—with a smaller informal sector and greater

gender equality under the law
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Source: Doing Business database; Schneider, Buehn and Montenegro 2010; World Bank Group, Women, Business and the Law database.

rampant and state capture or corruption
is the norm. To understand the challeng-
es faced by businesses, the Doing Business
rankings and underlying data therefore
need to be used in conjunction with oth-
er information. Of course, sound business
regulations are not the only thing on which
a thriving business environment depends.
Other areas beyond the focus of Doing Busi-
ness are also important—including stable
macroeconomic policy, a well-educated
workforce and well-developed infrastruc-
ture, just to name a few.

WHAT GAINS WERE ACHIEVED
IN2012/13?

Reformingin any area of government policy
is a challenge. Business regulation is no ex-
ception. Implementing regulatory changes
often requires agreement among multiple
agencies in a government. Consider a one-
stop shop for business registration. Creat-
ing one involves coordination across the
business registry, the statistical office, the
municipal tax office and the state tax of-
fice, to name just a few. But 96 economies
have nevertheless done so.

Governments undertake such reforms be-
cause reducing the complexity and cost of
regulatory processes or strengthening le-
gal institutions relevant to business regu-
lation brings many benefits. Governments
benefit from cost savings because the
new systems often are easier to maintain
(though setting up a new system involves

an initial fixed cost). Firms benefit from
more streamlined and less costly process-
es or more reliable institutions. And econ-
omies as a whole benefit from new firm
start-ups, more jobs, growth in trade and
greater overall economic dynamism (see
the chapter on research on the effects of
business regulations).

In 2012/13 such efforts continued around
the world: 114 economies implement-
ed 238 regulatory reforms making it
easier to do business, about 18% more
reforms than in the previous year. This
is the second highest number of reforms
implemented in a year since the financial
crisis of 2009.

Inroads in reducing formalities

The results of these reforms are tangible.
They can be quantified by adding up all the
regulatory procedures, paymentsand doc-
uments required for a small to medium-
size firm to complete a set of transac-
tions—such as to start a business, regis-
ter property and so on—in every economy
covered by Doing Business. In 2012 such
formalities would have come to a to-
tal of 21,272 and taken 248,745 days to
complete (table 1.2). Thanks to the reg-
ulatory reforms undertaken in 2012/13,
this regulatory maze now contains
about 300 (1.3%) fewer formalities than
in 2012.? Compared with 2005, the first
year in which data for 9 of the 10 Doing
Business indicator sets were first collect-
ed, the number of formalities has fallen

by about 2,400 (11%) and the time by
about 40,000 days.

These calculations are for a hypothetical
case taking 1 firm through all procedures
measured by Doing Business in every
economy covered. But some economies
are much larger than others, and in these
economies the burden of poor regula-
tion affects a larger number of firms. In
the 107 economies covered by both Doing
Business and the World Bank's Entrepre-
neurship Database, an estimated 3.1 mil-
lion limited liability companies were newly
registered in 2012 alone.® Assuming that
they followed the rules and regulations
for company incorporation in their home
economy as measured by Doing Busi-
ness, these 3.1 million firms together dealt
with 18.7 million different procedures and
spent 46.9 million days to get incorpo-
rated. But if all 107 economies followed
best practice in regulatory processes for
starting a business, these new firms would
have had to spend only 1.5 million days
dealing with the local bureaucracy, leaving
them a greater share of their time and en-
trepreneurial energy to devote to their new
business. In other words, because not all
economies followed best practice, entre-
preneurs spent an extra 45.4 million days
satisfying bureaucratic requirements.

Patterns across regions

Patterns of regulatory reform vary across
regions. In 2012/13 South Asia had the
largest share of economies (75%) with

7
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TABLE 1.2 Total formalities, time and cost to complete one transaction in every economy

Starting a business
Procedures (number)

Time (days)

Cost (US$)

Minimum capital (US$)
Dealing with construction permits
Procedures (number)

Time (days)

Cost (US$)

Getting electricity

Procedures (number)

Time (days)

Cost (US$)

Registering property
Procedures (number)

Time (days)

Cost (US$)

Paying taxes

Payments (number per year)
Time (hours per year)

Trading across borders
Documents to export (number)
Time to export (days)

Cost to export (US$ per container)
Documents to import (number)
Time to import (days)

Cost to import (US$ per container)
Enforcing contracts
Procedures (number)

Time (days)

Resolving insolvency

Time (years)

Total formalities (number)
Total time (days)
Total cost (US$)

Source: Doing Business database.

2012

1,393
5,590
203,765
523,148

2,865
33,532
2,773,595

1,010
20,651
5,640,846

1,105
10,082
5,476,360

5,141
50,804

1,174
4171
278,546
1,372
4,702
334,393

1,212
117,847

460

2012
21,272
248,745
15,230,653

2013

1,335
4,700
201,648
480,337

2,777
31,951
2,570,251

1,002
20,625
5,506,263

1,090
9,488
5,543,489

5,046
50,607

1,175
4,132
286,385
1,369
4,661
344,573

7,207
117,489

454

2013
21,001
243,283
14,932,946

Savings

58

890
2,117
42,811

88
1,581
203,344

8
26
134,583

594
67,129

95
197

39
-7,839

41
-10,180

358

6

Total savings
271
5,462
297,707

regulatory reforms in at least 1 area mea-
sured by Doing Business.* Europe and Cen-
tral Asia, continuing its steady pace of
regulatory reform, had the second largest
share (73%), closely followed by Sub-Sa-
haran Africa (66%). In East Asia and the
Pacific 60% of economies had at least 1
regulatory reform, while in Latin America
and the Caribbean only 53% did. The Mid-
dle East and North Africa had the smallest
share of economies implementing reg-
ulatory reforms in at least 1 area (40%),
a development that is partly linked to the
current political turmoil in the region.

As in previous years, reforms aimed at
reducing the complexity and cost of reg-
ulatory processes were more common
around the world than those focused on
strengthening legal institutions relevant
to business regulation (figure 1.6). In
South Asia, for example, 75% of econo-
mies implemented at least 1 reform re-
ducing regulatory complexity and cost,
while only 25% had at least 1 aimed at
strengthening legal institutions. The pat-
tern is similar across all other regions ex-
cept East Asia and the Pacific.

WHO IMPROVED THE MOST
IN2012/13?

In 2012/13, 29 economies implemented
in net 3 or more reforms improving their
business regulatory systems or related
institutions as measured by Doing Busi-
ness. These 29 include economies from
allincome groups: high income (5), upper
middle income (9), lower middle income
(12) and low income (3). And they in-
clude economies from all regions.

Among the 29 economies, 10 stand out
as having narrowed the distance to fron-
tier the most: Ukraine, Rwanda, the Rus-
sian Federation, the Philippines, Kosovo,
Djibouti, Coéte d'lvoire, Burundi, the for-
mer Yugoslav Republic of Macedonia and
Guatemala (table 1.3). Five of these—Bu-
rundi, Guatemala, FYR Macedonia, Rwan-
da and Ukraine—have placed among the
economies improving the most in previ-
ous years. Together, 10 economies imple-
mented 49 reforms making it easier to do
business in 2012/13. Of these reforms,
38 were aimed at reducing the com-
plexity and cost of regulatory processes
and 11 at strengthening legal institutions.



Ukraine was the top improver in 2012/13,
implementing reforms in 8 of the 10 ar-
eas measured by Doing Business. Ukraine
made starting a business easier by elim-
inating a separate procedure for reg-
istration with the statistical office and
abolishing the fee for value added tax reg-
istration. It made dealing with construc-
tion permits easier by instituting a risk-
based approval system that streamlined
procedures for simpler buildings with
fewer risk factors. And an amendment
to the property rights law simplifying the
process for registering ownership rights
to real estate made both dealing with
construction permits and registering
property easier.

In addition, Ukraine's private credit bu-
reau (IBCH) began collecting data on
firms from banks, expanding the infor-
mation available to creditors and debtors.
The introduction of simpler forms for val-
ue added tax and the unified social contri-
bution reduced the time required for tax
compliance. The implementation of the
new customs code reduced the time to

OVERVIEW

FIGURE 1.6 Reforms reducing regulatory complexity and cost continued to be more
common in 2012/13
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Share of economies with at least
1 Doing Business reform (%)

M Reforms to reduce complexity and cost of regulatory processes
M Reforms to strengthen legal institutions

Note: Reforms to reduce the complexity and cost of regulatory processes are those in the areas of starting a busi-
ness, dealing with construction permits, getting electricity, registering property, paying taxes and trading across
borders. Reforms to strengthen legal institutions are those in the areas of getting credit, protecting investors,
enforcing contracts and resolving insolvency.

Source: Doing Business database.

Dealing with construction permits was
the most common area of regulatory
reform among the top improvers. Nine

export and import. And an amendment to
the bankruptcy law made resolving insol-
vency easier.

TABLE 1.3 The 10 economies improving the most across 3 or more areas measured by Doing Business in 2012/13

Reforms making it easier to do business

Ease of Dealing
doing with Trading
business Startinga construction Getting Registering Getting  Protecting  Paying across Enforcing  Resolving
rank business permits  electricity  property credit investors taxes borders  contracts insolvency
1 Ukraine 112 ol v v v v v v v
2 Rwanda 32 ol v v v V v v v
3 Russian 92 \/ \/ \/ \/ V
Federation
4 Philippines 108 | v v
5 Kosovo 86 J V V
6  Djibouti 160 \/ \ N
7 Coted'voire 167 V v v v
8  Burundi 140 N V V V V V
9  Macedonia, 25 V V V V \/ V
FYR
10 Guatemala 79 V V V

Note: Economies are selected on the basis of the number of their reforms and ranked on how much they improved in the distance to frontier measure. First, Doing Business
selects the economies that implemented reforms making it easier to do business in 3 or more of the 10 topics included in this year's aggregate ranking. Regulatory reforms
making it more difficult to do business are subtracted from the number of those making it easier. Second, Doing Business ranks these economies on the improvement in
their distance to frontier score from the previous year. The improvement in their score is calculated not by using the data published in 2012 but by using comparable data
that capture data revisions. The choice of the most improved economies is determined by the largest improvements in the distance to frontier score among those with at

least 3 reforms.
Source: Doing Business database.
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FIGURE 1.7 How far have economies moved toward the frontier in regulatory practice since 2009?
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Source: Doing Business database.

of the 10 made changes in this area.
Improvements in construction permit-
ting often show results only after a long
lag following the approval of new laws
or systems. In Russia it took more than
a decade for the national urban planning
code of 1997 to be implemented in Mos-
cow. The mayor finally adopted the code
in April 2011, replacing multiple ad hoc
regulations. But builders in Moscow are
only now experiencing the positive ef-
fects of its implementation. In Guatemala
City the municipality expanded the one-
stop shop for construction permitting to
include the water company, EMPAGUA,
in 2012.

Property registration was another com-
mon focus, with 7 of the top improvers
implementing changes in this area. The
Rwanda Natural Resources Authority im-
plemented a systematic land registration
program, and now 90% of properties in
the country are registered. In March 2013
Burundi established a one-stop shop for
property transfers.

Guatemala, FYR Macedonia, the Philip-
pines, Rwanda and Ukraine simplified the
process of paying taxes for firms. Expand-
ing or introducing online filing and pay-
ment systems and simplifying tax forms
were the most common features of the
reforms in these economies.

Other top improvers enhanced insol-
vency legislation, strengthened the le-
gal rights of creditors or increased the
scope of credit information available.
The Philippines improved credit infor-
mation sharing by guaranteeing bor-
rowers' right to access their data in the
country's largest credit bureau. In FYR
Macedonia new amendments to the
Law on Contractual Pledge, adopted in
June 2012, allow more flexibility in the
design of debt agreements using mov-
able collateral. And in Djibouti a new
commercial code that replaced the one
from 1986 strengthened the legal rights
of creditors and improved the insolven-
cy framework.

Improvements to the import and export
process were also common. Russia in-
troduced a new data interchange sys-
tem in 2009 enabling traders to submit
customs declarations and supporting
documents electronically. The number of
users has since grown, and it is now the
most popular method of submitting cus-
toms declarations. Rwanda implemented
an electronic single-window system in
January 2013 at the Rusumo border post
with Tanzania, the post used to access
the port of Dar es Salaam. Connected to
such institutions as the Rwanda Bureau
of Standards and the Rwanda Develop-
ment Board, the system allows traders to

receive verifications and approvals elec-
tronically.

Four economies among the 10 top im-
provers reduced the complexity and
cost of getting an electricity connection.
Russia made obtaining a connection
simpler and less costly by streamlining
procedures and setting standard connec-
tion tariffs.

Only 2 of the 10 top improvers strength-
ened the protections of minority inves-
tors—Rwanda and FYR Macedonia. And
only 1 made enforcing contracts easier—
Céte d'lvoire, by introducing a specialized
commercial court.

WHO IMPROVED THE MOST IN
THE PAST5YEARS?

Many of the top improvers in 2012/13 have
been actively reforming business regula-
tions for several years. This year's report
presents the global trends since 2009. That
year was chosen for 2 main reasons. First,
starting with 2009 provides 5 annual data
points, allowing analysis of medium-term
improvements. And second, it means that
the distance to frontier measure can be
used to analyze the improvement across all
10 topics now included in the ease of doing
business ranking, since 2009 was the first
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year in which data were collected for the
getting electricity indicators.

Regulations have become more business-
friendly over time, but for a large num-
ber of economies there is ample room
for more improvement. On average
since 2009, the 183 economies included
in the analysis have narrowed the gap with
the regulatory frontier by 3.1 percentage
points (figure 1.7). In 2009 these econo-
mies were 41.3 percentage points from the
frontier on average, with the closest econ-
omy 9.3 percentage points away and the
furthest one 72.3 percentage points away.
Now these 183 economies are 38.1 per-
centage points from the frontier on aver-
age, with the closest economy 7.8 per-
centage points away and the furthest
economy 68.8 percentage points away.

Two-thirds of the reforms recorded by
Doing Business in the past 5 years fo-
cused on reducing the complexity and
cost of regulatory processes; the re-
maining third sought to strengthen the
institutional framework for business
regulation. Among the 183 economies,
only 7 implemented no changes in any
of the areas measured by Doing Busi-
ness—Antigua and Barbuda, Bolivia, Er-
itrea, Irag, Kiribati, the Federated States
of Micronesia and the United States.
Except for the United States, these are
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economies that typically rank low on the
ease of doing business.

In some economies the absence of reg-
ulatory reforms may reflect a turbulent
political and institutional environment,
which sharply limits the government's
ability to focus on creating a more
business-friendly  regulatory environ-
ment. Civil conflicts, widespread poverty
and serious constraints in administra-
tive capacity may make it difficult, for
example, to strengthen creditors’ rights,
create a more efficient judicial system
or expand the range of protections af-
forded to minority shareholders. In oth-
er economies, however, the issue is not
capacity or resource constraints but the
policy choices the authorities have made,
often biased against the private sector. In
these economies the distance to frontier
measure reveals a significant worsening
in the quality of the business regulatory
environment over the past several years,
with small and medium-size enterprises
facing a growing number of cumbersome
restrictions and distortions.

Improvement across regions and
income groups

Since 2009 all regions of the world and
economies at all income levels have im-
proved their business regulations on
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average. Moreover, improvement is hap-
pening where it is most needed. The re-
gions where regulatory processes are
longer and costlier and regulatory insti-
tutions are weaker are also those where
the biggest improvements have occurred.
Over the past 5 years Sub-Saharan Africa
reduced the gap with the regulatory fron-
tier by 3 times as much as OECD high-
income economies did (figure 1.8). And
low-income economies improved their
average distance to frontier score at twice
the rate that high-income economies did
(figure 1.9). Part of the explanation is that
high-income economies were much clos-
er to the frontier to start with and there-
fore had less room to improve. But low-
income economies have nevertheless
made an important effort to improve
business regulations since 2009.

Business regulatory reform is particularly
relevant in low-income economies. In-
formation presented in this year's report
shows the link between better business
regulations and economic growth (see
the chapter on research on the effects of
business regulations). Moreover, recent
research shows that economic growth
remains the most important factor in de-
termining the pace of income growth for
poor people.® Together, this evidence in-
dicates that having sensible business reg-
ulations contributes to reducing poverty

n
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FIGURE 1.8 All regions are improving in the areas measured by Doing Business
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Note: The distance to frontier measure shows how far on average an economy is at a point in time from the best
performance achieved by any economy on each Doing Business indicator since 2003 or the first year in which
data for the indicator were collected. The measure is normalized to range between 0 and 100, with 100 rep-
resenting the frontier. The data refer to the 183 economies included in Doing Business 2010 (2009) and to the
regional classifications for 2013. Six economies were added in subsequent years. EAP = East Asia and the Pacific;
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OECD = OECD high income; SAS = South Asia; SSA = Sub-Saharan Africa.

Source: Doing Business database.

and boosting shared prosperity, the twin
goals of the World Bank Group.

Across regions, starting a business
emerges as the area with the largest share
of reforms since 2009. Among OECD
high-income economies resolving insol-
vency and paying taxes are the areas with
the highest shares of reformers. A similar

pattern can be seen in Europe and Central
Asia, where 73% of economies reformed
in resolving insolvency and 85% in paying
taxes. These reform choices partly reflect
the response to the global financial crisis,
which created a pressing need to stream-
line insolvency processes and lighten the
burden of tax administration on the enter-
prise sector.

FIGURE 1.9 Low-income economies have narrowed the gap with the regulatory frontier

the most since 2009
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Note: The distance to frontier measure shows how far on average an economy is at a point in time from the best
performance achieved by any economy on each Doing Business indicator since 2003 or the first year in which
data for the indicator were collected. The measure is normalized to range between 0 and 100, with 100 rep-
resenting the frontier. The data refer to the 183 economies included in Doing Business 2010 (2009) and to the
income group classifications for 2013. Six economies were added in subsequent years.

Source: Doing Business database.

Beyond starting a business, different
regions focused their regulatory reform
efforts on different areas. In Sub-Saharan
Africa the second greatest area of fo-
cus since 2009 has been trading across
borders, while in South Asia economies
were more likely to focus on registering
property. In East Asia and the Pacific and
Latin America and the Caribbean the
focus was on paying taxes, and in the
Middle East and North Africa on get-
ting credit.

Although starting a business has been
the most common area of regulatory
reform, it is not the area with the big-
gest improvements at the regional level
since 2009—mainly because the starting
point in 2009 was already closer to the
regulatory frontier than it was in other
areas. OECD high-income economies
narrowed the gap with the frontier the
most in resolving insolvency, Europe and
Central Asia in paying taxes, South Asia in
registering property, and the Middle East
and North Africa, East Asia and the Pacific
and Sub-Saharan Africa in getting credit.

The 20 economies narrowing the
gap the most

Of the 20 economies narrowing the gap
with the regulatory frontier the most
since 2009, 9 are in Sub-Saharan Africa,
8 are in Europe and Central Asia, 2 are in
East Asia and the Pacific, and 1is an OECD
high-income economy (figure1.7). None are
in the Middle East and North Africa or Lat-
in America and the Caribbean, the regions
that consistently have smaller numbers of
reformers. Among the 20 economies are
both small and large economies as well
as economies at all income levels, though
there is a higher incidence of low- and
lower-middle-income economies. Togeth-
er over the past 5 years, these 20 econo-
mies implemented 253 regulatory reforms
making it easier to do business, about 20%
of the global total for the period. Two of
them—Ukraine and Rwanda—implement-
ed at least 1 regulatory reform in every
area measured by Doing Business. In line
with the global trend, starting a business
was the most common area of regulatory
reform among the 20 economies, followed
by paying taxes.

The 20 economies narrowing the regu-
latory gap the most are dynamic in other



ways as well. Overall, new firm creation
in these economies has at least kept pace
with the world average in recent years.
Total firm density—the number of firms
per 1,000 adults—has steadily increased
(figure 110). In Russia, for example, the
number of firms per 1,000 adults grew
from 22 in 2006 to 35 in 2012. In a few
of the Sub-Saharan African economies
the number increased more than 10-
fold. In Rwanda the number of firms
per 1,000 adults rose from 0.3 to 3.4.
While this is still substantially below
the world average of 12.4, the increase
over time is impressive. Globally, both
total firm density and new firm densi-
ty (the number of new firms created
per 1,000 adults) are significantly cor-
related with performance on the Doing
Business indicators (figure 1.17).

IN WHAT AREAS HAS THE GAP
BEEN NARROWING THE MOST?

Among the more encouraging trends
shown by Doing Business data over the
past decade is the gradual convergence
in economies’ performance in the areas
tracked by the indicators. Economies with
the weakest regulatory institutions and
the most complex and costly regulatory
processes tend to undertake regulato-
ry reform less often. But when they do,
they focus on the areas where their reg-
ulatory performance is worse, slowly but
steadily beginning to adopt some of the
better practices seen among the best per-
formers. Here is an example: In 2005 the
time to start a business in the economies
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FIGURE 1.10 A steady increase in total firm density among economies narrowing the
regulatory gap the most since 2009
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ranking in the worst quartile on this in-
dicator averaged 113 days. Among the
best 3 quartiles it averaged 29 days. To-
day that gap is substantially narrower.
While the difference is still substantial

at 33 days, it is considerably smaller than
the 85 days in 2005 (figure 1.12).

Similar trends can be seenin otherindica-
tors measuring the complexity and cost

FIGURE 1.11 Greater firm density in economies closer to the regulatory frontier
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FIGURE 1.12 Strong convergence across economies since 2005
Averages by group
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of regulatory processes. These trends are
wholly in keeping with the World Bank
Group’s mandate of helping to narrow
the differences between high- and upper-
middle-income economies at relatively
advanced stages of development and
low- or lower-middle-income economies
facing more adverse circumstances.
Accelerating this convergence is at the
heart of effective development policies,
and the improvements in performance
on Doing Business indicators by econo-
mies around the world are an encourag-
ing sign.

A similar convergence can be seen when
the data are aggregated by region. While
OECD high-income economies continue
to have the strongest legal institutions
and the least complex and costly reg-
ulatory processes on average, Europe
and Central Asia has been narrowing
the gap with their performance, more so
than any other region. To a great extent
this reflects efforts by the 8 economies
joining the European Union in 2004,
which have largely continued on a path
of comprehensive and ambitious eco-
nomic and institutional reforms. In the
period leading up to EU entry the in-
centive was to meet the entry criteria.
But after 2004 the emphasis shifted to
ensuring that they could compete with
their more developed high-income part-
ners. Thus in 2012, for example, Poland
was the economy that had narrowed
the gap with the regulatory frontier the
most over the previous year, among
all 185 economies ranked. This suggests
that the economic integration in the Eu-
ropean Union over the past decade has
been an effective mechanism in promot-
ing convergence. Indeed, Poland is now
classified as a high-income economy,
a remarkable achievement over 2 de-
cades.

Every region has a leading champion
in the scope of improvements made
since 2005—whether Poland for OECD
high-income economies, China for East
Asia and the Pacific or Colombia for Lat-
in America and the Caribbean. And this
year a small country in Sub-Saharan Af-
rica, Rwanda, overtook another small
country—Georgia, in Europe and Central
Asia—as the economy advancing furthest
toward the regulatory frontier since 2005
(table 1.4).

DO DOING BUSINESS REFORMS
GO HAND IN HAND WITH
OTHER REFORMS?

Since its inception in 2003 Doing Business
has recorded more than 2,100 regulatory
reforms making it easier to do business,
about 25% of which have been inspired
or informed by the report and the associ-
ated database.® Most economies that un-
dertake regulatory reforms as recorded by
Doing Business do so as part of a broader
reform agenda. Data show that govern-
ments investing resources in Doing Busi-
ness reforms in the past decade have also
introduced many policy changes in other
important areas.

One such area is governance. Data show
that improvements in the areas mea-
sured by Doing Business are positively
correlated with changes in general regu-
latory quality, a key element of the overall
quality of governance. This suggests that
economies reforming in areas tracked by
Doing Business are likely to be reforming
regulation more broadly, not just busi-
ness regulation. There is also a positive
association between improvements in
Doing Business indicators and improve-
ments in rule of law and control of cor-
ruption. This result is confirmed using
other data sources as well. Economies
that have improved their performance
on Doing Business indicators have also
improved their performance on gover-
nance measures such as those published
by Transparency International, Freedom
House and the World Bank, in its Coun-
try Policy and Institutional Assessments
(CPIA) (figure 113).7

Another such area is health and edu-
cation. Economies that implement re-
forms in areas measured by Doing Busi-
ness also improve health and education
at least as fast on average as economies
not focusing on such reforms (fig-
ure 1.14). This relationship is assessed
using the Human Development Index
and its components on health and edu-
cation.® The result suggests that a focus
on improving the quality of the regula-
tory framework underpinning private
sector activity need not imply a simul-
taneous lack of attention to improve-
ments in health and education. The
cost to amend a company or secured
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transactions law, or to create a one-
stop shop for company incorporation,
is insignificant compared with the cost
to build a hospital or university. There
is no evidence to support the view that
progress in one policy area necessarily
preempts progress in others.

In addition, many economies imple-
menting reforms in areas measured by
Doing Business are also putting in place
measures to improve gender equality.
Among the 42 economies identified by
Women, Business and the Law as having
moved their laws and regulations to-
ward greater gender equality over the
past 2 years, 65% also reformed in ar-
eas tracked by Doing Business during the
same period.

WHAT IS IN THIS YEAR'S
REPORT?

This year's report presents for the first
time a separate chapter about research on
the effects of business regulations. There
is a rapidly growing body of empirical re-
search examining the impact of improve-
ments in many of the regulatory areas
tracked by the Doing Business indicators,
and this chapter provides a useful—and
encouraging—synthesis. This year's re-
port also presents an expanded data set.
It includes 189 economies, featuring for
the first time data for Libya, Myanmar,
San Marino and South Sudan.

Like previous reports, this year's report
includes case studies. These focus on
good practices in 6 of the areas mea-
sured by Doing Business indicator sets,
with a particular focus on e-government
and online government services. The
case studies look at the role of minimum
capital requirements in starting a busi-
ness; risk-based inspections in deal-
ing with construction permits; the cost
structure in getting electricity; single-
window systems in trading across bor-
ders; e-filing and e-payment in paying
taxes; and e-courts in enforcing contracts.
In choosing case studies and describing
attempts in different parts of the world
to implement better practices, the report
has attempted to illustrate experiences
and highlight processes with broad rele-
vance for governments considering sim-
ilar reforms. There are potentially useful
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TABLE 1.4 The 50 economies narrowing the distance to frontier the most since 2005

Distance to frontier (percentage points)

Economy Region 2005 2013 Improvement Total regulatory reforms?

1 Rwanda SSA 37.4 70.5 33.1 34

2 Georgia ECA 48.4 80.8 32.3 36

3 Belarus ECA 41.1 67.1 26.0 29

4 Ukraine ECA 38.2 61.3 23.1 26

5 Macedonia, FYR ECA 54.3 74.2 19.9 31

6 Burkina Faso SSA 30.6 50.0 19.4 20

7 Kyrgyz Republic ECA 449 63.7 18.8 14

8 Tajikistan ECA 30.8 48.4 17.6 14

9 Burundi SSA 33.2 50.6 17.4 21
10 Eqypt, Arab Rep. MENA 38.0 55.1 17.1 23
11 Mali SSA 343 51.2 16.9 16
12 Sierra Leone SSA 37.3 54.1 16.8 20
13 China EAP 45.0 60.9 15.9 18
14 Poland OECD 57.6 73.4 15.8 22
15 Azerbaijan ECA 49.0 64.6 15.6 18
16 Colombia LAC 55.1 70.3 15.2 27
17 Ghana SSA 52.0 67.0 15.0 12
18 Guinea-Bissau SSA 329 47.2 14.2 7
19 Croatia ECA 49.1 63.2 14.0 23
20 Cote d'lvoire SSA 36.5 50.2 13.7 14
21 Guatemala LAC 51.1 64.7 13.6 18
22 Kazakhstan ECA 48.4 61.8 13.5 20
23 Armenia ECA 56.2 69.7 13.5 23
24 Madagascar SSA 41.9 54.2 12.3 19
25 Mauritius SSA 61.4 73.5 12.0 23
26 Angola SSA 325 44.5 12.0 9
27 Senegal SSA 35.7 47.6 12.0 11
28 Morocco MENA 52.0 63.9 11.8 18
29 Russian Federation ECA 49.9 61.6 11.6 22
30 Togo SSA 36.7 48.1 1.3 9
31 Yemen, Rep. MENA 43.9 55.1 1.2 7
32 Saudi Arabia MENA 60.1 71.3 1.1 19
33 Lao PDR EAP 37.2 48.3 1M1 12
34 Czech Republic OECD 57.6 68.7 1.1 22
35 Moldova ECA 54.5 65.6 1M1 21
36 Timor-Leste EAP 27.9 38.8 10.9 6
37 India SAS 40.7 513 10.6 17
38 Mozambique SSA 45.0 55.5 10.5 12
39 Niger SSA 31.8 423 10.5 11
40 Peru LAC 60.0 70.4 10.4 19
41 Sao Tomé and Principe SSA 35.7 46.0 10.3 5
42 Costa Rica LAC 49.7 60.0 10.3 12
43 Malaysia EAP 71.4 81.6 10.2 17
44 Uzbekistan ECA 38.2 483 10.0 19
45 Slovenia OECD 60.0 70.0 10.0 17
46 Lesotho SSA 46.0 56.0 10.0 9
47 Zambia SSA 54.8 64.8 10.0 10
48 Mexico LAC 61.9 71.8 9.9 19
49 Cambodia EAP 40.3 50.1 9.8 8
50 Solomon Islands EAP 51.3 61.0 9.8 5

Note: Rankings are based on the absolute difference for each economy between its distance to frontier in 2005 and that in 2013. The data refer to the 174 economies
included in Doing Business 2006 (2005). Fifteen economies were added in subsequent years. The distance to frontier measure shows how far on average an economy is
at a point in time from the best performance achieved by any economy on each Doing Business indicator since 2003 or the first year in which data for the indicator were
collected. The measure is normalized to range between 0 and 100, with 100 representing the frontier. EAP = East Asia and the Pacific; ECA = Eastern Europe and Central
Asia; LAC = Latin America and the Caribbean; MENA = Middle East and North Africa; OECD = OECD high income; SAS = South Asia; SSA = Sub-Saharan Africa.

a. Reforms making it easier to do business as recorded by Doing Business since 2005.

Source: Doing Business database.
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TABLE 1.5 Good practices around the world, by Doing Business topic

Topic Practice

Economies®| Examples

Making it easy to  Putting procedures online 109 Azerbaijan; Chile; Costa Rica; Hong Kong SAR, China; FYR
start a business Macedonia; New Zealand; Peru; Singapore
Having no minimum capital requirement 99 Cape Verde; Greece; Kazakhstan; Kenya; Kosovo; Lithuania;
Mexico; Mongolia; Morocco; Netherlands; Serbia; United
Kingdom; West Bank and Gaza
Having a one-stop shop 96 Bahrain; Benin; Burkina Faso; Burundi; Céte d'Ivoire; Georgia;
Guatemala; Republic of Korea; Kosovo; Peru; Vietnam
Making it.easy Having comprehensive building rules 140 Azerbaijan; Comoros; France; Taiwan, China
to deal with Using risk-based building approvals 87 Belize; Estonia; Indonesia; Namibia
construction . N i .
permits Having a one-stop shop 36 Burundi; Guatemala; Malaysia; Montenegro
Making it Streamlining approval processes (utility obtains excavation 107° Armenia; Austria; Cambodia; China; Kuwait; Malaysia; Panama
easy to obtain permit or right of way if required)
ggnenlggttirclacr:ty Providing transparent connection costs and processes 103¢ France; Germany; Ireland; Netherlands; Trinidad and Tobago
Reducing the financial burden of security deposits for new 98 Argentina; Austria; Brazil; Kyrgyz Republic; Latvia; Mozambique;
connections Nepal; Russian Federation
Ensuring the safety of internal wiring by regulating the 41 Denmark; Germany; Iceland; Japan; San Marino
electrical profession rather than the connection process
Ma!(ing iteasy to  Using an electronic database for encumbrances 116 Chile; Denmark; Jamaica; Republic of Korea; Sweden
register property  (ffering cadastre information online 51 Colombia; Finland; Malaysia; South Africa; United Kingdom
Offering expedited procedures 18 Kazakhstan; Mongolia; Nicaragua; Portugal; Romania
Setting fixed transfer fees 10 Georgia; New Zealand; Russian Federation; Rwanda; Slovak
Republic
Making it easy to  Legal rights
get credit Allowing out-of-court enforcement 124 Australia; Guatemala; India; Peru; Russian Federation; Serbia; Sri
Lanka
Allowing a general description of collateral 92 Cambodia; Canada; Nigeria; Puerto Rico (U.S.); Romania;
Rwanda; Singapore
Maintaining a unified registry 65 Afghanistan; Bosnia and Herzegovina; Ghana; Honduras;
Montenegro; New Zealand; Romania
Credit information
Distributing data on loans below 1% of income per capita 128 Brazil; Bulgaria; Germany; Kenya; Malaysia; Sri Lanka; Tunisia
Distributing both positive and negative credit information 109 China; Croatia; India; Italy; Jordan; Panama; South Africa
Distributing credit information from retailers or utilities as 57 Fiji; Lithuania; Nicaragua; Rwanda; Saudi Arabia; Spain
well as financial institutions
Protecting Allowing rescission of prejudicial related-party transactions® 74 Brazil; Ghana; Iceland; India; Mauritius; Rwanda
IEEEE Regulating approval of related-party transactions 62 Belarus; Bulgaria; France; Thailand; United Kingdom
Requiring detailed disclosure 52 Hong Kong SAR, China; New Zealand; Singapore; United Arab
Emirates; Vietnam
Allowing access to all corporate documents during the trial 47 Chile; Ireland; Israel; Slovak Republic; Tanzania
Requiring external review of related-party transactions 43 Australia; Arab Republic of Egypt; Sweden; Turkey; Zimbabwe
Allowing access to all corporate documents before the trial 31 Greece; Indonesia; Japan; South Africa; Timor-Leste
Defining clear duties for directors 30 Colombia; Kuwait; Malaysia; Mexico; Slovenia; United States
Making it easy to  Allowing self-assessment 160 Argentina; Canada; China; Rwanda; Sri Lanka; Turkey
pay taxes Allowing electronic filing and payment 76 Australia; Colombia; India; Lithuania; Malta; Mauritius; Tunisia
Having one tax per tax base 55 FYR Macedonia; Namibia; Paraguay; United Kingdom
Making it easy Allowing electronic submission and processing 151¢ Greece; Lao PDR; South Africa; Uruguay
L%:az?: across Using risk-based inspections’ 134 Botswana; Georgia; Mauritania; United States
Providing a single window' 73¢8 Azerbaijan; Colombia; Mexico; Mozambique
Making it easy to  Maintaining specialized commercial court, division or judge 90 Canada; Cote d'lvoire; Hungary; Luxembourg; Mauritius; Togo
enfofce contracts Allowing electronic filing of complaints 17 Austria; Israel; Malaysia; United Arab Emirates; United States
Making it easy to  Requiring professional or academic qualifications for 110 The Bahamas; Belarus; Colombia; Namibia; Poland; United
resolve insolvency insolvency administrators by law Kingdom
Allowing creditors’ committees a say in insolvency 109 Australia; Bulgaria; Philippines; United States; Uzbekistan
proceeding decisions
Specifying time limits for the majority of insolvency 97 Albania; Italy; Japan; Republic of Korea; Lesotho; Ukraine
procedures
Providing a legal framework for out-of-court workouts 84 Argentina; Hong Kong SAR, China; Latvia; Philippines; Romania

a. Among 189 economies surveyed, unless otherwise specified.

b. Among 154 economies surveyed.

¢. Based on data from Doing Business 2013.

d. Rescission is the right of parties involved in a contract to return to a state identical to that before they entered into the agreement.
e. Forty-four have a full electronic data interchange system, 107 a partial one.

f. Among 181 economies surveyed.

g. Eighteen have a single-window system that links all relevant government agencies, 55 a system that does so partially.

Source: Doing Business database.
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FIGURE 1.13 Improvements in Doing Business indicators are positively correlated with improvements in institutional and governance
measures
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Source: Doing Business database; Transparency International data; World Bank data.

FIGURE 1.14 Economies making it easier to do business are also improving human
development, including education and health
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Source: Doing Business database; United Nations Development Programme data.

lessons to be learned from the experienc-
es of others.

The kind of data delivered by Doing Busi-
ness over the years has sustained the in-
terest of policy makers. One reason is that
implementing coherent economic poli-
cies in the face of a rapidly changing glob-
al economy and an uncertain economic
outlook is a great challenge. Many of the
factors shaping the environment in which
economic policies are formulated lie well
outside the control of most policy makers,

especially those in the developing world;
global interest rates, the international
prices of primary commodities, the quali-
ty of macroeconomic management in the
larger economies, are all examples that
come to mind. But the rules and regula-
tions that governments choose to put in
place to underpin private sector activity
are largely homemade. Whether the rules
are sensible or excessively burdensome,
whether they create perverse incentives
or help establish a level playing field,
whether they safeguard transparency and

encourage adequate competition—all
this is largely within the control of gov-
ernments. As governments over the past
decade have increasingly understood
the importance of business regulation as
a driving force of competitiveness, they
have turned to Doing Business as a repos-
itory of actionable data providing useful
insights into good practices worldwide
(table 1.5).

NOTES

1. See http://wbl.worldbank.org for more
information about the Women, Business and
the Law project.

2. Formalities include procedures in starting
a business, dealing with construction per-
mits, getting electricity, registering property
and enforcing contracts; documents in
trading across borders; and payments in
paying taxes. The reduction is the difference
between the total number captured in Doing
Business 2013 and that captured in Doing
Business 2014, across all economies covered
by Doing Business.

3. The total number of firms registered ex-
ceeds 3.1 million, but because Doing Business
focuses only on limited liability companies
a subset of firms was chosen here.

4. The share of economies with 1 or more reg-
ulatory reforms of any type might not be the
same as the sum of the share of economies
with at least 1 reform to strengthen legal
institutions and the share with at least 1 re-
form to reduce the complexity and cost of
regulatory processes (see figure 1.6) because
economies can have reforms of both types.



5. Dollar, Kleineberg and Kraay 2013.
6. These are reforms for which Doing Business

is aware that information provided by the
Doing Business report was used in shaping
the reform agenda.

One of the 16 questions in the CPIA uses
Doing Business indicators as guideposts.

. The correlation between the change in the

distance to frontier and the change in the
health component of the Human Develop-
ment Index is 0.28. The correlation between
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the change in the distance to frontier and
the change in the schooling component of
the Human Development Index is 0.16. Both
relationships are significant at the 1% level
after controlling for income per capita.
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The choice of indicators for Doing
Business has been guided by
economic research and firm-level
data.

Doing Business captures several
important dimensions of the
regulatory environment as it applies
to local firms.

In constructing the indicators Doing
Business uses 2 types of data—data
that come from readings of laws
and regulations and data that
measure the complexity and cost of
regulatory processes.

The indicators are developed
around standardized case scenarios
with specific assumptions. One
such assumption is the location of a
business in the largest business city
of the economy.

The objective of Doing Business:
regulations designed to be efficient,
accessible to all who use them and
simple in their implementation.
Over the past 11 years more

than 25,000 professionals in

189 economies have assisted in
providing the data that inform the
Doing Business indicators.

Sound business regulations are important
for a thriving private sector—and a thriv-
ing private sector is important for overall
development. In the developing world
the private sector is the largest employ-
er, providing an estimated 90% of jobs'
Having the right business regulations and
related institutions is therefore essential
for the health of an economy.?

This is the 11th Doing Business report.
Before the first report was produced, in
2003, few measures of business reg-
ulations existed, and even fewer that
were globally comparable. Earlier ef-
forts from the 1980s and 1990s drew
on perceptions data. These expert or
business surveys focused on broad as-
pects of the business environment and
often captured the experiences of busi-
nesses. These surveys often lacked the
specificity and cross-country compara-
bility that Doing Business provides—by
focusing on well-defined transactions,
laws and institutions rather than generic,
perceptions-based questions on the busi-
ness environment.

Doing Business measures business regula-
tions for local firms. The project focuses
on small and medium-size companies
operating in the largest business city of
an economy. Based on standardized case
studies, it presents quantitative indica-
tors on the regulations that apply to firms
at different stages of their life cycle. The
results for each economy can be bench-
marked to those for 188 other economies
and over time.

De jure rules, such as those that are the
focus of Doing Business, can be measured
in a standardized way and are directly
amenable to policy reforms. But these
measures may not reflect the de facto ex-
periences of firms. Data collected through

firm-level surveys can better measure
actual experiences. Over the years the
choice of indicators for Doing Business
has therefore been guided by economic
research and firm-level data, in particular
from the World Bank Enterprise Surveys.
These surveys provide data highlighting
the main obstacles to business activi-
ty as reported by entrepreneurs in more
than 120 economies. Among the factors
that the surveys have identified as im-
portant to businesses have been access
to finance and electricity—inspiring the
design of the Doing Business indicators on
getting credit and getting electricity.

The design of the Doing Business indi-
cators has also drawn on theoretical in-
sights gleaned from extensive research
literature. One early inspiration was a
background paper for the World Bank's
World Development Report 2002: Building
Institutions for Markets, which created an
index measuring the efficiency of judicial
systems.® This paper contributed to a
new stream of research literature in law
and economics. The background papers
developing the methodology for each of
the Doing Business indicator sets are part
of this research stream.* These papers es-
tablished the importance of the rules and
regulations that Doing Business measures
for such economic outcomes as trade
volumes, foreign direct investment, mar-
ket capitalization in stock exchanges and
private credit as a percentage of GDP.

Rules and regulations are under the di-
rect control of policy makers—and policy
makers intending to change the set of
incentives under which businesses op-
erate will often start by changing rules
and regulations that have an impact on
firm behavior. Doing Business goes beyond
identifying an existing problem in the reg-
ulatory framework and points to specific



regulations or regulatory procedures that
may lend themselves to regulatory re-
form. And its quantitative measures of
business regulations enable research on
how specific regulations affect firm be-
havior and economic outcomes.

The first Doing Business report covered 5
topics and 133 economies. This year's re-
port covers 11 topics and 189 economies.
Ten topics are included in both the aggre-
gate ranking on the ease of doing business
and the distance to frontier measure.® The
Doing Business methodology makes it pos-
sible to update the indicators in a relative-
ly inexpensive and replicable way.

The project has benefited from feed-
back from governments, academics,
practitioners and independent review-
ers—most recently an independent panel
appointed by the president of the World
Bank Group. The panel's recommenda-
tions came too late for significant chang-
es to this year's report, but the project
will explore options for improvement in
coming editions. To this end, operation-
al oversight for the project will be moved
to the Development Economics Vice
Presidency of the World Bank Group,
to strengthen synergies between Doing
Business and other World Bank Group
flagship reports. The initial goal remains:
to provide an objective basis for under-
standing and improving the regulatory
environment for business.

WHAT DOING BUSINESS COVERS

Doing Business captures several important
dimensions of the regulatory environment
as it applies to local firms. It provides
guantitative measures of regulations for
starting a business, dealing with con-
struction permits, getting electricity, reg-
istering property, getting credit, protect-
ing investors, paying taxes, trading across
borders, enforcing contracts and resolving
insolvency. Doing Business also measures
regulations on employing workers.

This year's report does not present rank-
ings of economies on the employing
workers indicators or include the topic in
the aggregate ranking on the ease of do-
ing business. It does present the data on
the employing workers indicators. Addi-
tional data on labor regulations collected
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in 189 economies are available on the Do-
ing Business website.®

An emphasis on smart regulations
Doing Business is not about eliminating
the role of the state from private sector
development. On the contrary, Doing
Business recognizes that the state has a
fundamental role in private sector devel-
opment. A key premise of Doing Business
is that economic activity requires good
rules. These include rules that establish
and clarify property rights, reduce the
cost of resolving disputes, increase the
predictability of economic interactions
and provide contractual partners with
core protections against abuse. The ob-
jective is to have regulations designed
to be efficient, accessible to all who use
them and simple in their implementation.

Accordingly, some Doing Business indi-
cators give a higher score for better and
more developed regulation, as the pro-
tecting investors indicators do for stricter
disclosure requirements for related-party
transactions. Other indicators, such as
those on dealing with construction per-
mits, automatically assign the lowest
score to economies that have no reg-
ulations in the area measured or do not
apply their regulations (considered "no
practice” economies), penalizing them for
lacking appropriate regulation. Still others
give a higher score for a simplified way
of applying regulation with lower com-
pliance costs for firms—as the starting
a business indicators do, for example, if
firms can comply with business start-up
formalities in a one-stop shop or through
a single online filing portal. And finally,
some indicators recognize economies
that apply a risk-based approach to regu-
lation as a way to address environmental
and social concerns—that is, by imposing
greater regulatory requirements on activ-
ities that pose a higher risk to the popu-
lation and lesser regulatory requirements
on lower-risk activities.

Among the 30 economies ranking high-
est on the ease of doing business, a sub-
stantial  number—Canada, Denmark,
Germany, Japan, the Republic of Korea,
New Zealand, Norway, Sweden—come
from a tradition of the government having
quite a prominent presence in the econo-
my, including through setting out rules to

regulate different aspects of private sector
activity. Yet all these economies perform
well not only on the Doing Business indi-
cators but also in other international data
sets capturing dimensions of competitive-
ness. The economies performing best in
the Doing Business rankings therefore are
not those with no regulation but those
whose governments have managed to cre-
ate rules that facilitate interactions in the
marketplace without needlessly hindering
the development of the private sector. Ulti-
mately, Doing Business is about smart reg-
ulations, and these can be provided only
by a well-functioning state (figure 2.1).

Two types of data

In constructing the indicators the Doing
Business project uses 2 types of data. The
first comes from readings of laws and
regulations in each economy. The Doing
Business team, in collaboration with local
expert respondents, examines the com-
pany law to find, for example, the disclo-
sure requirements for related-party trans-
actions. It reads the civil law to find the
number of procedures necessary to re-
solve a commercial sale dispute through
local courts. It reviews the labor code to
find data on a range of issues concern-
ing employer-employee relations. And it
plumbs other legal instruments for other
key pieces of data used in the indicators,
several of which have a large legal dimen-
sion. Indeed, about three-quarters of the

FIGURE 2.1 How does Doing Business
define SMART business
regulations?
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data used in Doing Business are of this
type and are easily verifiable against the
law. The local expert respondents play a
vital role in corroborating the Doing Busi-
ness team'’s understanding and interpre-
tation of rules and laws.

Data of the second type serve as inputs
into indicators on the complexity and cost
of regulatory processes. These indicators
measure the efficiency in achieving a reg-
ulatory goal, such as the number of pro-
cedures to obtain a building permit or the
time taken to grant legal identity to a busi-
ness. In this group of indicators cost esti-
mates are recorded from official fee sched-
ules where applicable. Time estimates
often involve an element of judgment by
respondents who routinely administer the
relevant regulations or undertake the rel-
evant transactions. To construct the time
indicators, a regulatory process such as
starting a business is broken down into
clearly defined steps and procedures (for
more details, see the discussion on meth-
odology in this chapter). In constructing
the starting a business indicators Doing
Business builds on Hernando de Soto's pi-
oneering work in applying the time-and-
motion approach in the 1980s to show the
obstacles to setting up a garment factory
on the outskirts of Lima.”

In developing the data of this second type,
the Doing Business team conducts several
rounds of interaction with the expert re-
spondents—through conference calls,
written correspondence and visits by the
team—until there is convergence on the
final answer.® For data of the first type, be-
cause they are based on the law, there is
less need for convergence and for a larger
sample of experts to ensure accuracy.

WHAT DOING BUSINESS DOES
NOT COVER

The Doing Business data have key limita-
tions that should be kept in mind by those
who use them.

Limited in scope
The Doing Business indicators are limited
in scope. In particular:

= Doing Business does not measure the
full range of factors, policies and in-

stitutions that affect the quality of the
business environment in an econo-
my or its national competitiveness.
It does not, for example, capture as-
pects of security, the prevalence of
bribery and corruption, market size,
macroeconomic stability (including
whether the government manages its
public finances in a sustainable way),
the state of the financial system, the
state of the rental or resale property
market or the level of training and
skills of the labor force.

= Even within the relatively small set of
indicators included in Doing Business,
the focus is deliberately narrow. The
getting electricity indicators, for ex-
ample, capture the procedures, time
and cost involved for a business to
obtain a permanent electricity con-
nection to supply a standardized
warehouse, but they do not attempt
to measure the reliability of the elec-
tricity supply itself. Through these in-
dicators Doing Business thus provides
a narrow perspective on the range of
infrastructure challenges that firms
face, particularly in the developing
world. It does not address the extent
to which inadequate roads, rail, ports
and communications may add to
firms' costs and undermine compet-
itiveness (except to the extent that
the quality of ports and roads is mea-
sured through the trading across bor-
ders indicators). Doing Business cov-

ers 11 areas of a company'’s life cycle,
through 11 specific sets of indicators
(table 2.1). Similar to the indicators on
getting electricity, those on starting a
business or protecting investors do
not cover all aspects of commercial
legislation. And those on employing
workers do not cover all areas of la-
bor regulation; for example, they do
not measure regulations addressing
health and safety issues at work or
the right of collective bargaining.

= Doing Business does not attempt to
measure all costs and benefits of a
particular law or regulation to society
as a whole. The paying taxes indica-
tors, for example, measure the total
tax rate, which in isolation is a cost
to businesses. The indicators do not
measure, nor are they intended to
measure, the benefits of the social and
economic programs funded through
tax revenues. Measuring business
laws and regulations provides one in-
put into the debate on the regulatory
burden associated with achieving reg-
ulatory objectives. Those objectives
can differ across economies. Doing
Business provides a starting point for
this discussion.

Limited to standardized case
scenarios

A key consideration for the Doing Busi-
ness indicators is that they should ensure

TABLE 2.1 Doing Business—benchmarking 11 areas of business regulation

Complexity and cost of regulatory processes
Starting a business

Dealing with construction permits
Getting electricity

Registering property

Paying taxes

Trading across borders

Strength of legal institutions
Getting credit

Protecting investors

Enforcing contracts

Resolving insolvency

Employing workers

Procedures, time, cost and paid-in minimum capital requirement
Procedures, time and cost

Procedures, time and cost

Procedures, time and cost

Payments, time and total tax rate

Documents, time and cost

Movable collateral laws and credit information systems
Disclosure and liability in related-party transactions
Procedures, time and cost to resolve a commercial dispute
Time, cost, outcome and recovery rate

Flexibility in the regulation of employment

Note: The employing workers indicators are not included in this year's ranking on the ease of doing business nor
in the calculation of distance to frontier or any data on the strength of legal institutions included in figures in the

report.



comparability of the data across a glob-
al set of economies. The indicators are
therefore developed around standardized
case scenarios with specific assumptions.
One such assumption is the location of a
notional business—the subject of the
Doing Business case study—in the largest
business city of the economy. The reali-
ty is that business regulations and their
enforcement very often differ within a
country, particularly in federal states and
large economies. But gathering data for
every relevant jurisdiction in each of the
189 economies covered by Doing Business
would be far too costly.

Doing Business recognizes the limitations
of the standardized case scenarios and
assumptions. But while such assump-
tions come at the expense of generality,
they also help ensure the comparability of
data. For this reason it is common to see
limiting assumptions of this kind in eco-
nomic indicators. Inflation statistics, for
example, are often based on prices of a set
of consumer goods in a few urban areas,
since collecting nationally representative
price data at high frequencies would be
prohibitively costly in many countries. To
capture regional variation in the business
environment within economies, Doing
Business has complemented its global in-
dicators with subnational studies in some
economies where resources and interest
have come together (box 2.1).

Some Doing Business topics include com-
plex areas, and so it is important that the
standardized cases are carefully defined.
For example, the standardized case sce-
nario usually involves a limited liability
company or its legal equivalent. The con-
siderations in defining this assumption
are twofold. First, private limited liabili-
ty companies are, empirically, the most
prevalent business form for firms with
more than one owner in many economies
around the world. Second, this choice re-
flects the focus of Doing Business on ex-
panding opportunities for entrepreneur-
ship: investors are encouraged to venture
into business when potential losses are
limited to their capital participation.

Limited to the formal sector

The Doing Business indicators assume
that entrepreneurs have knowledge of
and comply with applicable regulations.
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BOX 2.1 Comparing regulations at the local level: Subnational
Doing Business

Subnational Doing Business expands the Doing Business analysis beyond the largest
business city of an economy. It captures differences in regulations or in the im-
plementation of national laws across locations within an economy (as in India)
or a region (as in South East Europe). Projects are undertaken at the request of
governments.

Subnational Doing Business produces disaggregated data on business regulations
in locations where information has been nonexistent or where national data are
insufficient to fully assess the regulatory environment. But it is more than a data
collection exercise. Subnational Doing Business has proved to be a strong motivator
for regulatory reform:

s Subnational Doing Business involves multiple interactions with government part-
ners at national, regional and municipal levels, resulting in local ownership and
capacity building.

* The data produced are comparable across locations within the economy and
internationally, enabling locations to benchmark their results both locally and
globally. Comparisons of locations that are within the same economy and
therefore share the same legal and regulatory framework can be revealing: local
officials find it hard to explain why doing business is more difficult in their juris-
diction than in a neighboring one.

= Pointing out good practices that exist in some locations but not others in an
economy helps policy makers recognize the potential for achieving a regula-
tory performance far better than that suggested by the ranking captured in the
global Doing Business report. This can prompt discussions of regulatory reform
across different levels of government, providing opportunities for local govern-
ments and agencies to learn from one another.

» Subnational Doing Business indicators are actionable, because most of the areas
measured are within governments’ mandate. In addition, the reports provide
policy recommendations and examples of good practice that are easy to repli-
cate because of the shared legal traditions and institutions.

Since 2005 subnational reports have covered 355 cities in 55 economies, includ-
ing Brazil, China, India, Kenya, Morocco, Pakistan and the Philippines.? This year
subnational studies were completed in Colombia and Italy, and a report covering
one data set was produced for Hargeisa (Somaliland). Studies are ongoing in 15
cities and 3 ports in the Arab Republic of Egypt, in 31 states and the Federal Dis-
trict in Mexico and in 36 states and the Federal Capital Territory in Nigeria. In
addition, 2 regional reports were published this year:

» Doing Business in the g7+, comparing business regulations in economies of the
g7+ group—Afghanistan, Burundi, the Central African Republic, Chad, the Co-
moros, the Democratic Republic of Congo, Cote d'lvoire, Guinea, Guinea-Bis-
sau, Haiti, Liberia, Papua New Guinea, Sierra Leone, the Solomon Islands, South
Sudan, Timor-Leste and Togo.” The g7+ group is a country-owned and coun-
try-led global mechanism established in April 2010 to monitor, report and draw
attention to the unique challenges faced by fragile states.

= Doing Business in the East African Community, covering Burundi, Kenya, Rwanda,
Tanzania and Uganda.

a. Subnational reports are available on the Doing Business website at http:/www.
doingbusiness.org/subnational.
b. Doing Business does not collect data for Somalia, also a member of the g7+ group.
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In practice, entrepreneurs may not know
what needs to be done or how to comply,
and may lose considerable time in trying
to find out. Or they may deliberately avoid
compliance altogether—by not registering
for social security, for example. Where
regulation is particularly onerous, levels of
informality tend to be higher.® Compared
with their formal sector counterparts,
firms in the informal sector typically grow
more slowly, have poorer access to cred-
it and employ fewer workers—and these
workers remain outside the protections
of labor law.® Firms in the informal sector
are also less likely to pay taxes.

Doing Business measures one set of factors
that help explain the occurrence of infor-
mality and give policy makers insights into
potential areas of regulatory reform. Gain-
ing a fuller understanding of the broader
business environment, and a broader
perspective on policy challenges, requires
combining insights from Doing Business
with data from other sources, such as the
World Bank Enterprise Surveys."

WHY THIS FOCUS?

Why does Doing Business focus on the
regulatory environment for small and me-
dium-size enterprises? These enterprises
are key drivers of competition, growth and
job creation, particularly in developing
economies. But in these economies up to
65% of output is produced in the informal
sector, often because of excessive bureau-
cracy and regulation—and in the informal
sector firms lack access to the opportuni-
ties and protections that the law provides.
Even firms operating in the formal sector
might not all have equal access to these
opportunities and protections.

Where regulation is burdensome and
competition limited, success tends to
depend on whom one knows. But where
regulation is transparent, efficient and
implemented in a simple way, it be-
comes easier for aspiring entrepreneurs
to compete on an equal footing and to
innovate and expand. In this sense Do-
ing Business values good rules as a key to
social inclusion. Enabling growth—and
ensuring that all people, regardless of
income level, can participate in its ben-
efits—requires an environment where
new entrants with drive and good ideas

FIGURE 2.2 A strong correlation between Doing Business rankings and World Economic
Forum rankings on global competitiveness
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Source: Doing Business database; WEF 2013.

can get started in business and where
good firms can invest and grow, thereby
creating more jobs.

Doing Business functions as a barometer
of the regulatory environment for domes-
tic businesses. To use a medical analogy,
Doing Business is similar to a cholesterol
test. A cholesterol test does not tell us
everything about our health. But our cho-
lesterol level is easier to measure than
our overall health, and the test provides
us with important information, warning
us when we need to adjust our behavior.
Similarly, Doing Business does not tell us
everything we need to know about the
regulatory environment for domestic
businesses. But its indicators cover as-
pects that are more easily measured than
the entire regulatory environment, and
they provide important information about
where change is needed.

To test whether Doing Business serves as
a proxy for the broader business environ-
ment and for competitiveness, one ap-
proach is to look at correlations between
the Doing Business rankings and other
major economic benchmarks. Closest
to Doing Business in what it measures is
the set of indicators on product market
regulation compiled by the Organisation
for Economic Co-operation and Develop-
ment (OECD). These indicators are de-
signed to help assess the extent to which
the regulatory environment promotes or
inhibits competition. They include mea-
sures of the extent of price controls, the
licensing and permit system, the degree
of simplification of rules and procedures,
the administrative burdens and legal and

regulatory barriers, the prevalence of dis-
criminatory procedures and the degree
of government control over business
enterprises.” These indicators—for the
39 countries that are covered, several of
them large emerging markets—are cor-
related with the Doing Business rankings
(the correlation here is 0.49).

There is a high correlation (0.84) be-
tween the Doing Business rankings and the
rankings on the World Economic Forum'’s
Global Competitiveness Index, a much
broader measure capturing such factors
as macroeconomic stability, aspects of
human capital, the soundness of public
institutions and the sophistication of the
business community (figure 2.2)."* For
several of these factors the Global Com-
petitiveness Index uses data collected by
other organizations. For others it uses pri-
mary data, collected through surveys of
the business community's perceptions of
the business environment." Self-reported
experiences with business regulations,
such as those captured by the Global
Competitiveness Index, often vary much
more within economies (across respon-
dents in the same economy) than across
economies, suggesting that different
firms experience the same regulatory en-
vironment in very different ways.”

DOING BUSINESS AS A
BENCHMARKING EXERCISE

By capturing key dimensions of regula-
tory regimes, Doing Business provides a
rich opportunity for benchmarking. Such
a benchmarking exercise is necessarily



incomplete, just as the Doing Business
data are limited in scope. It is useful when
it aids judgment, but not when it sup-
plants judgment.

Since 2006 Doing Business has sought to
provide 2 perspectives on the data that
it collects: it presents “absolute” indi-
cators for each economy for 10 of the 11
regulatory topics that it addresses, and it
provides rankings of economies for these
10 topics, by topic and also in the aggre-
gate. Judgment is required in interpreting
these measures for any economy and in
determining an economically sensible
and politically feasible path for regulatory
reform.

Reviewing the Doing Business rankings
in isolation may reveal unexpected re-
sults. Some economies may rank un-
expectedly high on some topics. And
some economies that have had rapid
growth or attracted a great deal of in-
vestment may rank lower than others
that appear to be less dynamic. As
economies develop, they may add to
or improve on regulations that protect
investor and property rights. Many also
tend to streamline existing regulations
and prune outdated ones. One finding
of Doing Business is that dynamic and
growing economies continually reform
and update their business regulations
and the implementation of those regu-
lations, while many poor economies still
work with regulatory systems dating to
the late 1800s.

For reform-minded governments, how
much the regulatory environment for lo-
cal entrepreneurs improves in an absolute
sense matters far more than their econo-
my's ranking relative to other economies.
To aid in assessing the absolute level of
regulatory performance and how it im-
proves over time, this year's report again
presents the distance to frontier mea-
sure. This measure shows the distance
of each economy to the “frontier,” which
represents the highest performance ob-
served on each of the indicators across
all economies included in Doing Business
since 2003.

At any point in time the distance to
frontier measure shows how far an
economy is from the highest perfor-
mance. And comparing an economy's
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score at 2 points in time allows users to
assess the absolute change over time
in the economy’s regulatory environ-
ment as measured by Doing Business,
rather than simply the change in the
economy'’s performance relative to oth-
ers. In this way the distance to frontier
measure complements the yearly ease
of doing business ranking, which com-
pares economies with one another at a
point in time.

Doing Business uses a simple averaging
approach for weighting component indi-
cators and calculating rankings and the
distance to frontier measure. Other ap-
proaches were explored, including using
principal components and unobserved
components.’® They turn out to yield re-
sults nearly identical to those of simple
averaging. In the absence of a strong
theoretical framework that assigns dif-
ferent weights to the topics covered for
the 189 economies by Doing Business,
the simplest method is used: weighting
all topics equally and, within each topic,
giving equal weight to each of the topic
components.”

Each topic covered by Doing Business re-
lates to a different aspect of the business
regulatory environment. The rankings of
each economy vary, often substantially,
across topics, indicating that strong per-
formance by an economy in one area of
regulation can coexist with weak perfor-
mance in another. A quick way to assess
the variability of an economy's regulatory
performance across the different areas
is to look at the topic rankings (see the
country tables). Guatemala, for example,
stands at 79 in the overall ease of doing
business ranking. Its ranking is 13 on the
ease of getting credit, 23 on the ease of
registering property and 34 on the ease
of getting electricity. At the same time, it
has a ranking of 116 on the ease of trading
across borders, 145 on the ease of start-
ing a business and 157 on the strength of
investor protections (see figure 1.3 in the
overview).

HOW GOVERNMENTS USE
DOING BUSINESS

Doing Business offers policy makers a
benchmarking tool useful in stimulating
policy debate, both by exposing potential

challenges and by identifying good prac-
tices and lessons learned. Despite the
narrow focus of the indicators, the initial
debate in an economy on the results they
highlight typically turns into a deeper dis-
cussion on their relevance to the econo-
my and on areas where business regu-
latory reform is needed, including areas
well beyond those measured by Doing
Business.

Part of a broad approach to policy
reform

Many of the Doing Business indicators can
be considered “actionable.” For example,
governments have direct control over the
minimum capital requirement for new
firms. They can invest in company and
property registries to increase the effi-
ciency of these public agencies. They can
improve the efficiency of tax administra-
tion by adopting the latest technologies
to facilitate the preparation, filing and pay-
ment of taxes by the business community.
And they can undertake court reforms to
shorten delays in the enforcement of con-
tracts. But some Doing Business indicators
capture procedures, time and costs that
involve private sector participants, such as
lawyers, notaries, architects, electricians
or freight forwarders. Governments may
have little influence in the short run over
the fees these professions charge, though
much can be achieved by strengthening
professional licensing regimes and pre-
venting anticompetitive behavior. And
governments have no control over the geo-
graphic location of their economy, a factor
that can adversely affect businesses.

While Doing Business indicators are ac-
tionable, this does not necessarily mean
that they are all "action-worthy” in a
particular context. Business regulatory
reforms are one element of a strategy
aimed at improving competitiveness
and establishing a solid foundation for
sustainable economic growth. There are
many other important goals to pursue—
such as effective management of public
finances, adequate attention to education
and training, adoption of the latest tech-
nologies to boost economic productivity
and the quality of public services, and
appropriate regard for air and water qual-
ity to safeguard people’s health. Govern-
ments have to decide what set of priori-
ties best fits the needs they face. To say
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that governments should work toward
a sensible set of rules for private sector
activity (as embodied, for example, in the
Doing Business indicators) does not sug-
gest that doing so should come at the ex-
pense of other worthy policy goals.

There is no evidence that Doing Business
reforms are crowding out reforms in other
areas, such as in fiscal policy or in health
and education. Indeed, governments are
increasingly recognizing that improving
competitiveness and creating a better
climate for private sector activity requires
actions across a broad front, addressing
factors and policies that extend well be-
yond those captured by the Doing Busi-
ness indicators.

Over several years of engaging with au-
thorities in a large number of economies,
the Doing Business team has never seen
a case where the binding constraint to,
say, improvements in tax administra-
tion or contract enforcement was the
feverish pace of reforms in other policy
areas. Increasingly, the opposite seems
to be the case, with governments rec-
ognizing the synergies of multifaceted
reforms across a broad range of areas.
Moreover, because the areas measured
by Doing Business indicators encompass
many government departments—typi-
cally including the ministries of justice,
commerce, industry, finance, trade and
energy, to name just a few—the admin-
istrative burden of regulatory reforms is
more equitably shared.

Another factor has also helped sustain
the interest of policy makers in the Do-
ing Business data. Implementing coherent
economic policies in the face of a rapidly
changing global economy and an uncer-
tain economic outlook is a great chal-
lenge. Many of the factors shaping the en-
vironment in which economic policies are
formulated lie well outside the control of
most policy makers, especially those in the
developing world. But the rules and regu-
lations that governments put in place to
underpin private sector activity are largely
homemade. Whether these rules are sen-
sible or excessively burdensome, whether
they create perverse incentives or help es-
tablish a level playing field, whether they
safeguard transparency and encourage
adequate competition—all this is largely
within the control of governments.

Insights into good practices

As governments over the past decade
have increasingly understood the impor-
tance of business regulation as a driv-
ing force of competitiveness, they have
turned to Doing Business as a repository
of actionable, objective data providing
unique insights into good practices
worldwide. Reform-minded governments
seeking success stories in business reg-
ulation find examples in Doing Business
(box 2.2). Saudi Arabia, for example, used
the company law of France as a model for
revising its own law. Many African gov-
ernments may look to Mauritius—the
region's strongest performer on Doing
Business indicators—as a source of good
practices to inspire regulatory reforms in
their own countries. Governments shared
knowledge of business regulations be-
fore the Doing Business project began. But

Doing Business made it easier by creating
a common language comparing business
regulations around the world.

Over the past decade governments
worldwide have been actively improv-
ing the regulatory environment for do-
mestic companies. Most reforms relat-
ing to Doing Business topics have been
nested in broader reform programs
aimed at enhancing economic competi-
tiveness, as in Colombia, Kenya, Liberia
and the Russian Federation. In structur-
ing reform programs for the business
environment, governments use multiple
data sources and indicators. This recog-
nizes the reality that the Doing Business
data on their own provide an incom-
plete roadmap for successful business
regulatory reforms.”® It also reflects the
need to respond to many stakeholders

BOX 2.2 How economies have used Doing Business in regulatory

reform programs

To ensure the coordination of efforts across agencies, such economies as Brunei
Darussalam, Colombia and Rwanda have formed regulatory reform committees,
reporting directly to the president. These committees use the Doing Business in-
dicators as one input to inform their programs for improving the business envi-
ronment. More than 45 other economies have formed such committees at the
interministerial level. In East and South Asia they include the Republic of Korea;
Malaysia; the Philippines; Taiwan, China; and Vietnam. In the Middle East and
North Africa: Morocco, Saudi Arabia and the United Arab Emirates. In Europe and
Central Asia: Croatia, Georgia, Kazakhstan, Kosovo, the Kyrgyz Republic, the for-
mer Yugoslav Republic of Macedonia, Moldova, Montenegro, Poland, the Russian
Federation, Tajikistan, Ukraine and Uzbekistan. In Sub-Saharan Africa: Botswana,
Burundi, the Central African Republic, the Comoros, the Democratic Republic of
Congo, the Republic of Congo, Cote d'lvoire, Guinea, Kenya, Liberia, Malawi, Mali,
Nigeria, Sierra Leone, Togo and Zambia. And in Latin America: Chile, Costa Rica,
the Dominican Republic, Guatemala, Mexico, Panama and Peru.

Since 2003 governments have reported more than 530 regulatory reforms that
have been informed by Doing Business.? Many economies share knowledge on
the regulatory reform process related to the areas measured by Doing Business.
Among the most common venues for this knowledge sharing are peer-to-peer
learning events—workshops where officials from different governments across a
region or even across the globe meet to discuss the challenges of regulatory re-
form and to share their experiences. In recent years such events have taken place
in Panama and Colombia (for Latin America and the Caribbean), in South Africa
(for Sub-Saharan Africa), in Georgia (for Europe and Central Asia), in Malaysia
(for East Asia and the Pacific) and in Morocco (for the Middle East and North

Africa).

a. These are reforms for which Doing Business is aware that information provided by the
Doing Business report was used in shaping the reform agenda.



and interest groups, all of whom bring
important issues and concerns to the
reform debate.

When the World Bank Group engag-
es with governments on the subject of
improving the investment climate, the
dialogue aims to encourage the critical
use of the Doing Business data—to sharp-
en judgment and promote broad-based
reforms that enhance the investment
climate rather than a narrow focus on
improving the Doing Business rankings.
The World Bank Group uses a vast range
of indicators and analytics in this policy
dialogue, including its Global Poverty
Monitoring Indicators, World Develop-
ment Indicators, Logistics Performance
Indicators and many others. The open
data initiative has made data for many
such indicators conveniently available to
the public at http://data.worldbank.org.

METHODOLOGY AND DATA

The Doing Business data are based on do-
mestic laws and regulations as well as ad-
ministrative requirements. The data cover
189 economies—including small econo-
mies and some of the poorest economies,
for which little or no data are available in
other data sets. (For a detailed explana-
tion of the Doing Business methodology,
see the data notes.) Doing Business uses
4 main sources of information: Doing
Business respondents, the relevant laws
and regulations, the governments of the
economies covered and the World Bank
Group regional staff.

Doing Business respondents

Over the past 11 years more than 25,000
professionals in 189 economies have as-
sisted in providing the data that inform
the Doing Business indicators. This year's
report draws on the inputs of more than
10,200 professionals.”” Table 21.2 in the
data notes lists the number of respon-
dents for each indicator set. The Doing
Business website shows the number of
respondents for each economy and each
indicator. Respondents are professionals
who routinely administer or advise on
the legal and regulatory requirements
covered in each Doing Business topic.
They are selected on the basis of their
expertise in the specific areas covered by
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Doing Business. Because of the focus on
legal and regulatory arrangements, most
of the respondents are legal professionals
such as lawyers, judges or notaries. The
credit information questionnaire is com-
pleted by officials of the credit registry or
bureau. Freight forwarders, accountants,
architects, engineers and other profes-
sionals answer the questionnaires relat-
ed to trading across borders, taxes and
construction permits. Certain public of-
ficials (such as registrars from the com-
mercial or property registry) also provide
information that is incorporated into the
indicators.

Doing Business does not survey firms for
2 main reasons. The first relates to the
frequency with which firms engage in the
transactions captured by the indicators,
which is generally low. For example, a firm
goes through the start-up process once
in its existence, while an incorporation
lawyer may carry out several dozen such
transactions in a year. The incorporation
lawyers and other experts providing in-
formation to Doing Business are there-
fore better able to assess the process of
starting a business than are individual
firms. The second reason is that the Do-
ing Business questionnaires mostly gather
legal information, which firms are unlike-
ly to be fully familiar with. For example,
few firms will know about all the many
legal procedures involved in resolving a
commercial dispute through the courts,
even if they have gone through the pro-
cess themselves. But a litigation lawyer
would have no difficulty in identifying all
the necessary steps.

The annual data collection exercise is an
update of the database. The Doing Busi-
ness team and the contributors examine
the extent to which the regulatory frame-
work has changed in ways relevant for the
features captured by the indicators. The
data collection process should therefore
be seen as adding each year to an exist-
ing stock of knowledge reflected in the
previous year's report, not as creating an
entirely new data set. Here is an example:
In Doing Business 2012 and Doing Business
2013 there were an average of 13 econo-
mies for which changes in legislation af-
fected the scores embedded in the pro-
tecting investors indicators. For all other
economies the protecting investors data
remained unchanged.

Relevant laws and regulations

Most of the Doing Business indicators are
based on laws and regulations. Doing
Business respondents both fill out writ-
ten questionnaires and provide referenc-
es to the relevant laws, regulations and
fee schedules, aiding data checking and
quality assurance. Having representative
samples of respondents is not an issue, as
the texts of the relevant laws and regula-
tions are collected and answers checked
for accuracy. For example, the Doing Busi-
ness team will examine the commercial
code of Greece to confirm the paid-in
minimum capital requirement, look at the
banking law of Ghana to see whether bor-
rowers have the right to access their data
at the credit bureau and read the tax code
of Guatemala to find applicable tax rates.
Indeed, 72% of the data embedded in the
Doing Business indicators are based on a
reading of the law. In principle in these
cases, as long as there are no issues of
language, the role of the contributors is
largely advisory—helping in the corrob-
oration of the Doing Business team’s un-
derstanding of the laws and regulations—
and there are quickly diminishing returns
to an expansion in their number.

For the other 28% of the data the team
conducts extensive consultations with
multiple contributors to minimize mea-
surement error. For some indicators—for
example, those on dealing with construc-
tion permits, enforcing contracts and re-
solving insolvency—the time component
and part of the cost component (where
fee schedules are lacking) are based on
actual practice rather than the law on the
books. This introduces a degree of judg-
ment. The Doing Business approach has
therefore been to work with legal prac-
titioners or professionals who regularly
undertake the transactions involved. Fol-
lowing the standard methodological ap-
proach for time-and-motion studies, Do-
ing Business breaks down each process or
transaction, such as starting a business
or registering a building, into separate
steps to ensure a better estimate of time.
The time estimate for each step is given
by practitioners with significant and rou-
tine experience in the transaction. When
time estimates differ, further interactions
with respondents are pursued to con-
verge on one estimate or a narrow range
that reflects the majority of applicable
cases.
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Governments and World Bank
Group regional staff

After receiving the completed question-
naires from the Doing Business respon-
dents, verifying the information against
the law and conducting follow-up inqui-
ries to ensure that all relevant informa-
tion is captured, the Doing Business team
shares the preliminary findings of the re-
port with governments through the Board
of Executive Directors and the regional
staff of the World Bank Group (figure
2.3). Through this process government
authorities and local World Bank Group
staff in the 189 economies covered can
alert the team about, for example, regula-
tory reforms not picked up by the respon-
dents or additional achievements of reg-
ulatory reforms already captured in the
database. In response to such feedback,
the Doing Business team turns to the local
private sector experts for further consul-
tation and, as needed, corroboration. In
addition, the team responds formally to
the comments of governments or region-
al staff and provides explanations of the
scoring decisions.

Improvements to the methodology
The methodology has undergone con-
tinual improvement over the years. For
enforcing contracts, for example, the
amount of the disputed claim in the
case study was increased from 50% of

income per capita to 200% after the
first year of data collection, as it became
clear that smaller claims were unlikely to
go to court. Another change related to
starting a business. The minimum cap-
ital requirement can be an obstacle for
potential entrepreneurs. Doing Business
measured the required minimum capital
regardless of whether it had to be paid
up front or not. In many economies only
part of the minimum capital has to be
paid up front. To reflect the relevant bar-
rier to entry, the paid-in minimum capital
has been used rather than the required
minimum capital.

This year's report includes an update in
the methodology for 2 indicator sets—
paying taxes and trading across borders.
For trading across borders, documents
that are required purely for purposes of
preferential treatment are no longer in-
cluded in the list of documents (for ex-
ample, a certificate of origin if the use is
only to qualify for a preferential tariff rate
under trade agreements). For paying tax-
es, the value of fuel taxes is no longer in-
cluded in the total tax rate because of the
difficulty of computing these small taxes.
Fuel taxes continue to be counted in the
number of payments.

In addition, the rule establishing that
each procedure must take at least 1 day
was removed for procedures that can be

fully completed online in just a few hours.
When the indicators were first developed
in 2002, online procedures were not
widespread globally. In the ensuing years
there has been an impressive acceleration
in the adoption by governments and the
private sector of the latest information
and communication technologies for the
provision of various services. While at the
time Doing Business did not see the need
to create a separate rule to account for
online procedures, the widespread use
of the new technologies today suggests
that such distinction is now justified and
the Doing Business methodology was
changed this year to reflect the practice.
This change affects the time indicator
for starting a business, dealing with con-
struction permits and registering proper-
ty.2° For procedures that can be fully com-
pleted online, the duration is now set at
half a day rather than a full day.

Data adjustments

All changes in methodology are explained
in the data notes as well as on the Doing
Business website. In addition, data time
series for each indicator and economy are
available on the website, beginning with
the first year the indicator or economy
was included in the report. To provide a
comparable time series for research, the
data set is back-calculated to adjust for
changes in methodology, including those

FIGURE 2.3 The Doing Business data collection cycle
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Questionnaires developed in
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report launch
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Director offices representing their country
governments
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© 238 reforms in 114 economies recorded in
DB2014
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World Bank Group regional teams and 25 Executive
Director offices representing their country governments



described in the previous section, and any
revisions in data due to corrections. The
data set is not back-calculated for year-to-
year revisions in income per capita data
(that is, when the income per capita data
are revised by the original data sources,
Doing Business does not update the cost
measures for previous years). The website
also makes available all original data sets
used for background papers.

Information on data corrections is provid-
ed in the data notes and on the website.
A transparent complaint procedure al-
lows anyone to challenge the data. Over
the past year the team received and re-
sponded to more than 140 queries on the
data. These queries led to corrections of
less than 8.5% of the data points. If errors
are confirmed after a data verification
process, they are expeditiously corrected.

NOTES

1. World Bank 2005; Stampini and others
2011,

2. See, for example, Alesina and others (2005);
Perotti and Volpin (2005); Fisman and Sar-
ria-Allende (2010); Antunes and Cavalcanti
(2007); Barseghyan (2008); Klapper, Lewin
and Quesada Delgado (2009); Freund and
Bolaky (2008); Chang, Kaltani and Loayza
(2009); Helpman, Melitz and Rubinstein
(2008); Klapper, Laeven and Rajan (2006);
World Bank (2005); and Ardagna and
Lusardi (2010).

3. Djankov, La Porta and others 2001.

4. These papers include Djankov and others
(2002); Djankov and Shleifer (2007);
Djankov and others (2008); Djankov and
Pham (2010); Djankov and others (2003);
Djankov and others (2008); Botero and
others (2004); and Djankov and others
(2010).

5. For more details on how the aggregate
ranking is created, see the chapter on the
ease of doing business and distance to
frontier.
http://www.doingbusiness.org.

De Soto 2000.

Questionnaires are administered annually
to local experts in 189 economies to collect
and update the data. The local experts for
each economy are listed on the Doing Busi-
ness website (http://www.doingbusiness.
org) and in the acknowledgments at the
end of this report.
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Kaplan, Piedra and Seira 2011; Cufiat and
Melitz 2007; Micco and Pagés 2006;
Cardenas and Rozo 2009; Dulleck, Frijters
and Winter-Ebmer 2006; Ciccone and Pa-
paioannou 2007; Klapper, Lewin and Que-
sada Delgado 2009; Branstetter and others
2013; Bruhn 2011, 2013; Sharma 2009.

. Schneider 2005; La Porta and Shleifer

2008.

http://www.enterprisesurveys.org.

OECD, “Indicators of Product Market
Regulation,” http://www.oecd.org/. The
measures are aggregated into 3 broad
families that capture state control, bar-
riers to entrepreneurship and barriers to
international trade and investment. The

39 countries included in the OECD market
regulation indicators are Australia, Austria,
Belgium, Brazil, Canada, Chile, China, the
Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Iceland,
India, Ireland, Israel, Italy, Japan, Korea,
Luxembourg, Mexico, the Netherlands, New
Zealand, Norway, Poland, Portugal, Russia,
the Slovak Republic, Slovenia, South Africa,
Spain, Sweden, Switzerland, Turkey, the
United Kingdom and the United States.
The World Economic Forum's Global
Competitiveness Report uses Doing Business
data sets on starting a business, employing
workers, protecting investors and getting
credit (legal rights), representing 7 of a total
of 113 different indicators (or 6.19%).

. The World Economic Forum constructs

much of the Global Competitiveness Index
mainly from secondary data. For exam-
ple, it uses macroeconomic data from

the International Monetary Fund's World
Economic Outlook database, penetration
rates for various technologies from the
International Telecommunication Union,
school enrollment rates and public health
indicators from the World Bank’s World
Development Indicators database and in-
dicators from other such sources, including
Doing Business. It also supplements the
secondary data with some primary data,
collected from relatively small-sample
opinion surveys of enterprise managers
(Executive Opinion Surveys), for compo-
nents accounting for 64% of the indicators
captured in the index. By contrast, the Doing
Business indicators are based entirely on
primary data.

. Hallward-Driemeier, Khun-Jush and Pritch-

ett (2010), analyzing data from World Bank
Enterprise Surveys for Sub-Saharan Africa,
show that de jure measures such as Doing

20.

Business indicators are virtually uncorrelated
with ex post firm-level responses, providing
evidence that deals rather than rules prevail
in Africa. The authors find that the gap
between de jure and de facto conditions
grows with the formal regulatory burden.
The evidence also shows that more burden-
some processes open up more space for
making deals and that firms may not incur
the official costs of compliance but still pay
to avoid them.

A technical note on the different aggrega-
tion and weighting methods is available on
the Doing Business website (http://www.
doingbusiness.org).

For more details, see the chapter on the
ease of doing business and distance to
frontier.

One study using Doing Business indicators
illustrates the difficulties in using highly
disaggregated indicators to identify reform
priorities (Kraay and Tawara 2011).

While about 10,200 contributors provided
data for this year's report, many of them
completed a questionnaire for more than
one Doing Business indicator set. Indeed,
the total number of contributions received
for this year's report is more than 13,000,
which represents a true measure of the
inputs received. The average number of
contributions per indicator set and econ-
omy is just over 6. For more details, see
http://www.doingbusiness.org/contribu-
tors/doing-business.

For getting electricity the rule that each
procedure must take a minimum of 1 day
still applies because in practice there are
no cases in which procedures can be fully
completed online in less than a day. For
example, even though in some cases it is
possible to apply for an electricity connec-
tion online, additional requirements mean
that the process cannot be completed in
less than 1 day.
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* Since 2003, 1,578 research articles

using Doing Business data have
been published in peer-reviewed
academic journals and another
4,464 have been posted online.
According to the findings of the
research, reforms simplifying
business registration lead to

more firm creation. Nevertheless,
firms that do not see the benefits
of formalizing are less likely to
respond to policies aimed at
improving business regulations.
Increasing trade openness has
larger effects on growth when labor
markets are more flexible.
Research supports the view that the
cumbersome, poorly functioning
regulatory business environments
undermine entrepreneurship and
economic performance.

The introduction of collateral
registries and debt recovery
tribunals leads to better
performing credit markets.

Doing Business has provided new data on
business regulations, enabling research
on them to flourish. Extensive empirical
literature has assessed how the regula-
tory environment for business affects a
broad range of economic outcomes at
both the macro and micro levels—includ-
ing productivity, growth, employment,
trade, investment, access to finance and
the informal economy. Since 2003, when
this report was first published, 1,578 re-
search articles discussing how regula-
tions in the areas measured by Doing
Business influence economic outcomes
have been published in peer-reviewed ac-
ademic journals. Another 4,464 working
papers have been posted online.

To provide some insight into the findings
of this fast-growing literature, this chap-
ter reviews articles published in top-rank-
ing economics journals over the past 5
years or disseminated as working papers
in the past 2 years.? The chapter only cov-
ers studies that use Doing Business data
for analysis or motivation, or else rely on
conceptually and methodologically simi-
lar indicators (tables 3.1and 3.2).

The methodologies underpinning empiri-
cal work affect the reliability of its findings
and ability to influence future research
and policies. Papers in the regulatory
business environment literature also vary
in how much they can demonstrate caus-
al effects between better business regula-
tion and outcomes of interest.

At one end, some studies simply docu-
ment cross-country correlations between
business regulatory variables and out-
come variables, showing whether these
variables are positively or negatively as-
sociated. But such studies cannot indicate
whether and how much business regula-
tory variables changed outcome variables

because with this method it is difficult to
isolate the effects of other factors.

At the other end, some studies use natural
experiments, in the spirit of randomized
evaluations, that to some extent control
for everything else affecting the outcome
variable and can isolate the causal part of
this relationship (box 3.1). For example,
assume that the goal is to assess how a
regulatory reform affects productivity in
a given economy. Simple correlations can
only show whether the reform is positive-
ly or negatively associated with produc-
tivity. But natural experiments make it
possible to see if the reform has a positive
or negative impact on productivity—as
well as the magnitude of that impact.
A methodology called difference-in-dif-
ference estimation, which is similar in
principle to natural experiments and is
commonly used in the literature, also al-
lows for the assessment of the sign and
magnitude of the impact of a reform on
an outcome variable (box 3.1).

Other estimation methods frequently
used in economic analysis are panel data
and instrumental variable analyses, which
lie somewhere between pure cross-sec-
tional analysis and natural experiments
in terms of their ability to show wheth-
er there is a causal link between vari-
ables of interest. Panel data include both
cross-sectional and time series data—for
instance, a dataset that covers multiple
economies over time. Such data enable
researchers to control for the impact of
economy-specific factors that do not vary
over time, such as location. This method-
ology can yield more convincing results
than pure cross-sectional analysis. But
in many cases, given the complexity of
economic settings, they may not estab-
lish causality between regulatory changes
and outcomes of interest.



RESEARCH ON THE EFFECTS OF BUSINESS REGULATIONS

BOX 3.1 What are randomized evaluations and natural experiments?

Randomized evaluations bring experimental methods normally used in medicine
or chemistry into economics. This approach tries to transform the world into a
lab where researchers can clearly define control groups and treatment groups,
with the treatment groups receiving interventions and control groups do not. Such
experiments can be randomized by design when the choice of being part of either
group is random.

For instance, when assessing how school books affect children’s learning, one can
design a randomized experiment where chance determines which children get
books and which do not. Such experiments are almost impossible to conduct for
business regulations. For example, it is impossible to randomly assign who has
access to a new one-stop shop for business registration and who does not. So
researchers look for natural experiments—interventions not designed by them—
with treatment and control groups and where the rule assigning the data to the
groups is unrelated to the outcome being studied. This is a fundamental char-
acteristic of a natural experiment because without it causal interpretation is not
possible.

For business regulations a control group can be formed by collecting data from,
for example, cities in an economy not affected by a change in a law, regulation or
economic policy, while a treatment group can be formed by collecting the same
data from affected cities but otherwise identical to unaffected ones. To see if the
change in a law, regulation or economic policy affected an outcome variable—say,
income—one can assess whether the incomes of the treatment and control cities
differed significantly after the change. For a causal interpretation to be possible,
the treatment and control cities should have evolved similarly if the change had
not been made. This assumption is unlikely to hold in most cases, making natural
experiments rare.

A more commonly used methodology in the literature similar in principle to natu-
ral experiments and has weaker assumptions is called difference-in-difference es-
timation. The main difference between natural experiments and difference-in-dif-
ference estimation is that in natural experiments treatment and control groups
are assumed to be analogous prior to intervention and evolved similarly in the
absence of intervention. In difference-in-difference estimation, these assumptions
do not need to hold priori. The differences between treatment and control groups
are removed by subtracting the change in means of control group from the change
in means of treatment group over the time period considered in the study. The
impact of intervention on outcome variable then is estimated using panel data
technigue and differenced data.

Instrumental variable analysis allows re-
searchers to establish the direction and
magnitude of causality by incorporating
an exogenous ‘“instrumental variable”
closely correlated with the variable be-
ing considered (say, regulatory reform)
and not with the outcome variable (say,
productivity). For instance, Acemoglu,
Johnson and Robinson (2002) use an
instrumental variable to analyze how in-
stitutions affect income per capita. Be-
cause economies with strong institutions

tend to have high incomes and vice ver-
sa, cross-sectional or panel data analysis
would not allow the authors to separate
the impact of institutions on income from
the impact of income on institutions.

To address this two-way relationship, the
authors use mortality rates of European
settlers as an instrument for institutions
because it is closely correlated with the
institutional environment in former col-
onies but not with their incomes. The

idea is that European colonizers did not
establish institutions in economies with
high mortality rates. Thus the mortali-
ty rates of colonizers hundreds of years
ago shaped the current institutions of
many economies, independent of their
current incomes, making it an appropri-
ate instrumental variable for institutions
and allowing the authors to assess how
institutions affect incomes. However, the
credibility of this approach depends on
the plausibility of the assumption that
the instrument has no direct effect on
the outcome of interest. For example, if
there is a direct link between mortality
rates of European settlers and current
incomes (for example, through climate,
which affects the disease environment),
this approach will not be effective in iso-
lating causal effects of institutions on
income.

FIRM ENTRY AND LABOR
MARKET REGULATIONS

One of the most cited theoretical mech-
anisms on how excessive business reg-
ulation affects economic performance
and development is that it makes it too
costly for firms to engage in the formal
economy, causing them not to invest
or to move to the informal economy.
Recent studies have conducted exten-
sive empirical testing of this proposition
using Doing Business and other related
indicators.

Bruhn (2011, 2013), among the leading
studies employing natural experiments,
use quarterly national employment data
collected by the Mexican government be-
tween 2000 and 2004 and the fact that
different regions started implementing
business registration reform—called Sys-
tems of Fast Opening of Firms (SARE)—
at different times to identify how the re-
form affected the occupational choices of
business owners in the informal economy.
Bruhn (2011) finds that reform increased
the number of registered businesses by
5%, which was entirely because former
wage employees started businesses—not
because formerly unregistered busi-
nesses got registered. Bruhn (2011) also
shows that the reform increased wage
employment by 2% and reduced the in-
come of incumbent businesses by 3%
due to increased competition.
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TABLE 3.1 Recent research using Doing Business and related indicators by area of study and methodology

Natural experiments and
difference-in-difference

estimators

Methodology/area of study

Firm entry and labor market
regulations
de Mel, McKenzie and

Branstetter and others
2013; Bruhn 2013, 2011;

Instrumental
variable panel

estimators Other panel estimators

Dreher and Gassebner 2013

Woodruff 2013; Kaplan,

Piedra and Seira 2011;

Monteiro and Assuncao

2012

Trade regulations and costs

Regulations on courts, credit
markets, bankruptcy laws and
investor protection

Giannetti and Jentzsch
2013; Giné and Love 2010;
Lilienfeld-Toal, Mookherjee
and Visaria 2012; Love,

Chang , Kaltani and Loayza
2009; Busse, Hoekstra and
Koniger 2012; Portugal-Perez

Instrumental
VEE ]S
cross-sectional
estimators

Other cross-sectional
estimators

Amin 2009

Hoekman and Nicita
2011

Djankov, Freund and
Pham 2010; Freund
and Rocha 2011

and Wilson 2011; Seker 2011

Cavalcanti 2010;
John, Litov and
Yeung 2008

2012

Martinez- Peria and Singh

2013; Visaria 2009

Tax requlations
2012

Business regulatory
environment and economic
performance

Monteiro and Assuncdo

Amiti and Khandelwal 2011

Lawless 2013

Barseghyan 2008;
Freund and Bolaky
2008

and others 2011

Bilylikkarabacak and Valev

Dall'Olio and others 2013; Dutz

Houston and others
2010

Djankov and others
2010

Djankov, McLiesh
and Ramalho 2006

Note: Janiak (2013) and di Giovanni and Levchenko (2013) are not included here because they are theoretical papers, not empirical. Nevertheless, the authors use Doing

Business data to calibrate their theoretical models.

To take into account the effects of in-
dividual characteristics of informal
business owners on their occupational
choices after the reform, Bruhn (2013)
separates informal business owners into
2 groups: those with characteristics sim-
ilar to formal business owners and those
with characteristics similar to wage
workers. It then estimates the impact
that the reform had on the occupational
choices of the 2 groups. Bruhn finds that
in municipalities with high pre-reform
obstacles to formal entrepreneurship,
the reform caused 14.9% of informal
business owners with characteristics
similar to those of formal business own-
ers to shift to the formal economy—
while it caused 6% of informal business
owners with characteristics similar to
those of wage workers to shift to wage
employment. These results suggest
that the informal economy has different
types of business owners who react to
reforms differently. For example, some
individuals become informal business
owners because of cumbersome regu-
lations while others do so temporarily
until they find a job.

Kaplan, Piedra and Seira (2011) use the
same data from Mexico to construct a
counterfactual scenario showing how
quickly new firms would have been cre-
ated without the business registration
reform. Their scenario uses two control
groups: municipalities that did not adopt
the reform and industries not eligible for
it. The idea is that control municipalities
and industries are good proxies for what
would have happened in treatment mu-
nicipalities and industries in the absence
of the reform. The authors find that the
simplified entry regulations led 5% of in-
formal firms to shift to the formal econ-
omy, though they note that this effect is
not permanent.

Bruhn (2013) explains the modest per-
centage shift of firms from the informal
economy in response to the reform as
partly resulting from lower benefits of
formalization and the fact that the reform
only covered business registration at the
municipal level and business owners still
needed to register with the federal tax
authority. But Kaplan, Piedra and Seira
(2011) point out that the cost of taxes,

the scarcity of marketable ideas and the
limited benefits of being formal are far
more important obstacles to creating
and formalizing firms. Accordingly, they
conclude that for reform to have a large
impact on formality and firm creation, it
should be comprehensive.

Branstetter and others (2013) offer further
evidence that simpler business registra-
tion helps create formal firms. The authors
use nationwide, micro-level matched em-
ployer-employee data from Portugal col-
lected in 2000 and 2006 to examine the
impact of a reform program, called On the
Spot Firms, introduced in 2005. The pro-
gram substantially cut business registra-
tion procedures and costs by introducing
one-stop-shops. Using a difference-in-dif-
ference methodology based on a compar-
ative analysis of firms established before
and after the program to isolate the pro-
gram'’s impact on business start-ups, the
authors find that reducing the time and
cost of firm registration increased the
number of start-ups by 17% and created
about 7 new jobs a month per 100,000
county inhabitants in eligible industries.
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TABLE 3.2 Summary findings of recent research using Doing Business and related indicators by methodology

Methodology

Natural experiments/
difference-in-difference
estimates

Instrumental variable
panel estimates

Other panel data
estimates

Findings of recent research

In Portugal cutting the time and cost of firm registration increased the number of business start-ups by 17% and created about 7 new
jobs a month per 100,000 county inhabitants in eligible industries. The start-ups created after the reform are smaller, more likely to be
owned by women, headed by relatively inexperienced and poorly educated entrepreneurs and have lower sales per worker than start-
ups created before the reform (Branstetter and others 2013).

In municipalities with high constraints to formal entrepreneurship, business registration reform caused 14.9% of informal business
owners with characteristics similar to those of formal business owners to shift to the formal economy in Mexico (Bruhn 2013).

A reform that simplified business registration in Mexican municipalities increased registration by 5% and wage employment by 2.2%.
It also decreased the income of incumbent businesses by 3% due to increased competition (Bruhn 2011).

Providing information about registration or paying for it do not necessarily increase formalization, particularly when there are other
barriers to it (de Mel, McKenzie and Woodruff 2013).

Simplified entry regulations led 5% of informal firms to shift to the formal economy in Mexico, though this effect is not permanent
(Kaplan, Piedra and Seira 2011).

Mandatory credit reporting systems improve financial intermediation and access, particularly when used in conjunction with credit
information systems (Giannetti and Jentzsch 2013).

A reform making bankruptcy laws more efficient significantly improved the recovery rate of viable firms in Colombia (Giné and Love
2010).

Debt recovery tribunals in India caused a decrease in the borrowing and fixed assets of small firms and an increase in the borrowing,
fixed assets, and profits of large firms (Lilienfeld-Toal, Mookherjee and Visaria 2012).

Introduction of collateral registries for movable assets increased the firms' access to finance by around 8%. The impact was larger for
smaller firms (Love, Martinez-Peria and Singh 2013).

Debt recovery tribunals reduced nonperforming loans by 28% and interest rates on larger loans, implying that faster processing of debt
recovery suit cut the cost of credit in India (Visaria 2009).

Business licensing among retail firms rose 13% after a tax reform in Brazil (Monteiro and Assuncao 2012).

Import competition leads to much smaller quality upgrading in OECD economies with more cumbersome regulations, while in non-OECD
economies with more cumbersome regulations it does not have effect on quality (Amiti and Khandelwal 2011).

When credit market frictions are low, a reduction in credit market frictions decreases the impact of financial shocks on macroeconomic
volatility (Cavalcanti 2010).

Strong investor rights lead to higher corporate risk-taking and growth (John, Litov and Yeung 2008).

An increase in entry costs of 80% of income per capita decreases total factor productivity by 22% and output per worker by 29%
(Barseghyan 2008).

A 1% increase in trade is associated with more than a 0.5% increase in income per capita in economies with flexible entry regulations,
but has no positive income effects in more rigid economies (Freund and Bolaky 2008).

Cumbersome procedures and high levels of minimum capital are negatively associated with firm entry. Stringent regulations go hand in
hand with corruption (Dreher and Gassebner 2013).

Increasing trade openness has larger effects on growth when labor markets are more flexible (Chang, Kaltani and Loayza 2009).
Better regulations are associated with lower time and costs of trading in developing economies (Busse, Hoekstra and Kdniger 2012).

Good, efficient infrastructure and a healthy business environment are positively linked to export performance (Portugal-Perez and Wilson
2011).

Improvements in trade facilitation and entry regulations raise export volumes and reduce distortions caused by restrictions on access to
foreign markets (Seker 2011).

Public credit registries and private credit bureaus reduce the probability of bank crises, particularly in low-income economies
(Btiyiikkarabacak and Valev 2012).

Complex tax systems are associated with lower numbers of foreign direct investment in an economy but do not affect its level. A high
corporate tax rate, on the other hand, is negatively related to both the number and level of foreign direct investment. A 10% reduction
in tax complexity is comparable to a 1% reduction in effective corporate tax rates (Lawless 2013).

Improvements in the Doing Business indicators are positively associated with increases in labor productivity in the manufacturing and
services sectors in EU-15 and EU-12 countries, though this association is stronger in EU-12 countries (Dall'Olio and others 2013).

Doing Business indicators such as getting credit, protecting investors and trading across borders are positively associated with product
and process innovation for young firms in non-OECD countries (Dutz and others 2011).

(continued on next page)
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TABLE 3.2 Summary findings of recent research using Doing Business and related indicators by methodology (continued)

Methodology Findings of recent research

Instrumental variable
cross-sectional estimates

One day of delay in transport time reduces trade by at least 1%. The impact of this delay is larger for time-sensitive agricultural and
manufacturing products and for transit times abroad for landlocked economies (Djankov, Freund and Pham 2010).

A 1-day increase in transit time reduces exports by an average of 7% in Sub-Saharan Africa (Freund and Rocha 2011).

Stronger creditor rights increase bank risk-taking and the likelihood of financial crises as well as growth. Sharing information among
creditors, on the other hand, reduces the likelihood of financial crisis and increases growth (Houston and others 2010).

Economies with good business regulatory environments grow faster. Output growth is 2.3% higher for the best quartile in the sample
than for the worst (Djankov, McLiesh and Ramalho 2006).

Other cross-sectional
estimates

Labor reforms can increase employment in the retail sector by 22% and reduce informal economic activity by 33% (Amin 2009).

Import and export costs are highly negatively related to trade volume (Hoekman and Nicita 2011).

Higher effective corporate tax rates are associated with lower investment, foreign direct investment and entrepreneurial activity (Djankov

and others 2010).

The authors also find that start-ups cre-
ated after reform tend to be smaller, more
likely to be owned by women, headed by
relatively inexperienced and poorly edu-
cated entrepreneurs and have lower sales
per worker than start-ups created before
the reform, suggesting that the pre-re-
form regulatory barriers to entry mattered
mostly for marginal firms.

Excessive entry regulation can be detri-
mental to entrepreneurship and a source
of corruption. To test this, Dreher and
Gassebner (2013) use panel data for 43
economies from 2003 to 2005. They
find that high numbers of procedures
and high minimum capital requirements
impede firm entry. Furthermore, high
levels of regulation go hand in hand with
corruption. The authors find that cor-
ruption is used to “grease the wheels,”
reducing the burdensome impact of reg-
ulations.

Using a field experiment in Sri Lanka with
one control and four treatment groups
and offering incentives to informal firms
to formalize, de Mel, McKenzie and
Woodruff (2013) find that providing in-
formation on registration or paying for it
do not necessarily increase formalization.
These interventions had a low impact
because many firms that did not register
had informal leases or agreements and
were not able to provide authorities with
the required proof of ownership for the
land where they operated.

Thus business entry regulations cannot
be seen in isolation because the benefits
of improving the start-up process are con-
ditional on many other factors, including
land regulations, taxation and labor regu-
lations. In addition, firms that do not see
the benefits of formalizing are less likely
to respond to policies aimed at improv-
ing business registration. This conclusion
is supported by Bruhn and McKenzie
(2013), who survey the current literature
on business entry reforms. Small informal
firms in particular do not seem to benefit
from simpler business entry and are not
more likely to formalize after such policy
interventions.

Overregulated labor markets, like over-
regulated business entry, can also lead to
a large informal economy and high unem-
ployment because they increase barriers
to formal employment and make markets
too rigid to adjust to changing conditions
in an economy. Amin (2009) examines
this point using data on 1,948 formal re-
tail stores in 16 major states and 41 cities
of India from 2006. Based on cross-sec-
tional regression analysis and controlling
for a large number of factors that affect
unemployment, he shows that labor reg-
ulations in India's retail sector undermine
job creation. He further notes that labor
reforms could increase employment in
the retail sector by as much as 22% for
an average store—a significant effect giv-
en that the retail sector is India’s second
largest employer, accounting for more

than 9.4% of the formal jobs. Amin also
shows that labor reforms can shrink the
informal economy by 33%.

Using a theoretical model where a few
large firms account for a disproportionate
share of economic activity and calibrat-
ing this model with Doing Business data,
di Giovanni and Levchenko (2013) show
that reducing entry costs to levels simi-
lar to those in the United States improves
welfare as measured by real income per
capita by 3.3%. One of the study’'s main
assumptions is the distribution of firm
size. In economies where large firms do
not account for a disproportionate share
of economic activity (which is more like-
ly in developing economies), gains from
lowering entry barriers—such as those
measured by Doing Business—are likely to
be larger.

TRADE REGULATIONS AND
COSTS

As the world's economies have become
more interlinked, both public and private
sectors have become increasingly con-
cerned about becoming more competitive
in global markets. But in many economies,
companies engaged in international trade
still struggle with high trade costs arising
from transport, logistics and regulations,
impeding their competitiveness and pre-
venting them from taking full advantage
of their production capacity. With the



availability of Doing Business indicators on
trading across borders—which measure
the time, procedural and monetary costs
of exporting and importing—several em-
pirical studies have assessed how trade
costs affect the export and import perfor-
mance of economies.

Hoekman and Nicita (2011) use
cross-sectional data from 105 econo-
mies in 2006 and a gravity-type regres-
sion model that controls for logistics
quality and several tariff and nontariff
costs to show that import and export
costs are highly negatively related to
trade volume. Similarly, Djankov, Freund
and Pham (2010) assess the impact of
time delays in exporting on aggregate
bilateral trade volumes in 98 economies
in 2005 using instrumental variable
analysis to identify the causation be-
tween time delays and trade volumes.
As an instrumental variable they use
landlocked economies and their export
delays in neighboring economies during
the transport of their containers to ports.
The intuition here is that trade volumes
of an economy are less likely to affect
transit times in neighboring economies
because they account for a small share
of trade in those economies. The authors
show that, on average, each day of delay
reduces trade by at least 1%. They also
find a larger effect on time-sensitive agri-
cultural and manufacturing products and
on transit times abroad for landlocked
economies.

Portugal-Perez and Wilson (2011) use
panel data from 101 developing econo-
mies between 2004 and 2007 to assess
how infrastructure, border and transport
efficiency and the business environment
affect export performance. Border and
transport efficiency is measured by a
Doing Business indicator on the number
of days and procedures it takes to ex-
port and import in an economy, while
the measure of the business environment
combines various institutional indicators
including government transparency, cor-
ruption, public trust in government, gov-
ernment favoritism for well-connected
firms and irregular payments for exports
and imports. After controlling for country
fixed effects and several other factors af-
fecting export performance, the authors
find that good infrastructure, transport
and port efficiency and a healthy business
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environment are associated with strong
export performance.

This conclusion is supported by studies
on Sub-Saharan Africa and other devel-
oping economies. Using cross-sectional
data for Sub-Saharan economies, Freund
and Rocha (2011) investigate whether
3 types of export costs—time spent on
inland transit, customs and ports, and
documents—have different effects on
bilateral exports. To control for the po-
tential impact of export volumes on each
type of export cost, and to establish cau-
sality between export costs and volumes,
the authors use instrumental variable
analysis for landlocked economies. Each
component of export costs listed above
is instrumented with the corresponding
variable faced by exporters in the transit
economy. For example, time spent on
exports during inland transit is instru-
mented by time spent on inland transit in
neighboring economies to take containers
to ports. The assumption is that export
costs incurred in neighboring economies
are less likely to be affected by the export
volumes of exporting economies.

The authors also separate the impacts of
two sets of inland transit time: distance to
ports and congestion costs such as bor-
der delays, road security, fleet class and
competition. Inland transit has the largest
negative impact on exports, especial-
ly congestion costs. A 1-day increase in
transit time reduces exports by an aver-
age of 7% in Sub-Saharan Africa, which
donors should consider when crafting
“aid for trade” policies in Africa and else-
where. In a related study, Busse, Hoekstra
and Kéniger (2012) use panel data from
2004 to 2009 for 99 developing econo-
mies, including 33 of the least developed
ones, to show that regulatory improve-
ments are linked to lower trade times and
financial costs.

Different types of regulations, not just
for trade, can help reap the benefits of
international trade. Seker (2011) focus-
es on the links between export volumes
and regulations on trade and entry. The
analysis uses two Doing Business indica-
tors—time to export and number of pro-
cedures required to start a business—for
137 economies between 2005 and 2007.
Seker finds that improvements in trade
facilitation and entry regulations raise

export volumes and reduce distortions
caused by restrictions on access to for-
eign markets. These findings suggest that
investment climate reforms help econo-
mies respond to export opportunities.

Chang, Kaltani and Loayza (2009) use
Doing Business indicators on labor mar-
ket flexibility and firm entry and exit to
analyze how regulatory reforms support-
ing open trade affect economic growth.
They find that increasing trade openness
has larger effects on growth when labor
markets are more flexible—making it eas-
ier for firms to adjust to changing condi-
tions—and firms can enter and exit mar-
kets more easily.

REGULATIONS ON COURTS,
CREDIT MARKETS,
BANKRUPTCY LAWS AND
INVESTOR PROTECTION

Courts, credit markets, bankruptcy laws
and investor protection are among the
regulatory areas covered by Doing Busi-
ness that have received less attention
in most developing economies when it
comes to the number of reforms. Recent
empirical work provides eye-opening evi-
dence on these issues.

Visaria (2009) uses project loan data
for 1993-2000 from a large private bank
with branches throughout India to assess
how debt recovery rates were affected by
debt recovery tribunals introduced by In-
dia in 1993 to shorten debt recovery suits
and strengthen the rights of lenders to
recover assets of defaulting borrowers. To
isolate the effect of the tribunals on debt
repayments, Visaria analyzes loan repay-
ments in states that had the tribunals
relative to states that did not, covering
the same period and controlling for state-
and industry-specific characteristics. Her
analysis finds that the tribunals reduced
nonperforming loans by 28%, implying
that faster processing of debt recovery
suits cuts the cost of credit (figure 3.1).

In another study on debt recovery tribu-
nals in India, Lilienfeld-Toal, Mookherjee
and Visaria (2012) use firm-level panel
data for 1993-2000 and take into ac-
count the elasticity of credit supply and
the asset size of borrowers. They show
that the tribunals caused a reduction in
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the borrowing and fixed assets of small
firms but an increase in the borrowing,
fixed assets and profits of large firms. The
reason is that interest rates increased af-
ter the tribunals making it harder for small
firms to apply for large loans given that
they had insufficient collateral.

In the majority of the world economies
movable assets are less likely to be ac-
cepted as collateral for loans than im-
movable assets limiting the access of
small firms to finance. A study on this
point is provided by Love, Martinez-Peria
and Singh (2013) who examine the im-
pact of the introduction of movable as-
sets as collaterals on firms’ access to
bank finance using data from Enterprise
Surveys and Doing Business indicator on
collateral registries for movable assets
in 73 countries between 2002 and 2011.
Their difference-in-difference estimation
that compares firms' access to finance
over time and across countries with and
without such registries reveals that in
countries introducing movable assets as
collaterals the number of firms with ac-
cess to finance increased by around 8%.
They also show that the benefits of the
introduction of these registries are larger
for smaller firms.

Cavalcanti (2010) present theoretical and
empirical analyses of the complementa-
ry effect of financial shocks and credit
market imperfections on macroeconomic
volatility using data for 62 economies be-
tween 1981 and 1998. They measure cred-
it market frictions by using Doing Business
indicators on contract enforcement costs
and anti-creditor bias. In contrast to the
widely held view that the impact of finan-
cial shocks on macroeconomic volatility
increases with credit market frictions, the
authors' theoretical model shows that the
effects of financial shocks can increase or
decrease with credit market frictions, de-
pending on the source and initial level of
such frictions. Their panel data analysis—
which instruments indicators on contract
enforcement costs and anti-creditor bias
with their past values to establish a caus-
al link between them and macroeconomic
volatility—shows that in economies with
fewer credit market frictions, reductions
in both contract enforcement costs and
anti-creditor bias dampen the impact of
financial shocks on macroeconomic vol-
atility. But in economies with extensive

FIGURE 3.1 For all loan amounts, the probability of timely repayment was higher after
India established debt recovery tribunals
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Note: The figure plots the probability of loan repayments before and after the Indian government created debt
recovery tribunals in 1993 to reduce the time taken to resolve cases.

Source: Visaria 2009.

credit market frictions, a reduction in
anti-creditor bias actually increases the
impact of financial shocks on macroeco-
nomic volatility.

Credit reporting systems reduce infor-
mation asymmetries in financial markets.
Giannetti and Jentzsch (2013) use panel
data for 172 economies between 2000
and 2008 to test how credit reporting
and identification systems affect financial
intermediation. They use a more sophis-
ticated method than standard panel data
analysis by creating a synthetic control
group that is intended to consist of coun-
tries as similar as possible to those that
did not implement credit reporting and
identification system reforms. The au-
thors find that mandatory credit reporting
systems improve financial intermediation
and access, particularly when used in
conjunction with credit information sys-
tems.

Credit information systems can also re-
duce the likelihood of bank crises because
they reduce information asymmetries
between banks and borrowers, enabling
banks to make better lending decisions.
In addition, they increase the probability
of loan repayments because bad cred-
it histories make it harder for borrowers
to obtain future loans. BlyUkkarabacak
and Valev (2012) use panel data from
98 economies for 1975 to 2006 to study
how sharing credit information affects the

likelihood of bank crises. They find that
the existence of public registries, private
bureaus or both reduced the probability
of bank crises, particularly in low-income
economies.

Houston and others (2010) reach similar
conclusions. The authors merge data for
2002 to 2007 from nearly 2,400 banks
in 69 economies with Doing Business
indicators on creditor rights and cred-
it information sharing. Based on both
cross-sectional and instrumental variable
regression analyses that use legal origins
(English, French, German and Nordic) as
instrumental variables for the creditor
rights and credit information sharing in-
dicators, they find that stronger creditor
rights increase bank risk-taking and the
likelihood of financial crises. But stronger
creditor rights are also associated with
higher growth. On the other hand, shar-
ing information among creditors always
seems to have positive effects—reducing
the likelihood of financial crisis and rais-
ing economic growth.

Laws and regulations that protect in-
vestors and help them quickly resolve
issues related to their businesses can be
crucial for business creation and surviv-
al because they encourage investment,
facilitate smooth business operations
and help viable firms recover if they be-
come insolvent. John, Litov and Yeung
(2008) provide an interesting analysis
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FIGURE 3.2 Higher entry costs and lower recovery rates are associated with higher
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of investor protection. They investigate
the relationship between laws and reg-
ulations protecting investors, risk-taking
and economic growth using firm and na-
tional data for 39 economies from 1992
to 2002. Investor protection is measured
by variables including the rule of law, dis-
closure standards and shareholder rights
that include minority shareholders. The
findings of their instrumental variable
panel data regression analysis, which
instruments firms' risk-taking by a loga-
rithm of initial assets, disclosure, rule of
law and anti-director rights index, show
that corporate risk-taking and growth are
positively affected by the quality of inves-
tor protection, supporting the proposition
that protecting investors promotes entre-
preneurial activity and economic growth
because it enables entrepreneurs to make
risky but high value added investments.

To investigate the relationship between
efficient bankruptcy laws and recovery
rates among economically viable firms,
Giné and Love (2010) use data on a large
number of firms that filed for bankrupt-
cy in Colombia between 1996 and 2003
and analyze how a 1999 reform in bank-
ruptcy laws affected recovery rates. Their
analysis, which compares the length of

Recovery rate

reorganization and liguidation cases be-
fore and after the reform, finds that the
reform significantly improved the recov-
ery rate of viable firms.

Janiak (2013) uses a theoretical model
calibrated using Doing Business data to as-
sess the impact of firm entry and exit reg-
ulations on unemployment. He finds that
firm exit regulations explain half of the
unemployment gap between continental
Europe and the United States. These find-
ings are based on the assumptions that
there is perfect competition in the market,
the degree of returns to scale is 0.85 and
firms buy fixed capital on entry, some of
which is sunk because of exit regulations.
Janiak also finds that when the degree of
returns to scale is lower, regulation ex-
plains more of the unemployment gap
and entry regulations become more in-
fluential than exit regulations (figure 3.2).
This is because when entry costs are high,
firms need to earn more profit to recover
those costs by increasing their size. How-
ever, when there are decreasing returns
to scale (i.e. returns to scale below unity),
the marginal product of labor and capital
will fall as firms expand, causing firms to
decrease their demand for labor, which
in turn will increase unemployment.

Therefore, the higher the degrees of di-
minishing returns to scale (the lower the
returns to scale from unity) the higher the
impact of entry costs on unemployment.

TAX REGULATIONS

Tax regulations are one of the most con-
tentious topics in public policy and eco-
nomics and have prompted a large body
of theoretical and empirical work inves-
tigating the effects of high tax rates and
cumbersome and complex tax codes and
procedures. Though determining the op-
timal tax system is difficult because dif-
ferent economies need different systems
to maximize their welfare, there is less
uncertainty—from both theoretical and
empirical perspectives—about the distor-
tionary effects of high taxes and cumber-
some tax systems.

Djankov and others (2010) examine
how effective corporate tax rates affect
entrepreneurship and investment using
cross-sectional data from 85 economies
in 2004. The authors collected the corpo-
rate income tax data based on a standard-
ized case study used for the paying taxes
indicator of Doing Business. They find that
higher effective corporate tax rates are
strongly associated with lower aggregate
investment, foreign direct investment and
entrepreneurial activity (figure 3.3).

Lawless (2013) investigates the impact
of high corporate tax rates and tax com-
plexity on foreign direct investment in 57
economies. Using panel data regression
analysis and controlling for a wide range
of factors affecting such investment, she
finds that complex tax systems are asso-
ciated with fewer—but not smaller—for-
eign direct investments. A high corporate
tax rate, on the other hand, is negatively
associated with both numbers and size
of foreign investments. Lawless shows
that a 10% reduction in tax complexity is
comparable to a 1% reduction in effective
corporate tax rates in terms of its effect
on foreign direct investment.

Monteiro and Assuncdo (2012) examine
the effect on the formal economy of a tax
reform, called SIMPLES, that reduced the
number of taxes and tax procedures for
micro and small firms in Brazil. Based on a
cross-sectional survey of firms in Brazilian
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FIGURE 3.3 Higher effective tax rates are associated with lower business density

154 .

Business density per 100 people

1st year effective tax rate

Source: Djankov and others 2010.

state capitals and metropolitan areas, the
authors estimate the impact of SIMPLES
on formal business licensing through nat-
ural experiments that compare firms eli-
gible to benefit from the reform and those
that are not. Their finding that business
licensing among retail firms rose by 13%
after SIMPLES was enacted is robust to a
series of sensitivity tests—indicating that
tax simplification helps expand the formal
economy.

BUSINESS REGULATORY
ENVIRONMENT AND OVERALL
ECONOMIC PERFORMANCE

The research reviewed so far was about
the effects of different business regu-
lations on intermediate outcomes. But
it is also important to know whether
strengthening the business regulatory en-
vironment has a significant impact on the
overall economic performance of firms
and economies, through for example its
effect on growth rate of output, produc-
tivity and innovation. A number of studies
have assessed how much a good business
regulatory environment, as measured
by aggregate Doing Business, matters for
economic growth, higher productivity and
innovation.

Djankov, MclLiesh, and Ramalho (2006)
shed some light on this issue using
cross-sectional data from 135 economies
covering the period from 1993 to 2002
and instrumenting business regulation
indicators with their legal origins (English,

French, German, Nordic and socialist),
the main religion in the economy (Cath-
olic, Muslim, Protestant or other), per-
centage of English-speaking population,
initial income per capita and geographic
latitude. They find that economies with
good business regulatory environments
grow faster and that output growth is
2.3% higher for the best quartile in the
sample than for the worst.

Dall'Olio and others (2013) provide further
insight on links between the business envi-
ronment and growth. Using the aggregate
Doing Business indicator and its sub-index-
es, such as construction permits, trading
across borders, paying taxes and em-
ploying workers, they investigate whether
structural or firm-specific characteristics
contributed more to labor productivity
growth in the European Union between
2002 and 2008. Panel data analysis found
that improvements in the Doing Business
indicators are positively associated with
increased labor productivity in manufac-
turing and services in EU-15 and EU-12
countries, though the magnitude of this
association is larger in EU-12 countries.?

Freund and Bolaky (2008) draw on data
for 126 economies between 2000 and
2005 and use predicted trade, gener-
ated from a regression of bilateral trade
on distance, as an instrument for trade
openness to establish the direction of
causality from Doing Business indicators—
covering areas including business entry,
labor and property registration—to open-
ness. They find that trade leads to higher

living standards in economies with flexi-
ble regulatory environments but not in
those with rigid regulatory environments.
They also show that business regulation
is more important than financial develop-
ment, higher education enrollment or rule
of law for complementing trade liberal-
ization. In addition, the authors find that
a 1% increase in trade is associated with
more than a 0.5% increase in income per
capita in economies with flexible entry
regulations, but has no positive income
effects in more rigid economies.

Using World Bank Enterprise Surveys
data from a large number of manufactur-
ing firms between 2002 and 2006 in 71
economies, Dutz and others (2011) show
that the aggregate Doing Business indica-
tor, as well as its sub-indexes (including
getting credit, protecting investors and
trading across borders), are positively
associated with product and process in-
novation for young firms in non-OECD
countries. Based on their findings, the au-
thors emphasize the importance of busi-
ness environment in spurring incentives
for competition and innovation.

The literature has shown that entry costs
increase the size of the informal econo-
my and decrease job creation, which are
likely to hurt economic performance.
Barseghyan (2008) investigates how en-
try costs affect output and productivity
using Doing Business data on entry costs
for 97 economies and instrumental vari-
able estimation. He instruments entry
costs by geographic latitude, share of the
population speaking a major European
language, European settler mortality rates
in the early stages of colonization and in-
digenous population density in the early
16th century. Barseghyan shows that
higher entry costs significantly reduce
output per worker by lowering total factor
productivity. He finds that an increase in
entry costs of 80% of income per capi-
ta decreases total factor productivity by
22% and output per worker by 29%.

On a related issue, Amiti and Khandelw-
al (2011) examine how improvements in
business regulatory environment, mea-
sured by aggregate Doing Business, affect
the quality upgrading of products based
on disaggregated data from 56 econo-
mies for 10,000 products. The authors
use panel data regression analysis and a



natural experiment to investigate how the
regulatory environment and import com-
petition affect product quality upgrading
in economies that are OECD members
and those that are not. For OECD mem-
bers the authors find that import com-
petition leads to much smaller quality
upgrading in economies with more cum-
bersome regulations. In non-OECD econ-
omies import competition does not lead
to any quality improvements if regulations
are more cumbersome. These findings
suggest that reforms might be needed for
import competition to improve product
quality because of impediments created
by bureaucratic red tape, nontariff barri-
ers and other entry regulations.

CONCLUSION

The empirical work reviewed in this chap-
ter provides evidence that cumbersome,
poorly functioning regulatory business en-
vironments undermine entrepreneurship
and the economic performance of firms
and economies. They do so by, for ex-
ample, impeding entry to production and
labor markets, which promotes the infor-
mal economy and unemployment, and by
making trading, accessing credit markets
and resolving legal issues more expensive
for businesses. Thus efforts to promote
economic and social development should
focus on formulating policies that make
business regulatory environments work

RESEARCH ON THE EFFECTS OF BUSINESS REGULATIONS

for entrepreneurs and small and medi-
um-size firms—and not obstruct their cre-
ation, productivity and competitiveness.

These results are encouraging, showing
the relevance of the policy reforms in the
areas measured by Doing Business. But
further research is needed. For instance,
although empirical research provides am-
ple evidence for positive links between
better business regulations and econom-
ic performance, more rigorous research
is needed to better understand whether
and to what extent the former causes
the latter. Some of the most convincing
evidence to date comes from natural
experiments, which have focused most-
ly on firm entry regulation. Other areas
of business regulations—such as trade,
taxation, labor markets, credit markets
and protecting investors—would benefit
greatly from future research using similar
techniques. Furthermore, given that only
a handful of studies separate out the im-
pact of business regulatory environment
on the overall performance of economies,
such as economic growth, productivity
and investment, more research on these
issues would substantially enhance our
understanding of the multifaceted rela-
tionships between business regulations,
economic performance and development.

Policymakers contemplating business
regulatory reforms should consid-
er designing these reforms and their

implementation in ways that lend them-
selves well to empirical analysis of their
effects, so that they can better under-
stand whether their reforms are leading
to desired outcomes. This may consist of
(i) collecting careful baseline and follow-
up data, and (ii) deliberately deciding to
phase in reforms for different groups of
users, perhaps even randomly selecting
locations in which reforms will be pilot-
ed, in order to be able to draw conclu-
sions about the causal impacts of their
reforms.

NOTES

1. Based on searches for citations in the 9
background papers that form the basis for
the Doing Business indicators in the Social
Science Citation Index and Google Scholar
(http://scholar.google.com).

2. The only exception to this rule is that Djan-
kov, McLiesh and Ramalho (2006) is includ-
ed in the review although it was published
more than five years ago, given that it is one
of the few studies examining the impact of
overall regulatory business environment on
economic growth.

3. The EU-12 are those that have joined the
European Union since 2004 Bulgaria, Cy-
prus, the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Malta, Poland, Romania,
the Slovak Republic and Slovenia. The EU-15
consists of Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland,
Italy, Luxembourg, the Netherlands, Portugal,
Spain, Sweden and the United Kingdom.
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Minimum capital requirements signifi-
cantly slow entrepreneurship.! Such re-
quirements also fail to serve their intend-
ed purpose of protecting consumers and
creditors from hastily established and
potentially insolvent firms. In recent years
many governments have stopped requir-
ing new businesses to deposit minimum
capital in banks or with notaries before
they can begin operations.

What is a minimum capital requirement?
It is the share capital that must be depos-
ited by shareholders before starting busi-
ness operations. For the Doing Business
starting a business indicator the paid-in
minimum capital is usually the amount
that an entrepreneur needs to deposit in
a commercial bank or with a notary when,
or shortly after, incorporating a business,
even if the deposited amount can be
withdrawn soon after a company is cre-
ated.? In most cases this required amount
is specified in an economy’s commercial
code or company law.® Research shows
that the existence of a minimum capital
requirement directly hinders business de-
velopment and growth.*

Of the 189 economies studied in Do-
ing Business 2014, 99 have no minimum
capital requirements. Some economies
never required firms to deposit money
for incorporation, while 39 have eliminat-
ed minimum capital requirements in the
past seven years. Armenia, Belarus, Bul-
garia, Denmark, Kosovo, the Republic of
Korea, the Kyrgyz Republic and the Unit-
ed Kingdom are among these economies
that have cut or eliminated such require-
ments. For instance, Belarus halved its
minimum capital requirement for private
limited liability companies in 2008, then
abolished it a year later. In 2009 Bulgaria
reduced its minimum capital requirement
by 99%, to less than $2. That same vear,

Denmark slashed its minimum capital re-
quirement for limited liability companies
from about $22,000 to about $14,000.
All of these changes lower the costs to
entrepreneurs to operate in the formal
sector. The other 90 economies still re-
quire entrepreneurs to deposit capital be-
fore registering a business. This amount
varies greatly—from €1 in Germany to
more than $58,000 in Myanmar.

WHERE IS THE MINIMUM
CAPITAL REQUIREMENT MORE
PREVALENT?

Across regions, minimum capital require-
ments are lowest in Europe and Central
Asia, Latin America and the Caribbean
and OECD high-income economies (fig-
ure 4.1). In Latin America and the Ca-
ribbean only 10 of 32 economies require
new businesses to deposit minimum
capital, with the Dominican Republic im-
posing the most—almost half of income
per capita, or about $2,500. Still, most
of the 10 economies that had enforced
capital requirements keep them low. In
Suriname it is about $30—0.4 percent
of income per capita—and in Bolivia it is
$40, equivalent to 1.8 percent of income
per capita. And in the past 10 years other
economies in the region, such as Mexico,
St. Kitts and Nevis, and Uruguay, have
eliminated minimum capital require-
ments altogether.

Among OECD high-income economies,
Austria and Slovenia have the highest
minimum capital requirements, asking
entrepreneurs to commit more than 40%
of gross national income per capita. In
Sub-Saharan Africa 13 economies have
minimum capital requirements exceeding
200% of income per capita. An extreme
example is Niger, where the minimum

Across regions, minimum capital
requirements are lowest in Europe
and Central Asia.

Of the 189 economies studied in
Doing Business 2014, 99 do not have
minimum capital requirements for
firms. Some economies have never
had them, while 39 have eliminated
them in the past seven years.
Minimum capital requirements

are comparatively higher in low-
income economies.

Paid-in minimum capital is often

a fixed amount that does not take
into account firms' economic
activities, size or risk related to
their activity.

Higher minimum capital
requirements are associated with
less access to finance for small and
medium-size firms.

Higher minimum capital
requirements are associated with
weaker regulations on minority
investor protections and tend to
enable the informal economy.
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FIGURE 4.1 Minimum capital requirements by region
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Note: Myanmar is excluded from the sample as it is a significant outlier.

Source: Doing Business database.

capital requirement is equivalent to 528%
of income per capita—about $2,000.

Globally, except in South Asia, minimum
capital requirements have been cut over
the past seven years. The biggest chang-
es have occurred in the Middle East and
North Africa, where the share of econo-
mies with minimum capital requirements
of less than 5% of income per capita fell
from over 60% in 2006 to 6% in 2013
(figure 4.2). In 2011 Jordan reduced its
minimum capital requirement from about

$14,000 to less than $2. Similarly, in 2013,
Morocco eliminated its minimum capi-
tal requirement for limited liability com-
panies. Many economies in Europe and
Central Asia and the OECD high-income
region have also sharply cut or eliminated
minimum capital requirements.

In South Asia only India and Maldives
still have minimum capital requirements.
In India it is about $1,900; in Maldives,
$135. In general, South Asia is lagging be-
hind on business entry regulatory reforms

FIGURE 4.2 Share of economies where the minimum capital requirement is less than 5%

of income per capita
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(30 economies)
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Qatar and San Marino, for a total of 185 economies. DB2006 data have been adjusted for data revisions and
changes in methodology and regional classifications of economies.

Source: Doing Business database.

compared with other regions. For in-
stance, in 2012/13, Sri Lanka was the only
economy of 8 in those studied that sim-
plified business registration—compared
with 10 of 21in Europe and Central Asia.®

Minimum capital requirements are rel-
atively higher in low-income economies
than in lower-middle, upper-middle and
high-income ones. Among high-income
economies, 25% have a minimum capital
requirement ranging from 1.5% to 230%
of income per capita—from about $1,500
in Malta to more than $50,000 in Bahrain.
Bahrain and Oman require new limited lia-
bility companies to deposit the equivalent
of more than 200% of income per capita
in bank accounts to complete registration
and commence business operations.

Of the 34 low-income economies stud-
ied, 18 do not have minimum capital re-
quirements. Among the other 16, 11 are
members of the Organization for the
Harmonization of Business Law in Afri-
ca,® which has fixed the minimum capital
requirement at about $2,000.

DO MINIMUM CAPITAL
REQUIREMENTS FULFILL THEIR
REGULATORY FUNCTIONS?

The minimum capital requirement finds
its roots in continental Europe of the 20
century.” Back then, the minimum paid-
up capital was stipulated by law and its
primary legislative purpose was to pro-
tect creditors and nurture confidence in
financial markets. Nowadays, despite the
financial burden that minimum capital
requirements impose on potential entre-
preneurs, some argue that they protect
investors and consumers from new firms
that are set up carelessly, might not be
financially viable and will likely close
soon after launching. Advocates of this
argument claim that minimum capital
requirements enable prospective inves-
tors to consider investments more cau-
tiously.

But this regulatory fix does not adequate-
ly address the problem. Paid-in minimum
capital is often a fixed amount that does
not take into account firms' economic ac-
tivities, size or risks. In some cases it is
the same for different types of companies
as well. For instance, a small company



in the services industry with low start-
up capital has to pay as much as a large
manufacturing company with high initial
capital in Gabon, despite the difference
in business activity and size. Moreover,
funds tied up in minimum capital require-
ments, particularly in economies where
the amount is sizable, could impose fi-
nancial constraints on companies that
have other needs, such as hiring, buying
equipment or developing services.®

Others argue that minimum capital re-
quirements shield firms from insolvency
and so protect creditors and investors.’
But lenders tend to base their decisions
on commercial risks rather than govern-
ment-imposed minimum capital require-
ments.”® Creditors usually prefer to eval-
uate firms' income statements, business
plans and other representative indicators.
Thus, many economies have found oth-
er ways to protect investors, particularly
with limited liability companies. For in-
stance, Hong Kong SAR, China outlines
solvency safeguards in its Companies Act
and does not require a specific amount
of paid-in minimum capital for business
incorporations. Furthermore, companies
have different probabilities of becoming
insolvent. Even with a minimum capital
requirement there is no guarantee that a
firm would not face insolvency because of
other factors such as poor management
and decision making, bad business condi-
tions and market changes.”

If the enforced minimum capital require-
ment is too high, it might impede the
development of start-ups. It could block
potential entrepreneurs seeking to start
businesses as alternatives to unemploy-
ment.”? In Ethiopia the official unemploy-
ment figure is more than 20%, yet the
minimum capital requirement is 184% of
income per capita. Though the minimum
capital requirement alone does not ac-
count for Ethiopia's high unemployment,
it does hamper the development of small
and medium-size formal businesses that
might be a source of employment.™

Some researchers also argue that high
minimum capital requirements distort
healthy competition by putting at disad-
vantage entrepreneurs with less finan-
cial capacity.” A firm is expected to use
its financial resources to establish the
business and day-to-day operations. So

WHY ARE MINIMUM CAPITAL REQUIREMENTS A CONCERN FOR ENTREPRENEURS?

freezing capital in a bank account may
undermine a company’s growth. In Bo-
livia and Ghana minimum capital can be
withdrawn in full only after a company’s
dissolution. Moreover, high minimum
capital requirements can enable fraudu-
lent activities that they are supposed to
prevent. Entrepreneurs eager to incorpo-
rate companies but lacking the required
funds, often falsify company incorpora-
tion forms or withdraw funds soon after
incorporation.”

If the capital requirement is too low, it
fails to screen out potentially unviable
businesses. A low requirement does little
to protect creditors if a company under-
goes financial distress.'® In many econo-
mies the requirement is merely symbolic
because governments and company reg-
istries cannot predetermine how much
money might be needed to cover compa-
nies’ liabilities if they become insolvent.”
For example, France, Germany, Japan and
Jordan have minimum capital require-
ments of less than $5. In addition, a min-
imum capital requirement does not limit
company debt because once the capital
amount has been established, there are
usually no limits on the borrowing of
companies.”®

Minimum capital requirements are espe-
cially futile if funds can be withdrawn and
possibly used to cover expenses unrelat-
ed to the business soon after a company
is incorporated. For instance, in Estonia,
Luxembourg and Thailand entrepreneurs
can withdraw start-up capital immedi-
ately after incorporating a business—so
minimum capital requirements provide
no security to potential creditors.”

A better way to make markets more ef-
ficient and protect creditors would be
to enforce mandatory disclosure of in-
formation, such as mandatory filing of
annual financial accounts in company
registries and enhancing the supervisory
role of company registries. Other forms of
creditor protection already exist in many
economies, including corporate gov-
ernance monitoring, setting of interest
rates and contractual provisions such as
bond indentures and loan agreements.?®
The United States, for instance, once im-
posed significant requirements on how
much capital had to be contributed and
maintained in a corporation. But those

rules have lost virtually all of their value
for stockholders and creditors because
better approaches have been developed.
Today creditors must rely primarily on
negotiated contractual protections, as
stipulated in statutory and incorporation
agreements.”’

A study of 5 EU economies shows that
eliminating minimum capital require-
ments makes it easier to start small and
medium-size enterprises. The number
of registered businesses has increased
in 4 of the economies studied that have
lowered or abolished minimum capital
requirements (France, Germany, Hungary
and Poland). Research also shows that, in
addition to significantly increasing the to-
tal number of limited liability companies,
such legal reforms have raised the num-
ber of new firms created.??

Another study on the effects of deregula-
tion of corporate laws on company incor-
poration shows that entrepreneurs have
taken advantage of recent rulings by the
European Court of Justice allowing them
to select the economy where they incor-
porate regardless of their initial location.
For instance, cross-country incorporation
from businesses in other EU economies
increased significantly in the United King-
dom, driven by low capital requirements
and start-up costs.?

WHAT IS THE ECONOMIC
RELEVANCE OF MINIMUM
CAPITAL REQUIREMENTS?

Through the analysis of minimum capital
requirements it is possible to identify 2
main types of correlations: one relating
minimum capital requirements to other
types of regulations and another relat-
ing minimum capital requirements with
economic outcomes, such as the size of
the informal economy. All the results pre-
sented here are based on correlations and
cannot be interpreted as causal.

The analysis shows that minimum capi-
tal requirements are related to 2 types of
regulations: insolvency laws and its im-
plementation and minority shareholder
protection. The efficiency of insolvency
laws is measured by the Doing Business
recovery rate indicator. The regression
analysis suggests that minimum capital
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FIGURE 4.3 Higher minimum capital requirements are associated with weaker investor
protection
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Source: Doing Business database.

FIGURE 4.4 Higher minimum capital requirements are associated with less access to
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FIGURE 4.5 Higher minimum capital requirements are associated with more informality
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requirements might not help creditors re-
cover their investments. There is a strong
negative association between such re-
quirements as measured as a percentage
of an economy'’s income per capita and
the recovery rate of creditors. The recov-
ery rate for investors tends to be higher
in economies that do not have minimum
capital requirements.?* So, indeed, such
requirements do not play a crucial role in
safeguarding creditors against company
bankruptcies.

The negative correlation between min-
imum capital requirements and the
strength of investor protection index
(which measures legally required minori-
ty shareholder protections provided by
law) is also significant (figure 4.3).2>%
Economies that do not have minimum
capital requirements or set them very low
tend to better protect investors by being
more likely to promote transparency in
corporate transactions, provide easy ac-
cess to corporate information and have
stricter director liability standards.

With regards to economic outcomes,
the analysis shows that in economies
with high minimum capital requirements,
small and medium-size firms have less
access to bank financing.?” The analysis
also reveals a strong correlation between
the amount of minimum capital required
and the percentage of small and me-
dium-size enterprises that cite access
to finance as a major constraint to their
business operations (figure 4.4).

Furthermore, there is a strong positive
association between minimum capi-
tal requirements and the percentage
of firms in economies who say that the
informal economy severely constrains
their growth (figure 4.5). If entry costs
are prohibitively high, entrepreneurs
might be disinclined to formalize their
businesses. There is also a strong nega-
tive relationship between the number of
years that firms operate without formal
registration and the burden of minimum
capital requirements.?® Based on this
relationship, higher minimum capital
requirements are associated with lon-
ger periods when firms operate without
formal licenses. The less money that
firms have to spend on minimum capital
requirements, the less likely they are to
compete against informal businesses as



those firms have a greater incentive to
become formally registered.

There is also a strong negative association
between minimum capital requirements
and the number of new formal business-
es.”” This result supports the argument
that minimum capital requirements deter
entrepreneurial activity, creating obsta-
cles for business development.

CONCLUSION
Despite its shortcomings, minimum
capital requirements remain a reali-

ty for many economies, especially in
the Middle East and North Africa and
Sub-Saharan Africa. But every year more
economies slash or eliminate how much
money entrepreneurs must deposit to
start businesses. Governments can take
various other steps to protect investors
and creditors, minimize risks of bank-
ruptcy and safeguard consumers from
potentially hazardous products.
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= Inspections during the construc-

tion of buildings are crucial, but
assessing the potential risks of a
building—such as its environmental
impact—is even more important.
Risk-based inspections, which focus
on what to inspect and when, have
become more popular in the past
decade. They are conducted to
ensure a building's structural safety,
fire safety, worker safety and public
safety.

In Australia risk management for
construction emerged in 1999 but
not all aspects of the system were
incorporated immediately. The
2005 Building Professionals Act
introduced the accreditation and
regulation of private inspectors,
creating competition between the
public and private sectors.

France strengthened its liability
regimes and introduced a risk-
based inspections system based on
building classifications that already
existed in the law but were never
implemented.

Economies seeking to adopt risk-
based inspections should consider
that successful implementation
requires strong legislation for
construction, strong enforcement
institutions, conflict resolution
mechanisms, adequate resources

and a liability and insurance regime.

Construction accounts for a large share of
GDP in most economies. In 2005, during
a period of high growth, it was the source
of at least 7% of GDP in Bangladesh, India
and the United Arab Emirates. Govern-
ments often use construction to stimulate
economic activity because of its benefits
for people across socioeconomic strata.’
From New York to Shanghai, economies
are competing to build the tallest, biggest,
most beautiful buildings.

Ensuring safety in construction is not
easy. A single structural failure can cause
an entire building to collapse, often lead-
ing to injuries and deaths. The collapse of
the Kihonge high-rise in Kenya in 2006,
a multistory Melcom department store
in Ghana in 2012 and the Rana Plaza
Building—a multiuse building including a
garment factory—in Bangladesh in 2013
show that strong regulation for building
construction and equally strong enforce-
ment of the law are essential for worker
and public safety. Furthermore, the mon-
etary costs incurred by governments or
private sector to replace the buildings or
fix the damages can be substantial.

These incidents do not imply that these
countries do not officially require inspec-
tions. Ghana's Building Inspectorate is
legally required to inspect buildings at 4
stages before the official final inspection.
Similarly, Bangladesh's City Development
Authority is supposed to conduct exca-
vation and foundation inspections before
conducting a final inspection. But such in-
spection requirements do not do enough
to guarantee worker and public safety.

Inspections during the construction of
buildings are crucial—but assessing po-
tential risks might be even more import-
ant. For example, several factors must be
taken into account when building a power

plant, such as the pollution it is expected
to emit, which will affect how thorough-
ly it needs to be inspected. Accordingly,
there has been growing consensus in the
construction industry on the need for su-
pervisory bodies to consider the potential
risks imposed by a building, rather than
applying the same inspections standards
to all buildings. Many economies are
adopting innovative approaches to con-
struction controls, with the focus shifting
from random, systematic and untargeted
inspections to more targeted, selective
and risk-based inspections.

Both developed and developing econo-
mies have implemented risk-based in-
spections, which take into account the
varying risks for different types of build-
ings. Since 2005, 18 economies have
incorporated elements of risk-based in-
spection systems.? For example, Germa-
ny adopted a system similar to Australia’s
that makes private inspectors responsible
for ensuring buildings’ safety and thus
responsible for conducting the required
inspections based on the type of building.

Over the past three decades other govern-
ments have also worked with the private
sector to develop risk-based inspections,
resulting in new laws and regulations
that make safety a central focus of the
construction industry while maintaining
efficiency. Risk-based inspections, as op-
posed to random, untargeted inspections,
allow governments to allocate resourc-
es where they are most needed without
compromising worker and public safety.
But their effectiveness depends on sev-
eral factors, including strong oversight,
proper enforcement of legislation, suffi-
cient resources and technical expertise.

Economies require inspectors to inspect
buildings to ensure that builders comply



with legal requirements for worker safety
(construction inspections), structural in-
tegrity (building inspections) and fire safe-
ty. There can be too few inspections or too
many; neither approach benefits the con-
struction industry or the public interest.

In some economies obtaining a con-
struction permit requires dozens of pro-
cedures. It can take more than a year to
comply with these, and they can cost
several times annual income per capi-
ta. Moreover, the process is often little
more than a way to extract rents and so
is associated with corruption. In contrast,
countries such as France, New Zealand
and the United Kingdom have created
permit procedures that strike a much
better balance, ensuring high levels of
public safety while not burdening the
private sector with excessive red tape.
Builders in such economies are creating
simpler structures that are generally sub-
ject to less requirements and inspections
due to their lower risks.

WHAT TYPES OF INSPECTIONS
ARE THERE?

Unannounced or unscheduled inspec-
tions are known as random inspections.
They can occur at any time and any stage
of a construction project. There can be as
many inspections as the building inspec-
tor deems necessary. For a 30-week con-
struction project—the model measured
by Doing Business—several economies
have 1 random inspection, while the Lao
People's Democratic Republic and Liberia
have 12 and Guinea has 15.2

Though random inspections can reveal
more instances of noncompliance with
building regulations than do phased in-
spections, they also create more oppor-
tunities for graft. And requiring a lot of
inspections might not be necessary for
smaller buildings that do not pose serious
environmental or hazardous risks. Still,
having no inspections is a safety risk.

Phased inspections occur during specific
phases of construction. They occur re-
gardless of a building's size, location or
use. Economies such as Canada and the
United Kingdom recommend conducting
such inspections in 9 phases, but this
number might differ for other economies

WHAT ROLE SHOULD RISK-BASED INSPECTIONS PLAY IN CONSTRUCTION?

TABLE 5.1 The United Kingdom requires a range of building inspections

Phased inspections required for all buildings

Commencement of works

Excavation of foundation

Superstructure, structural frame or components
First fix (pre-plaster)

electrical and fire alarms
Intermediate inspections when required
e Pre-occupation issue of a completion certificate

Source: http://www.teignbridge.gov.uk.

based on factors such as geographical
location.* Thus both countries have im-
plemented hybrid systems that include
both phased and risk-based inspections.
On the other hand, Bhutan inspects all
buildings at 7 phases of construction,
without additional risk-based inspections.
A phased inspection strategy demands
that authorities have enough resources
to inspect every building at each required
phase. An insufficient number of inspec-
tors can lead to missed, hurried or incom-
plete inspections.

Risk-based inspections have become
more popular in the past decade, resolv-
ing some of the issues from random and
phased inspections. Though many risk-
based inspection systems include a min-
imum number of phased inspections for
all buildings, they typically give priority to
buildings with high risks—such as envi-
ronmental ones—and optimize the pro-
cess. For example, the United Kingdom
has defined key stages of inspections for
all buildings, plus additional inspections
based on the building's risk level (table
5.1). Hence risk-based inspections focus
on what to inspect and when. Risk-based
inspections are conducted to ensure a
building's structural safety, fire safety,
worker safety and public safety but in a
more efficient manner. Riskier buildings
face more inspections. Having fewer in-
spections for less risky buildings lowers
costs without compromising safety, in-
creasing flexibility and enabling inspec-
tors to move away from random and
phased inspections.

In addition to defining the inspections
that must take place for different types
of buildings, risk-based inspections sys-
tems have involved a growing shift in risk,
responsibility and liability from public

Inspections based on risk assessment

In addition to key stage inspections, high-
risk sites must undergo extra inspections.
The assessment is adjusted accordingly
during construction.

In-situ testing, such as for drains, sound, air pressure,

bodies to private engineers and inspec-
tors. Private practitioners tend to have
the skills, expertise and experience to
function without controls or with limited
controls.® They are also held liable for the
safety of buildings and subject to inde-
pendent oversight.

HOW ARE RISK-BASED
INSPECTIONS IMPLEMENTED?

Efforts to develop risk-based inspections
must consider several elements, including:

® (lassifying and assessing buildings.
Building classifications and assess-
ments are important for determining
the frequency and scope of inspec-
tions. Not all buildings face the same
risks. Thus risk evaluation requires a
holistic approach, and understanding
the risks associated with different
types of buildings is essential for suc-
cessful risk-based inspections. Build-
ing classification is just as important
when determining the necessary lev-
els of review for the building plans pri-
or to construction, for construction of
the building itself and for assessment
of the building after construction to
ensure its compliance with safety
standards.

= |dentifying who will conduct inspections.
Risk-based inspections rely on profes-
sional inspectors who are responsible
for ensuring that buildings are con-
structed according to safety standards.
If violations occur, inspectors must
hold insurance to cover the loss of any
structural damages. Accordingly, only
experts certified by the state or a legal
body should perform inspections.

s |dentifying the responsibilities of those
authorities. Inspectors’ mandates must
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be clearly defined. In addition, a formal
enforcement mechanism must be in
place to ensure compliance with regu-
lations and administer penalties for vi-
olations, as well as a conflict resolution
mechanism in cases of disagreement
between inspectors and developers.

Different economies have taken different
approaches to risk-based inspections. In
the 1990s Austria introduced three class-
es of construction so not every building
requires a building permit, as had been
the case:

» first class. For small expansions or
other small construction works ex-
empt from building permits and plan-
ning and zoning reviews.

= Second class. For construction works
up to 20 square meters that do not
require building permits and technical
reviews. But these projects are subject
to planning reviews, and signatures
must be obtained from neighbors to
ensure they have no objections to the
project.

® Third class. These projects require
building permits with third-party re-
view of all crucial elements. A sub-
category in the third class known as
the “light procedure” requires little
or no independent review of building
design and construction. In Vienna a
structural review is the only require-
ment for this subcategory. Though
notifications to the relevant agency
are required once certain stages of
construction are completed, inspec-
tions are the exception rather than the
rule under the light procedure.®

Economies that have been using risk-
based inspections the longest, such as
Australia and France, have comprehensive
classifications of building categories and
risks based on size and use. Their systems
have proved quite successful over the
years. Thus the case study has focused on
the experiences of these two countries.

AUSTRALIA AND FRANCE: TWO
EXAMPLES OF GOOD PRACTICE

Australia: privatizing inspections
In Australia risk management for con-
struction emerged in 1999 based on

techniques developed by Standards
Australia, an independent nonprofit con-
sidered the country’s leading nongovern-
mental standard-setting body.” Buildings
began being inspected by local councils,
and risk assessments by those councils
determined the number of inspections
needed, with standards varying by coun-
cil. But the 2005 Building Professionals
Act allowed for accreditation and regu-
lation of private inspectors.® By opening
to the private sector, Australia intro-
duced competition to a system that had
primarily been the responsibility of local
councils. Furthermore, in 2005 Australia
amended its Building Code to introduce
a risk-based categorization system for
buildings that inspectors had to follow
(see next section for more details on the
categorization).

In addition, in 2010 changes were made
to the Building Professionals Board, which
had been the sole body authorized to
accredit private inspectors, regulate the
profession and enforce disciplinary and
legal actions against private inspectors.
Now principal certifying authorities can
accredit professionals from various back-
grounds—including engineers, planners
and building and land surveyors—to serve
as inspectors. In addition, the board be-
came responsible for accrediting, regulat-
ing and enforcing actions against certified
inspectors.’

As a result principal certifying authori-
ties can retain both private and council
inspectors, who report back during and
after construction. By law, principal cer-
tifying authorities must be designated to
conduct the mandatory inspections at
the critical stages (stipulated in the En-
vironmental Planning and Assessment
Act), manage inspections and decide if
additional inspections are needed based
on a building's risk level. The principal
certifying authority must also issue the
certificate of construction (a mandatory
certificate that must be obtained prior
to the commencement of construction
works) and certify the safety of the build-
ing upon completion of construction. The
principal certifying authority is held liable
if any issues arise related to the building
construction.’® However, inspectors must
obtain an annual professional insurance
up to a minimum of AUD 1,000,000 in
order to be retained in their position.

France: establishing insurance-
driven building control and
mandating risk-based inspections
France's 1978 Spinetta Law provided
a legal framework for creating techni-
cal control agencies and dramatically
modifying liabilities in construction
works. " Until then it was unclear who
was responsible for inspecting build-
ings during construction. The govern-
ment had limited involvement in the
construction industry. Builders and ar-
chitects were simply required to have
10-year warranty insurance for damag-
es caused by a building collapse. Fur-
thermore, while previous legislation had
stipulated various categorizations of
buildings, it had never stipulated what
types of inspections should be conduct-
ed for each category.

Under the Spinetta Law only private,
state-licensed technical control agen-
cies can inspect construction sites.”
Technical controllers cannot be direct-
ly involved in construction-related ac-
tivities. They must be accredited for
5-year terms based on requirements
defined by a state decree, including for
technical competence and profession-
al conduct.™ Technical control agencies
must verify buildings’ strength, safe-
ty and compliance with building reg-
ulations, including standards for seis-
mic construction and accessibility for
the disabled. In addition, all parties in-
volved in construction—such as con-
tractors, builders, and technical con-
trol agencies—must obtain insurance
covering defects in construction. Com-
pliance with regulations has improved
dramatically since the Spinetta Law
was implemented.”

Building classifications in Australia
and France

A building's risk level is based on its clas-
sification, use and height. Volume 1 of
the 2005 Building Code of Australia con-
siders all buildings low risk regardless of
their class if they are less than 4 stories
except class 9 (table 5.2)." Class 9 build-
ings are considered high risk due to their
uses and regardless of their height. More-
over, some buildings are considered high
risk because of their importance as class
3 or 4 buildings. Class 3 buildings house
more than 250 guests, motels or guest
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TABLE 5.2 What building classifications does Australia use?

Building class  Use

1 Standalone residence

2,3,4 Residential

56,7 Office building for commercial
purposes

8 Laboratory

9 Building of a public nature

10 Other domestic utilities

Risk level
n.a.

Low for up to three stories

Medium for more than three stories but less than
25 meters

High for more than 25 meters

Low for up to three stories

Medium for more than three stories but less than
25 meters

High for more than 25 meters

Low for up to three stories

Medium for more than three stories but less than
25 meters

High for more than 25 meters
High

n.a.

Note: Buildings in any class with a risk level of 3 or 4 are considered high-risk buildings. n.a. = not applicable.

Source: 2005 Building Code of Australia.

houses. Class 4 is the residential part of
buildings classified under classes 5, 6, 7,
8 or 9. For example, if an office building
has one floor with residential apartments,
that floor is classified as class 4.

Risk levels and building classes enable
principal certifying authorities to de-
velop inspections that protect public
safety. For example, 2 buildings might
be considered low risk because of their
height. But depending on their uses, 1
might require more inspections because
of the complexity of its construction. In
addition to the risk-based inspections
that principal certifying authorities deem
necessary, several critical inspections are
set by law for each building class, includ-
ing standalone residences (class 1) and
garages and parking lots (class 10). For
classes 1 and 10, 7 inspections are re-
quired, compared with just 3 for class 7
warehouses.'®

In France building classifications are
mainly based on occupancy and use,
though height also plays a role. Only
nonresidential buildings that receive vis-
itors—such as malls, office buildings or
movie theaters (établissement recevant du
public, or ERP) and residential buildings
up to 50 meters tall are categorized. The
5 categories for these buildings are based
on the number of people they can house

TABLE 5.3 What building classifications

does France use for ERP?

Number of Mandatory
inspection
required?

people the
building houses

Classification

Category 1 More than 1,500 YES
Category 2 701-1,500 YES
Category 3 301-700 YES
Category 4 300 YES
Category 5° 300 or fewer® NO

Note: In addition to ERP, residential buildings up to
50 meters high are also classified according to the
5 categories above.

a. Includes only visitors.

b. Refers to small construction works with or without
sleeping quarters.

Source: 2009 Building and Housing Code of France.

(table 5.3). For categories 1 to 4 the
threshold includes both employees and
visitors, while only visitors are considered
for category 5 (which has more lenient
safety regulations).

Mandatory inspections are required for
categories 1to 4 and are classified into 2
main categories: L and S. Each category
has sub-categories that relate to a spe-
cific part of the building such as framing,
roofing or thermal performance.

» (Category L (Legal aspects—excluding
seismic risk level): This type of control
focuses on the structural strength, the
foundation, the framing, the roofing
and the mandatory equipment to be
used for each step.

s Category S (Safety): This category
concerns the safety of the workers on
the construction site.

Depending on a building's class and type,
the safety control agency conducts either
category L or S inspections. High-risk
buildings have both types of inspections.
A special category, category PS (Paraseis-
mic), is applied to zones prone to seismic
activity. In this case, all three categories of
inspections are mandatory.

WHAT CHALLENGES HAVE BEEN
FACED?

Economies seeking to adopt risk-based
inspections can face several challenges.
First, economies with weak legal insti-
tutions will find it nearly impossible to
implement such a complex system. It
requires passing legislation that, among
other things, clearly stipulates catego-
rization of buildings, identifies qualifi-
cation and licensing requirements for
private practitioners, calls for strong
oversight mechanisms and calls for the
establishment of agencies that are well-
equipped and trained to ensure the safe-
ty standards of buildings. Having clear
zoning and land regulations is also key.
In some economies implementing risk-
based inspections has been a challenge
because authorities do not know if the
building that will be constructed is in a
high-risk zone (such as a zone prone to
flooding or seismic activity, has natural
reserves, is a historical heritage site, or
the like).

Second, enforcement of the legal frame-
work is essential to ensuring its success-
ful implementation. The relevant agen-
cies must be independent enough to
enforce the law and exercise their right
to conduct any needed oversight. For
example, they must establish mecha-
nisms whereby clients can submit com-
plaints about their dissatisfaction with
an inspector, then investigate the case
and take disciplinary actions against
the inspector if the case is confirmed.
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Corruption can be reduced as well in
these cases; without the proper en-
forcement mechanisms, it becomes
easier to engage in paying bribes to the
inspectors. Economies with successful
risk-based inspections have strong le-
gal institutions and solid enforcement
mechanisms.

Consider Brazil, where the construction
industry has expressed strong and grow-
ing demand for risk-based inspections.
But because of a weak legal framework
and poor dissemination of a risk assess-
ment methodology, only Sdo Paulo was
able to implement risk-based inspec-
tions—and the system remains limited.
Many practitioners lacked sufficient
knowledge and were not well-trained to
properly identify the various types of risk
involved in the different types of build-
ings."”

Establishing a conflict resolution mech-
anism can also be challenging. It entails
establishing a system where entities
adversely affected by permitting author-
ities' decisions can appeal them. Like
the enforcement mechanisms, conflict
resolution mechanisms can only be suc-
cessful if there is technical competence,
procedural safeguards and transparent
processes. For example, Canada’s Build-
ing Code Commission members have the
appropriate technical expertise and are
appointed from both the regulatory and
industry sectors. The commission's deci-
sions are binding and hearings on tech-
nical issues almost never exceed 6 to 8
weeks.'®

Another main challenge is securing ad-
equate resources. Developing a sound
risk management system to implement
risk-based inspections requires investing
time and money. Risk-based inspections
involve identifying and assessing the
risks of every building. Such efforts are
time-consuming and require staff with
technical expertise. Thus sufficient fi-
nancial resources have to be allocated to
training. And to allocate these resources
wisely, agencies must be run by individ-
uals who are technically competent and
can act independently.

Still, economies can start with small-
er steps that do not require extensive
resources. In 2012 the municipality of

Ciudad de Guatemala issued a new tech-
nical manual on construction permits
that introduced a risk-based approach to
inspections conducted during construc-
tion. Low-risk projects—buildings smaller
than 3,000 square meters with 3 floors or
fewer—were exempted from inspections
during construction but remain subject to
a final inspection. Before, random inspec-
tions for low-risk projects occurred about
once a month.

Finally, economies implementing risk-
based inspections must develop liability
and insurance systems. Doing so helps
hold building inspectors and enforcement
agencies accountable and deters them
from delaying the issuance of permits.
Building inspectors in those economies,
such as Australia, France and the United
Kingdom, hold insurance regimes that
guarantee compensation in case of de-
fects. But in most developing economies
implementing such a regime can be a
challenge since insurance systems are
not readily available.””

WHAT BENEFITS HAVE BEEN
REALIZED?

Implementing risk-based inspections can
present enormous challenges, but the
benefits are greater. After France imple-
mented its Spinetta Law, construction-re-
lated conflicts and litigation fell, protec-
tion improved for owners and contracting
authorities, and building safety, quality
and compliance with building standards
increased. The reforms also lowered re-
pair costs.?°

Indicators of construction quality—as
measured by the percentage of buildings
for which insurance claims are filed and
related repair costs relative to the cost
of the building—have also improved. For
instance, repair costs as a percentage of
construction costs fell from more than
4% in the 1990s to 3.6% for buildings
completed after 2001. That these figures
are both low and declining reflects the
system's effectiveness.”’

In 1984 the United Kingdom began
modernizing its building regulation. As
in Australia, builders can now choose
whether to have inspections conducted
by licensed private inspectors or local

public authorities. This has greatly ben-
efited clients because if they choose a
private inspector, they can involve the
inspectors at an earlier stage of the pro-
cess (meaning, before construction even
begins). A public inspector is only in-
volved during construction. In 2012, 60
or so private inspectors—including sev-
eral large corporate inspection firms—
handled 30% of building control work.
Introducing a private alternative to pub-
lic building control has made the process
more efficient and expedited services.”?
Inspections in the United Kingdom are
not free of charge, so by having clients
choose private inspectors, local public
authorities are losing revenue and thus
have an incentive to compete with the
private sector.

But much of the success of these econ-
omies has also been a result of strong
implementation and oversight of the pri-
vatized systems. First, a robust system of
qualification and licensing requirements
exists for private inspectors. Inspectors in
these economies have extensive technical
expertise, which results in higher compli-
ance with building codes.?® And enforce-
ment agencies operate with considerable
independence and can hold private prac-
titioners accountable for wrongdoing.
Without these necessary safeguards, the
effectiveness of a privatized system can
remain limited.

For example, the former Yugoslav Re-
public of Macedonia privatized its design
and construction reviews process. Many
requirements and documentation were
streamlined or eliminated. In just one year
the time needed to obtain a construction
permit was cut by 22 days and the num-
ber of procedures required by 10 as mea-
sured by Doing Business. For inspections,
FYR Macedonia introduced two catego-
ries of buildings: those of national impor-
tance and those of local importance, such
as commercial warehouses. The 5 phased
inspections previously required by the
State Inspectorate for Construction and
Urban Planning for buildings of local im-
portance were eliminated, and construc-
tion oversight can now be performed by
independent professionals hired by inves-
tors. But licensing requirements for engi-
neers are not yet robust and oversight of
their work remains weak.



CONCLUSION

Introducing risk-based inspections is
challenging. Among the many prereg-
uisites are sound legislation, accurate
categorization of buildings and effective
agencies with sufficient resources, well-
trained workers and legal mandates to
conduct inspections. Economies that
have successfully implemented such sys-
tems have seen more efficient inspections
of their construction industries without
compromising the safety of workers, the
public or buildings.

Australia privatized its inspection system,
while France strengthened and clarified its
liability regime. Technical controllers must
be licensed, and technical control agencies
are held accountable for building safety.
And while Australia categorizes buildings
based on their uses, France categorizes
its buildings based on their occupancy.
Though the two countries took different
approaches, both emerged with far more
efficient construction inspection systems.

WHAT ROLE SHOULD RISK-BASED INSPECTIONS PLAY IN CONSTRUCTION?
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* Around the world, high connection

costs are abarrier to getting
electricity. The getting electricity
indicator shows that connection
costs for entrepreneurs are highest
in Sub-Saharan Africa.

The most effective regulatory
systems govern connection costs
in away that is cost effective for
utilities and fair for customers.
Studies often focused on the
balance between connection costs
and consumption tariffs. But when
analyzing connection costs, few
studies assessed cost allocation
between new customers requesting
connections and future customers
who might benefit from them,
which is the focus of this case
study.

Trinidad and Tobago lowered
connection costs by introducing
acapital contribution scheme to
resolve the “free rider” issue (which
occurs when first customers fund
the entire construction works, to
the benefit of future customers).
The new scheme was implemented
through extensive collaboration
among multiple stakeholders,
including the regulator, electricity
utility and entrepreneurs.

Access to electricity is essential for firms.
Yet many entrepreneurs around the world
struggle with high costs to connect to
electricity grids. In 2013 the cost to con-
nect a single warehouse to a power sup-
ply ranged from an average of $19,112 in
South Asia to $38,500 in Sub-Saharan
Africa. Globally the average was $29,134
(figure 6.1). Self-supply is much more
costly—often prohibitively so." Moreover,
high electricity connection costs often go
hand in hand with high transmission and
distribution losses.?

Experts contacted by Doing Business iden-
tified high connection costs as the main
barrier to accessing electricity in their
countries (figure 6.2). That was the case
for all income groups except low-income
economies, for whom a lack of generation
capacity is the main barrier.

UTILITIES SPREAD NEW
CONNECTION COSTS BETWEEN
TARIFFS AND CONNECTION FEES

Every electricity utility has to recoup the
costs of a generation plant, transmission
and distribution networks and to foster
income for future expansion. One way of
doing so is by levying network costs to
new customers, in the form of an advance
lump sum payment to facilitate infra-
structure works for an electricity supply.
This lump sum is called customer’s cap-
ital contribution.

If a customer is not near the existing net-
work or the network is already fully used
and new capacity is required, the cost of
extending the network might be high. In
such cases customers have to pay all or
part of the capital cost—which might be
a significant barrier to obtaining a new
connection, especially in low-income

areas. Alternatively, if a large share of
the costs is recovered through tariffs
rather than through advance lump sum
payments, new customers enjoy a sig-
nificant benefit at the expense of other
customers.

UTILITIES HAVE TO BALANCE
NEW CONNECTION COSTS
BETWEEN PRESENT AND
FUTURE REQUESTS

Many studies have focused on the bal-
ance between connection costs and tar-
iffs. This case study highlights one way of
striking the right balance between costs
for new and future connection requests.

Costs for electricity connections are usu-
ally set by distribution companies and
often reviewed by regulators when such
agencies exist. Because utilities allocate
costs for new connections between exist-
ing and prospective customers, they also
have to balance economic efficiency and
fairness. But it is often difficult to distin-
guish between capital works for specific
customers and those needed for project-
ed growth or safety and reliability. That
leaves room for new customers to pay for
investments in the network that will ben-
efit other customers as well.

Consider a customer who wants to con-
nect a warehouse to electricity. The cus-
tomer's premises could get connected to
an existing transformer with sufficient
spare capacity, or the utility could install
a new transformer. This latter case could
happen because a transformer is required
for the customer but it could also be that
the utility has development plans and
wants to connect future customers to this
transformer. Transformers are expensive.
Customers can end up paying for more



TACKLING HIGH ELECTRICITY CONNECTION COSTS: TRINIDAD AND TOBAGO'S NEW APPROACH

FIGURE 6.1 The average cost to connect to electricity varies by region
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than is needed for connection requests,
subsidizing future customers. Explicit
rules on the allocation of costs are essen-
tial for fairness to customers.

In addition, connection costs are not fully
transparent in many economies. Utilities
often present customers with individu-
al budgets instead of regulated capital
contribution policies aimed at spreading
the fixed costs of expanding networks. It
makes it even more difficult for custom-
ers to assess how connection costs are
spread among their requests and possibly
reinforce the electricity network.

WHAT HAS THE GETTING
ELECTRICITY DATA SHOWN?

While there are many datasets on en-
ergy demand and supply quality, pre-
viously no global dataset existed on
benchmarking connection costs across
economies. The getting electricity indi-
cator offers an annual comparison of the
procedures, time and cost of obtaining
an electricity connection in 189 econo-
mies, with data going back to 2009. Of
the 3 indicators, costs vary most. This
study aims to identify bottlenecks and
good practices about calculating costs
for new customers. Economies have
tackled high connection costs in differ-
ent ways. In Japan, it costs nothing for
an entrepreneur to connect a warehouse
to electricity—the costs of expanding
the distribution network are covered by
electricity tariffs. Papua New Guinea’s
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utility has a payment scheme that allows
customers to pay capital contributions
in monthly electricity bills.

The indicator shows that costs can usu-
ally be divided into 2 categories: a clearly
regulated connection fee based on a for-
mula or set as a fixed price, and variable
costs for the connection that take into
account the labor and material required.
Where a new connection can be made
directly to the low-voltage network, reg-
ulated and fixed fees represent a larger
share of the connection cost in high-in-
come economies. In general, the higher
the income per capita is in an economy,
the higher is the share of regulated fees in
the total cost.

Sweden is among those that provide clear
regulation of fees. For the 140-kilovoltam-
pere (kVA) connection assumed in the
getting electricity case study, costs are
fixed and based on an average for similar
projects in the area. Information on fees
also tends to be more easily accessible in
higher-income economies—in a regula-
tion, on a website or through a brochure
or board at a customer service office.

TRINIDAD AND TOBAGO'S
EFFORTS TO MAKE ACCESSING
ELECTRICITY FAIRER

Trinidad and Tobago's strategy for lower-
ing electricity connection costs focused
on finding a fair scheme to allocate costs
between new and future customers. In

FIGURE 6.2 High connection costs are the
main barrier to accessing electricity
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2006 T&TEC—Trinidad and Tobago's
public, regulated electricity utility—got
complaints about the costs of connect-
ing to electricity. The most controversial
issue was the capital contribution. Where
the distance of the customer was far from
the network or the network was fully used
and new capacity was required, extending
the network would increase the overall
cost.

Customers paid for extensions (less the
offset of revenues from the connection
in the third year) required to connect to
the system. If another customer sought
a connection the new customer would be
able to use the assets funded by the first
customer. So a free-rider problem arose.
There was no mechanism to reimburse
customers that had funded connection
assets shared by others whose emer-
gence was not anticipated at the time of
original application.

The legal basis for the capital contribution
imposed by TS&TEC arose from the T&TEC
Act, Chapter 54:70 which states that cli-
ents had to pay for new electricity con-
nections if they were more than 60 feet
away from the existing grid. T&TEC pre-
sented individual gquotes to customers
who had no basis to contest them should
they want to. A customer requesting
a new connection of 140 kVA for a ware-
house located 150 meters away from the
existing network had to pay more than
$8,000 in Port of Spain in 2009.
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ESTABLISHING ACAPITAL
CONTRIBUTION WORKING
GROUP HELPED

Trinidad and Tobago's regulator, the Reg-
ulated Industries Commission (RIC),
recognized that the capital contribution
was contentious because the calculation
of connection costs was complex and
somewhat subjective. In 2006 the RIC
established a working group to review
capital contributions. The group was
comprised of representatives from non-
governmental organizations, the Cham-
ber of Industry and Commerce, Bureau of
Standards, Ministry of Legal Affairs, Elec-
tricity Commission and the RIC. The chair
of the group was a representative from
the Network of NGOs of Trinidad and To-
bago for the Advancement of Women.

The group adopted a comprehensive ap-
proach that examined procedures and
acts regulating capital contributions and
looked into what utilities in other econo-
mies were doing. Their research focused
on whether there was a clear, formal
capital contribution policy | the issues ad-
dressed in the policy (such as for exemp-
tions, reimbursement and dispute resolu-
tion) and the methods used to determine
the capital contribution.

The group found that globally, service
providers give users different ways to
connect to electricity networks. One in-
volves customers paying the total costs
incurred as a result of connecting a new
load to the system, including the costs of
network reinforcement. Another involves

customers paying only for the assets re-
quired to connect to a system, excluding
the costs of extending and reinforcing the
distribution system. A third option fol-
lowed by a few service providers, where
the costs of assets for a new connection
are deemed part of the general system
and so are recoverable from all users
through tariffs or system charges.

RECOMMENDATIONS FROM
THE CAPITAL CONTRIBUTION
WORKING GROUP AND FINAL
PROPOSAL BY THE REGULATED
INDUSTRIES COMMISSION

The Capital Contribution Working Group
submitted its report to the Regulated In-
dustries Commission in early 2007, and
the report was widely circulated to stake-
holders and the public.> The document
was finalized in 2008 and implemented
by T&TEC in 2009/10, making connec-
tion costs fairer and more transparent.
The groups also made 3 main recommen-
dations for Trinidad and Tobago that have
been implemented:

® |ntroducing a reimbursement scheme.
To ensure that connection costs are
more widely spread across different
users, assets eventually shared by
customers connecting later must be
reimbursed to initial customers by
T&TEC (figure 6.3).

= Setting connection costs with revenue
from electricity supply. T&TEC is re-
quired to show that a connection is not
commercially viable without a capital
contribution and that it should be no

FIGURE 6.3 How does the reimbursement of capital contribution work?

First customer paid for
the construction of
the connection [ |

Utility reimburses customers
who paid for the construction
of the electricity line

Later, new customers

request connection to utility.
They can be connected to the line
already constructed

VN

more than what it would cost to be
commercially viable. This approach
allows a balanced allocation of costs
because a new connection is also
a source of future revenue. But large
industrial customers still bear the full
capital costs of connecting to the net-
work, and connection costs are small
relative to the company's turnover.

= |nvolving the private sector. Customers
can use T&TEC employees or con-
tractors for conducting connection
works. But T&TEC should prepare
a list of prequalified contractors for
customers, specify technical criteria
and inform customers about the av-
erage costs of works in various areas.
Many economies have opened their
electricity markets to prequalified
contractors—offering more options to
customers and helping utilities meet
the demand for new connections in
a timely, cost-effective way.

OBSTACLES TO IMPLEMENTING
THE NEW POLICY

As with any new policy, there was some
resistance from the party administering
the changes. T&TEC initially found it diffi-
cult to get its staff to support the new pol-
icy. Workers considered reimbursement
the most burdensome issue because it
required keeping records of the first cli-
ent and subsequent ones, along with the
works concluded for each. The task is
tedious, as a detailed break-down of the
works and associated costs is needed to
identify future parts that benefit custom-
ers connected later. T&TEC upgraded its
system to track new connections with
the required details and provided training
to implement the policy. The Regulated
Industries Commission also extensively
publicized the new policy in major news-
papers and met repeatedly with T&TEC
leadership and distribution staff.

THE SCHEME IS WORKING

By 2013 T&TEC had implemented the
regulator's recommendations. When in-
stalling new connections, the electricity
company's engineers clearly mark the
installed equipment and materials and
link them with the customer’s records in
the utility’s database. If new customers
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request connections, the utility person-
nel inspect the location and verify if the
surrounding network has been marked
earlier. Based on this information, T&TEC
staff calculates how much should be re-
imbursed to previous customers.

This reform has allowed for a broader
distribution of connection costs in Trini-
dad and Tobago. It has also lowered the
cost for connecting a standardized ware-
house as measured by the getting elec-
tricity indicator. After the reform the cost
of a connection for a small warehouse
dropped by more than eight times, to less
than $1,000 in 2013.

WHAT WORKED WELL?

= Having an active regulator. A study of
regulators in Latin America and the

Caribbean found that Trinidad and
Tobago's Regulated Industries Com-
mission ranks highest in electrici-
ty governance.* The commission’s
strong push for reform of the capital
contribution policy made it work.
Involving stakeholders from the start.
Bringing in stakeholders from the
beginning and getting the utility on
board was a good idea. The utility
was part of the working group, and
its views were taken into account at
all stages. Public consultations were
conducted by the Regulated Indus-
tries Commission on the Working
Group's report and enabled people to
contribute to the process.

Learning from other utilities. The Reg-
ulated Industries Commission and
T&TEC  conducted extensive re-
search on reform and learned from
global good practices—and so made

well-informed recommendations and
decisions.

s (Clearly communicating about the re-
form. The Regulated Industries Com-
mission conducted a thorough public
relations campaign—including tele-
vision, radio and newspapers—to
explain the new policy. People could
call in during television and radio pro-
grams to ask questions, an approach
that was highly appreciated. Most of
the questions were about reimburse-
ment and contestability.

NOTES
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= By 2012, 76 of the economies

measured by Doing Business had
implemented electronic tax filing
(e-filing) and electronic payment
(e-payment) systems.

In 2004 Malaysia's Inland Revenue
Board (IRB) launched e-filing and
e-payment for income taxes.

IRB encountered several
implementation challenges, key
among them the public’s initial
reluctance to use the new system.
So IRB increased its promotion
efforts, upgraded the system and
hired staff to show taxpayers how
to use it.

The number of individuals and
companies using e-filing jumped
from 5% of active taxpayers in
2006 to 37% in 2012.

The time that businesses need

to comply with Malaysia's tax
regulations fell from 190 hours in
2004 to 133 in 2012 as measured by
Doing Business.

Taxation is essential for sustainable eco-
nomic development, and tax administra-
tion is a basic function of a successful
state. Taxation also helps make a govern-
ment accountable to its citizens. When
governments spend taxpayers’ money,
they are more accountable to make bud-
get decisions transparent and accessible.

By 2012, 76 of the economies measured
by Doing Business had implemented elec-
tronic tax filing and payment systems.
This case study examines Malaysia's ex-
perience with modernizing manual tax fil-
ing and payment and moving to a paper-
less online system. Malaysia shows the
opportunities that technology can pro-
vide to taxpayers and governments—as
well as the challenges that may emerge
during the transition.

In 2004 Malaysia's Inland Revenue Board
(IRB) spearheaded an initiative to imple-
ment a system for filing and paying taxes
that would promote electronic, paperless
transactions. IRB's goal was to become
a global leader in tax administration. It
sought to shift from the conventional way
of submitting paper forms to earn the
public’s trust and confidence.

Tax systems in developing economies, like
those in more developed ones, face both
new challenges and new possibilities as a
result of technological change. Malaysia's
ongoing reform of its electronic tax filing
and payment system shows how and un-
der what conditions technology can ben-
efit both tax authorities and taxpayers.!

BENEFITS OF ELECTRONIC TAX
FILING AND PAYMENT

The goal of any tax authority is to estab-
lish a system of tax administration that

allows for the collection of required taxes
at minimum cost. A tax authority engag-
es in many activities, such as processing
returns and related information from tax-
payers, entering tax return data into a da-
tabase, matching returns against filing re-
quirements, processing tax payments and
matching them against assessments, and
issuing assessments and refunds. One
way to boost a tax authority's efficiency
is by expanding its use of information
and communication technology. Such
technology can facilitate a broad range of
services, including registering taxpayers,
filing returns, processing payments, is-
suing assessments and checking against
third-party information.

E-filing systems increase the quality and
quantity of information available to tax
officers, enabling them to complete trans-
actions faster and more accurately. Re-
turns filed electronically have much lower
error rates than paper returns and sub-
stantially cut the need to impose penal-
ties and other punitive measures to foster
compliance. The more efficient handling
provided by electronic returns allows tax
officers to issue assessments and refunds
more quickly, and taxpayers know right
away if their returns have been accepted
by the tax authorities.? E-filing lowers the
cost of handling returns—allowing ad-
ministrative resources to be reallocated
to other tasks such as auditing, customer
services and tracking non-compliance.

The benefits of e-filing and e-payment
systems extend to other electronic pro-
cesses in the tax authority. E-filing and
e-payment allow for better, safer data
storage that can be used to implement a
risk management system for auditing and
enforcement. Automation helps estab-
lish a good system for tracking case files,
which is essential for effective auditing



and increases the speed and quality of
data provided to auditors.® In addition,
e-filing systems are usually complement-
ed by software that standardizes and fa-
cilitates processes for taxpayers, making
compliance easier.

Finally, well-designed electronic systems
can lower corruption by reducing face-to-
face interactions. To ensure that taxes are
collected efficiently and reduce opportu-
nities for corruption, a generally accepted
principle is that tax authorities should not
handle money directly. Ideally, tax offi-
cials should have little direct contact with
taxpayers and so less discretion in decid-
ing how to treat them.

E-filing is also easy, flexible and con-
venient for taxpayers. E-filing makes it
possible to file returns from a taxpayer's
home, library, financial institution, work-
place, tax professional’s business or even
stores and shopping malls. With an in-
tegrated e-filing and e-payment system,
taxes can be filed and paid online from
any place.*

GLOBAL EXPERIENCES
WITH AND LESSONS FROM
ELECTRONIC FILING

Singapore was one of the first economies
to adopt electronic systems in its public
administration. In 1992 the Inland Rev-
enue Department was replaced by the
Inland Revenue Authority of Singapore,
which developed an integrated, comput-
erized tax administration system.®

The authority’s first step was shifting
from a hard-copy filing system to pa-
perless imaging. Going electronic made
administrative processes more efficient
by freeing staff from unproductive pa-
per shuffling, enabling better taxpayer
service. The time needed to issue as-
sessments dropped from 12-18 months
to 3-5 between 1992 and 2000.° This
change allowed staff to work more on
auditing and investigation. Automated
standard taxation procedures also made
the system less dependent on the sub-
jective expertise of individual tax officers,
reducing the potential for corruption. Re-
turn processing, auditing and payment
functions were separated, and officials’
attitudes toward taxpayers improved.

IMPLEMENTING ELECTRONIC TAX FILING AND PAYMENTS IN MALAYSIA

Chile's Internal Revenue Service was the
country’s first public agency to adopt on-
line technology—well before most other
public services. Electronic methods were
intended to facilitate tax compliance and
decrease direct interaction with taxpay-
ers. Chile is one of the few economies
that have managed to approach nearly
100% use of electronic systems. Online
tax returns were submitted for the first
time in 1998.7

Chile faced several barriers at the outset
of e-filing. Taxpayers had limited Internet
access, and tax preparers were reluctant
to use the new system because they
were unfamiliar with the technology and
saw it as a threat to their profession. In
addition, the revenue service's informa-
tion technology system could not han-
dle the huge congestion of tax returns,
especially in the few days just before the
deadline. So Chile continuously upgraded
its electronic system and offered prefilled
electronic forms to simplify the process
for taxpayers. The tax authority also in-
troduced ambitious initiatives to over-
come connectivity shortages by creating
a public-private network of more than
880 e-filing centers, providing more than
30,000 connectivity points. In addition,
it made arrangements with internet cafes
so that taxpayers could use their equip-
ment for free and trained operators at
access points. It even developed a mobile
training and awareness unit that traveled
to different parts of the country to help
people file taxes online.®

The use of technology to foster tax com-
pliance by the United States Internal Rev-
enue Service (IRS) shows that more de-
veloped economies also face challenges
in increasing the use of e-filing. The IRS
introduced e-filing of federal tax returns
in 1986. Though this system predated
Singapore's, it was initially less compre-
hensive. In fact, even though the number
of electronic returns filed increased over
time, the potential savings from that in-
crease were partly offset by the ongoing
use of paper filings for complex returns.
But by 2012 the IRS achieved 80% e-filing
of major returns.®

Initially, e-filing was not entirely paper-
less. Until 1999 electronic filers still had to
submit signed paper documents. The IRS
realized that when taxpayers switched to

e-filing, the time savings partly offset the
costs of processing the still-large volume
of signed paper documents.’® In 1999 the
IRS introduced an electronic option to
replace signed paper documents. In addi-
tion to lowering processing costs, e-filing
has cut the time required to get refunds—
making more taxpayers willing to file re-
turns electronically.”

MALAYSIA'S EXPERIENCE

Seeking the benefits of electronic tax
systems and reflecting the government's
vision of leveraging online technology,
Malaysia's Inland Revenue Board (IRB)
launched its electronic system for taxes
in 2004. IRB aimed to increase revenue
collection by improving taxpayer ser-
vices. The goal was to cut time and cost
and to allow taxpayers to comply with tax
obligations more easily, enabling IRB to
maintain a good reputation with taxpay-
ers even as it widened its tax base.

With the new system, taxpayers can
complete forms and provide needed pay-
ment details online instead of sending
them by mail or taking them to a tax of-
fice. The online system was developed by
IRB's information technology department.
IRB implemented a roaming public key in-
frastructure system that gives users se-
cure access to sensitive information from
any location without having to carry dig-
ital identification. The electronic system
integrated tax filing and payment on one
server—a major advantage over manual
procedures.

For every tax filing or payment, taxpay-
ers have to log in, select and complete
the appropriate forms, sign and submit
them digitally. An acknowledgment is
received immediately. The e-filing sys-
tem automatically calculates the nec-
essary payment details. It also limits
deductions that taxpayers are entitled
to based on deduction rules—enabling
taxpayers to avoid mistakes that would
result in penalties.

In addition, prefilled online tax returns
have been available since 2006, starting
with taxpayers basic information and lat-
er extended to include their incomes and
reliefs. In 2012 IRB enhanced its e-filing
system by introducing smartphone filing
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for individual taxpayers. That same year,
it introduced organizational e-filing for
company managing directors to enable
companies to use their digital certificates
to file returns electronically. Previously,
directors had to use their personal certif-
icates.

In addition, IRB introduced automatic re-
funds. Due to the big number of refund
cases and to expedite refunds, refunds
were directly credited to taxpayers' ac-
counts through electronic fund trans-
fers—reducing the number of unclaimed
checks"™.

IMPLEMENTATION CHALLENGES

IRB encountered several challenges im-
plementing e-filing and e-payment, key
among them is the public’s readiness to
use it. When the system was introduced
in 2004, both Malaysian and non-Ma-
laysian citizens could choose to file their
tax returns manually or electronically.
The private sector was not involved in the
development of the project. Its feedback
was sought later.

Two years into the project, few Malay-
sians were using e-filing. Though tax-
payers and tax preparers recognized its
benefits, the number of taxpayers using
the e-filing system remained far below
expectations, with individuals and firms
using e-filing accounting for just 5% of
the taxpayer population in 2006." There
may be many reasons for this initial
lack of enthusiasm. When tax systems
change, taxpayers and tax authorities
take time and incur costs adapting to and
adopting them.

The low use of the electronic system
was mainly due to the initial reluctance
of Malaysian taxpayers to abandon pa-
per-based processes. Studies were con-
ducted to analyze taxpayers' intentions
to file electronically and their willingness
to do so." Uncertainty about the security
and privacy of information transmitted
online was one of the reasons for low use
of e-filing. The new system also created
anxiety for users uncomfortable with the
technology. Returns had to be complet-
ed online; users could not complete soft
copies of their returns offline and upload
them to IRB.

A CHANGE IN STRATEGY

Because of the low initial participation in
the electronic system, in 2008 IRB ex-
panded its promotion efforts, sponsoring
seminars, talks and television advertise-
ments and distributing flyers and pam-
phlets. IRB also set up booths at con-
ventions and held roadshows to promote
the electronic system and raise public
awareness, using the slogan "as easy as
1, 2, 3. IRB also realized the importance
of involving the private sector and asked
professional bodies such as tax prepar-
ers and accountants to share ideas on
how to enhance the online system. IRB
also gathered feedback from taxpayers
through its customer care centers and
branches.

At first some taxpayers and tax preparers
reported that the server was slow and
often failed. Authorities responded with
several upgrades to make it accessible
with different browsers. IRB also installed
computers in its offices so that taxpayers
could file electronically, and hired workers
to train taxpayers on how to use the sys-
tem. And it launched a program to help
taxpayers during the peak filing season.
Special counters with extended operating
hours at all branches were made avail-
able for the public to submit their returns
through e-filing.

A tax authority gains the most benefits
from e-filing when it achieves 100%
use of the online system for filing and
paying taxes. Accordingly, IRB provided

incentives and services to encourage
e-filing. For example, IRB offers a grace
period of 15 days from its official dead-
line if returns are filed electronically.”™
In addition, if a tax return is submitted
late, the IRB penalty is 5% less if the re-
turn was submitted electronically. The
charter for IRB clients was redrawn to
include a pledge to refund any excess
taxes within 30 working days from the
date of receipt if the returns were filed
electronically.

IRB continues to encourage taxpayers to
file online. Among its latest initiatives, it
is offering to do presentations at compa-
nies with at least 200 employees who
use the service. The use of the online
system has picked up dramatically: by
2012, 37% of active taxpayers filed elec-
tronically.'®

POSITIVE OUTCOMES

Malaysia's efforts are showing results.
Between 2006 and 2011 the share of in-
dividuals and companies filing electroni-
cally increased from 5% to 34% (figure
7.1). Over the same period, tax collections
increased from 14.5% of GDP to 15.3%."
Further analysis would be needed to fully
understand the link between e-filing and
revenues.

IRB’s ongoing efforts to improve its elec-
tronic tax system have lowered the ad-
ministrative burden of complying with
corporate tax obligations as measured by
Doing Business. In 2006 it took 24 fewer

FIGURE 7.1 Since 2006 e-filing usage has jumped among individuals and companies in
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FIGURE 7.2 Malaysia’s electronic filing system has eased compliance with tax obligations

for businesses
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hours to file taxes than in 2005 (figure
7.2). By 2007 far more small and medi-
um-size companies were filing electron-
ically, further reducing time to comply
with corporate income and labor taxes
obligations from 166 hours in 2006 to
145 in 2007. In 2010 tax preparers de-
ployed new software linked to IRB's e-fil-
ing system. In addition, IRB improved its
e-filing system and introduced online fil-
ing of tax estimates. These improvements
cut compliance time to 133 hours a year.

2008 2009 2010 2011 2012
— Payments
CONCLUSION

Electronic systems for filing and paying
taxes, if implemented well and used by
most taxpayers, benefit both tax au-
thorities and taxpayers. Malaysia's ex-
perience has shown the opportunities
that technology can provide as well as
the challenges that may emerge as the
users are phasing in the change over
time.
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Trade single window systems can

cut trade times and costs by making

information flows more efficient
and streamlining trade procedures.
Implementing a single window

system involves many stakeholders

and requires long-term
commitment from government
and business.

Systems must fit the environment
and level of development where
they operate.

Singapore's TradeNet system, in
operation since 1989, has evolved
into a highly integrated virtual
platform.

Colombia’s Single Window for
Foreign Trade, launched in 2005,
has adopted a gradual approach,
adding functions and integrating
agencies over time.

Azerbaijan has sought to learn
from other economies while
implementing its single window
system.

An economy’s competitiveness is driven
by many factors, including how quickly,
reliably and cost-effectively the private
sector can trade goods. Today's manufac-
turers and agricultural producers operate
in a global supply chain. Thus an efficient
international trade system can increase
economic opportunities and improve live-
lihoods—especially in poor economies
with small domestic markets.

But in many parts of the world, interna-
tional traders must spend a lot of time
preparing and submitting information to
government offices ranging from customs
to port authorities, each with its own
rules and form requirements. These re-
porting requirements are often confusing,
overlapping and onerous. In Madagascar
the government offices involved in trade
span 350 kilometers, and hard copies of
forms had to be submitted to each until
an electronic platform introduced in 2011
transformed the document submission
process and reduced delays (see the
chapter on trading across borders).

A single window system can improve
information flows by sharing needed
information with all parties involved in
trade, including private participants such
as banks and insurance companies and
public agencies such as immigration and
vehicle registration authorities. The key
concept for an effective system is to en-
able traders to submit standardized infor-
mation and documents through a single
gateway, eliminate redundant processes
by traders and government agencies and
improve coordination and cooperation be-
tween authorities." Reducing multiple data
submissions to different agencies helps
minimize errors during data entry too.

Single window systems have other bene-
fits. One that collects data systematically

enables consignments to be categorized
more easily based on the associated risk
by allowing creation of trader profiles,
limiting physical inspections to risky
cargo and potentially making trade pro-
cedures more secure and efficient. By
combining a portal where up-to-date in-
formation on tariffs and other legal and
procedural requirements are available
and by integrating a payment system, du-
ties and other charges can be paid more
quickly and accurately, raising govern-
ment revenues.

Today 73 economies have single window
systems of varying complexity.? Export-
ing and importing a standardized cargo
container is faster in such economies. In
addition, fewer documents are required
for importing, but the impact is smaller
than the impact on time—an average of
6.6 documents in economies with single
window systems compared with 7.8 in
those without—underscoring the point
that single window systems are mainly
making submission of information more
efficient (figure 8.1).

Using a single window to lodge informa-
tion can even fight corruption by reduc-
ing interactions between traders and au-
thorities. And it can make the clearance
process more predictable and enhance
transparency. Among the 73 economies
with single window systems, 86% make
information on duties and tariffs publicly
available, while only 54% of the other 110
economies measured by Doing Business
do so.

Though a single window system brings
considerable gains, implementation is a
major undertaking involving many stake-
holders and requiring long-term com-
mitment from multiple players in gov-
ernment and business.? Implementation
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FIGURE 8.1 Economies with single window systems spend less time preparing documents

and clearing customs
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takes many years and might have to be
done in phases. Though their overarching
goals are the same, single window sys-
tems differ greatly, highlighting the need
to adapt them to each economy—taking
into account the computerization of us-
ers, internet connectivity and the capacity
of implementing bodies.

This case study describes the experiences
of Singapore, Colombia and Azerbaijan. In
the late 1980s Singapore became one of
the first economies to embrace the single
window concept, and it has evolved into
a highly integrated virtual system, recog-
nized as global good practice. Colombia’s
single window was launched in 2005 and
has also developed in stages. Today the
system links 21trade entities and is contin-
uously adapting its system to make things
more efficient for traders and government.
Azerbaijan's single window is the newest
covered in this chapter and provides a
revealing contrast to Singapore's mature
system. Azerbaijan launched its system
in 2009 and so is still in the early stages
of implementation. But the government is
leveraging its position as a latecomer by
learning from other economies.

By choosing 3 economies in different
regions with different degrees of single
window implementation, this case study
aims to show the various approaches that
governments take and the challenges
encountered of pursuing effective single
windows. The case study does not aim to
promote a particular type of single win-
dow system nor endorse the experiences
of these economies.

Economies with single window system

SINGAPORE

Singapore's single window for trade—Tra-
deNet, which began operating in 1989—
began as an electronic data interchange
system that allows computer-to-com-
puter exchange of structured trade
messages between the government
and members of Singapore's trading
community.*

After experiencing a recession in the
1980s, Singapore's government estab-
lished a high-level committee to review
the weaknesses of the economy and
develop strategies to improve economic
competitiveness. One of the commit-
tee's recommendations was to increase
the use of information technology in
trade.

The government had previously estab-
lished a 2-day standard for normal pro-
cessing of trade documents. But traders
wanted quicker turnaround for just-in-
time inventory management and deemed
that waiting 2 days for normal processing
(which could extend to 4 days for permit
approvals) was too long.

So the government embarked on a
large-scale effort to streamline the reg-
ulatory processes involved in approving
trade permits. Committees of senior
government officials and business lead-
ers were created to ensure sufficient
backing for using technology to reengi-
neer and improve trade regulations and
processes.

From vision to implementation
Singapore's government created a steer-
ing committee for TradeNet to oversee
the conceptualization of a national elec-
tronic data interchange system for trade
declarations and permits. Three subcom-
mittees—1 each for sea shipping, air ship-
ping and government agencies—were
then formed to improve exporting and
importing processes, and to specify func-
tional requirements and propose data
standards. Before TradeNet some clear-
ances were done manually and no overall
computer system coordinated them. Ev-
ery subcommittee developed profiles of
essential trade documentation activities
and cut the more than 20 forms used in
international trade to a single online form
for nearly all trade. This form was the core
of the new computerized system.

The government created a private com-
pany to manage TradeNet, which in
1988 led to the formation of Singapore
Network Services, now known as Crim-
sonLogic. Though funded by government
agencies, the company is structured as a
private, for-profit firm. The government
reasoned that this approach would not
require it to bear the cost of operating a
nationwide network of infrastructure and
services. Each account user pays $20 a
month and less than $3 per transaction or
permit. The first transaction on TradeNet
was a shipping application submitted on
January 1, 1989. By the end of that year
TradeNet handled 45% of documentation
for sea and air shipments in Singapore.

Overcoming obstacles

Early on, the main challenge was to con-
vince users to switch to electronic trade
declaration. Singapore adopted a phased
approach to minimize the efforts involved
in making the change. First it implemented
electronic processing and approval of trade
permit applications for noncontrolled and
nondutiable goods, later extended to con-
trolled and dutiable goods. In the initial
phase the system was piloted on 50 users.
Even after the system was extended, using
it was voluntary for more than 2 years and
did not become mandatory until 1991,

Singapore also launched a nationwide
campaign to promote the system and
smooth the transition to it. Even today,
when the government rolls out major
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changes to the system, it deploys mass
marketing and communication programs
to raise awareness and prepare users.

While promoting the new electronic
system, the government recognized the
challenges facing some businesses. Some
companies were more computerized, so
adjustments and burdens imposed by
the new system differed. The govern-
ment provided training and assistance
for operations. Singapore Customs con-
ducted courses, and public terminals
were installed for small companies. And
to encourage companies to switch, man-
ual processing fees were raised to S$10
a document, while TradeNet users paid
S$6.° Thanks to such initiatives, today
TradeNet handles more than 30,000 dec-
larations a day, processes 99% of permits
in 10 minutes and receives all collections
through interbank deductions.®

What's next?

Since 2007 Singapore has been pushing
to extend aspects of TradeNet to com-
mercial transactions in the trade commu-
nity through TradeXchange. This system
includes trade-finance transactions (for
example, cargo insurance applications
and supporting documents for factoring
applications) and commercial documents
(including commercial invoices and way-
bills). The government envisions achieving
a more seamless flow of information along
the supply chain. But as in other econo-
mies with similar initiatives—u-TradeHub
in the Republic of Korea, the Digital Trade
& Transportation Network in Hong Kong
SAR, China—the system is yet to be em-
braced by the business world at large.

Singapore is an active member of the
Association of Southeast Asian Nations
(ASEAN), a regional body that has em-
braced the concept of single window
systems and has an ambitious goal to es-
tablish an ASEAN-wide single window by
2015. Plans call for integrating members’
national single windows so that a single
submission of information suffices for all
ASEAN members.

COLOMBIA

Colombia began developingits single win-
dow system for foreign trade—Ventanilla

Unica de Comercio Exterior (VUCE) in
Spanish—in the early 2000s.” After
years of financial crises and economic
slowdowns, in 2002 the new administra-
tion made modernizing public agencies
and services a high priority. As part of a
wide-ranging e-government initiative,
the Ministry of Commerce, Industry and
Tourism introduced the single window for
foreign trade with the support of the Min-
istry of Information and Communications
Technologies.

The push for new technology in the pub-
lic sector came at a time when Colombia
was becoming increasingly integrated
with global trade markets. Negotiations
for a free trade agreement with the Unit-
ed States began in 2003 and went into
force in 2012, while other accords were
negotiated with the European Union,
Israel, Japan, the Republic of Korea and
Turkey, among many others. The public
and private sectors agreed on the need to
address the bureaucratic, uncoordinat-
ed, inefficient nature of significant parts
of the public administration. The gov-
ernment also wanted better information
systems.

Many ministries and public agencies in-
volved in foreign trade were working in
isolation, sharing little or no information
on trade procedures despite requiring es-
sentially the same information from users
and each other. Depending on the type of
good exported or imported, traders had to
visit and complete similar procedures at
the different agencies in charge of issuing
permits and approvals—such as the Co-
lombian Agricultural Institute, National
Institute for the Surveillance of Drugs and
Food and Ministry of Commerce, Industry
and Tourism. This led to duplicated pro-
cesses, inefficient controls and reduced
transparency in public administrations.
For traders it increased delays and trans-
actions costs.

After consulting with stakeholders, re-
viewing the process and identifying bot-
tlenecks, Colombia's government estab-
lished an action plan and created a task
force to lead efforts to harmonize re-
quirements, procedures and documents
among the entities involved in foreign
trade. That led to the creation of the sin-
gle window for foreign trade, which be-
came operational in early 2005.

Features and implementation

The single window connects 21 public
agencies involved in foreign trade—mostly
ministries and health and safety entities—
and 3 private companies that provide
e-signature certificates and legal informa-
tion on registered traders. The single win-
dow links them with importers, exporters,
customs agents and brokers through an
online platform that allows users to re-
quest procedures, approvals, authoriza-
tions and other certifications needed to
import and export goods. In addition, tax
identification and business registration
records are available to the agencies con-
nected to the system.

The single window is being implemented
in stages. The first involved the import
module, which handled import regis-
tration requests and import licenses for
certain products. By November 2006, af-
ter the module's gradual rollout, all such
requests were made electronically. That
same year the government introduced the
export module for export authorizations.
The third component, the single foreign
trade form module, went online in 2008
and integrates registers of domestic pro-
ducers and handles some export quota
requests.

Existing laws and regulations offered the
legal basis for using electronic signatures
and payments, though implementation
was not always easy. For example, some
banks and companies were initially un-
prepared to conduct payments online.

In 2010 a fourth module of simultaneous
inspection was launched. Key among its
features is a system to facilitate exchange
of information among control entities and
anti-narcotics agencies so that inspec-
tions can be conducted simultaneously.
The current scope is for containerized
maritime exports.

From resistance to endorsement

At first, users and the officials in charge
of processing requests resisted switching
from the paper-based system. But their
resistance eased thanks to the staged
implementation of the modules, each
featuring transition periods and training
and outreach for all the parties involved.
Officials also educated and trained users
through conferences, workshops, official
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communications and e-learning soft-
ware. Moreover, the private sector tested
electronic procedures through the single
window before they were fully operation-
al, making evident the advantages of the
system from an early stage.

The single window has provided benefits
to entities involved in trade, increasing
efficiency and cutting times and costs.
According to government sources, the
system streamlined 135 procedures and
35 forms needed for importing into 1 step
for traders, eliminating the need to visit
agencies, reducing reliance on messen-
ger services and minimizing the use of
hard copies. The average response time
has dropped by about 5 days for requests
made at territorial offices that require ap-
proval from an agency linked to the single
window.® In addition, it takes 30% less
time to issue a license requested through
the system.?

The system has enhanced the safety and
integrity of trade transactions and gener-
ated more reliable data on foreign trade
procedures and volumes for customs and
other government agencies. There have
also been gains for the entities linked to
the single window for foreign trade. Be-
sides better coordination and lower costs,
the system has enabled agencies to ex-
pand their geographic reach and increase
users. Updated equipment and electronic
systems are helping agencies improve
internal processes as well—a benefit not
originally anticipated. The system has in-
creased use of e-payment systems and
e-signatures for procedures that go be-
yond foreign trade. According to an index
that assesses e-government, Colombia
ranks 43rd in the world, second only to
Chile among Latin American and Carib-
bean economies.™

A work in progress

Despite all the improvements, Colombia’s
move toward a fully integrated single win-
dow system is still a work in progress, and
challenges remain. The speeds at which
the different entities linked to the single
window have implemented electronic
and streamlined procedures internally
have varied. For example, the Colombi-
an National Tax and Customs Authori-
ty (DIAN) is electronically linked to the
single window but handles declarations

for export and import through a separate
system. Furthermore, though the single
window allows traders in Colombia to
conduct processes related to approvals
and authorizations electronically, reliance
on paper and manual procedures during
importing and exporting persists, creat-
ing processing delays that slow the flow
of trade transactions.

The government recognizes these con-
straints and is examining how to ensure
that all agencies involved in trade reach
the desired levels of efficiency. A 2012 de-
cree established time limits for the agen-
cies linked to the single window. Between
2012 and early 2013 that decree helped to
cut response times for import registration
requests at the Ministry of Commerce,
Industry and Tourism by more than 95%
(figure 8.2).

In addition, Colombia's single window
system is being reengineered to opti-
mize business processes. In addition to
enhancing data management, the effort
aims to standardize the information in
line with international standards. As a re-
sult some functions of the single window
were made inactive in late 2012 and will
not become operational again until 2014.

The Colombian government is working
to include new functionalities for the 4th
module of simultaneous inspection sys-
tems for exports and to develop a similar
system for imports. A risk management
module for reviewing and approving im-
port requests according to established
criteria is planned for launch in 2014.

Furthermore, a logistic module to link
public and private users to facilitate the
information exchange at ports and air-
ports will be developed.

AZERBAIJAN

The government of Azerbaijan has long
considered establishing a single window
system a key step toward modernizing
customs services and improving the trade
environment. The desire for a single win-
dow has been further motivated by the
need to simplify and expedite exchanges
of information between the public and
private sectors and to increase transpar-
ency in trade." With these goals in mind,
in 2008 the president of Azerbaijan made
the State Customs Committee the lead
authority for controlling goods and trans-
portation crossing state borders.”?

Choosing from global good
practices

As a first step, the State Customs Com-
mittee analyzed the process for inspect-
ing goods and transportation passing
through border checkpoints. It also stud-
ied global good practices for implement-
ing a single window and researched inter-
national norms and standards.

The government considered 3 types of
common single windows. The first is
based on the principle of a single au-
thority, where customs authorities are
responsible for exercising or coordinat-
ing all border control functions for other

FIGURE 8.2 Response times for import registration requests plummeted at Colombia’s
Ministry of Commerce, Industry and Tourism between 2012 and early 2013
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agencies. The Netherlands and Sweden
use such a system. The second type is a
single system, which collects standard-
ized data from traders, then processes
and distributes it to all agencies involved
in international trade. The United States
uses such a system. The third type is
an automated system, where traders
submit a single electronic declaration
to relevant authorities for processing
and approvals and these agencies send
users electronic releases and approvals.
Mauritius and Singapore use this type of
single window.”

Azerbaijan chose to implement the
single authority model, which involved
transferring certain responsibilities from
relevant agencies to the Customs Com-
mittee.

Implementation

Before the introduction of single window
the same documents had to be submit-
ted multiple times to various authorities
operating at the border. Each authority
(such as veterinary, phytosanitary and
quarantine agencies) relied on their local
databases, which were not connected
electronically. Such lack of coordination
hindered control and coordination at the
border as well as caused delays for the
traders.

To prepare for the transition to the single
window, the Customs Committee estab-
lished a commission to implement the
new system. The government identified
the main authorities to be integrated into
the single window system as the Cus-
toms Committee, Ministry of Agriculture,
Ministry of Health, Ministry of Internal
Affairs, Ministry of Taxes, Ministry of
Transport, Central Bank, State Road Po-
lice, State Committee on Standardiza-
tion, Metrology and Patents, a state sea
administration and a state nuclear and
radiological agency under the Ministry of
Emergency Situations. Among the chal-
lenges for the State Customs Committee
was to prepare its staff to work with the
new system. The government improved
the staffing of local customs authorities
and developed hardware and software for
the system.™

Upon the single window implementa-
tion, the Customs Committee became

responsible for controlling and checking
all required permits and certificates for
goods crossing the borders. While traders
no longer interact directly with relevant
agencies (veterinary, phytosanitary and
quarantine agencies), these agencies still
monitor the clearances performed by cus-
toms on their behalf. This approach has
helped to eliminate duplication of control
function at the border and has simplified
document processing.

Introduction of the single window has also
led to the development of a central data-
base used by various government authori-
ties. It gathers information on the types of
goods and transportation crossing the bor-
der, the exchange of electronic certificates
among relevant ministries, pre-arrival in-
formation for declared goods and pre-ar-
rival notices for transportation crossing
the border, reports on violations of cus-
toms rules, financial reports of traders and
reports on savings in foreign currency.”

Azerbaijan’s single window system is
fully financed by the government. As a
first step, an automated customs clear-
ance system was implemented at inland
border crossings on January 1, 2009 and
became available to users free of charge.
Implementation continued through 2011
in Baku and Sumgayit.”® In addition, an ar-
ticle on the single window was included in
the new customs code that entered into
force on January 1, 2012. It establishes

that 29 customs checkpoints at the state
border are to follow the single window
principle—meaning that the single win-
dow covers all of the country’s customs
posts.”

Building on initial successes

The efforts to implement a single win-
dow were well received by the private
sector, and even in its initial phases the
single window system helped reduce
waiting times for customs procedures at
the border from 2 to 3 hours to 15 to 20
minutes.’®

Most small and medium-size enterprises,
however, still physically submit customs
declarations and supporting documents
for customs clearance. In May 2011 the
president signed a decree requiring gov-
ernment agencies to introduce electronic
services as a first priority.”” Plans are to
mainstream electronic submission of all
documents for customs clearance, intro-
duce e-signatures and e-payments and
integrate information systems of other
state agencies such as the railway, air-
ports and Caspian seaports by 2016.

LESSONS

Single window systems can benefit the
entire trading community, public and pri-
vate, by streamlining complex systems of

BOX 8.1 United Nations recommendations for establishing trade

single window systems

The UN has identified key factors for successful implementation of single

windows:
= Political will
= Strong lead agency

= Partnership between government and trade community
= Establishment of clear project boundaries and objectives

= User friendliness and accessibility
® Enabling legal environment

® |nternational standards and recommendations

= |dentification of possible obstacles

= Appropriate financial model for the system
= Communications, promotion and marketing

Source: UN/CEFACT 2005.
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intertwined and duplicative data submis-
sion. The need to make trade more effi-
cient is greater in a globalized economy,
where fast and cheap delivery of goods
is essential. Governments considering
the implementation of such systems can
look to other economies to learn what has
worked well and what had to be overcome
for a smooth transition to a new system.

Though the overarching principles and
motivations for implementing single win-
dow systems are the same, the systems
in Azerbaijan, Colombia and Singapore
differ enormously. The maturity and lev-
el of integration of these systems vary,
partly because of differences in when
they started being implemented. As im-
portant, these economies have learned
from their peers and developed systems
adapted to the environment and level of
development where they operate.

Still, Azerbaijan, Colombia and Singapore
offer some common lessons. To success-
fully implement single window systems
economies must do so through strong
political will and commitment. Moreover,
to sustain momentum for reform over
many years and move things forward, it
is crucial to have a lead agency as well as
collaboration between government and
the trade community (box 8.1).

A single window system is a long-
term commitment

Singapore's single window system is
more than 20 years old and still evolving.
Yet there are many nonperforming sin-
gle windows around the world. A single
window is analogous to a complex piece
of machinery with many moving parts:
it only needs 1 faulty part to derail the
entire system.”® Perhaps some projects
were too ambitious or expensive, lacked
high-level government commitment or
funding, or were poorly managed. As
seen in Colombia, some governments
take an incremental approach—adding
functions and integrating more entities
over time.

Overcoming behavioral hurdles
requires persistence

The 3 economies studied show that mov-
ing from a paper-based to an electron-
ic system requires behavioral changes
among users in both government and the
trading community. People used to writ-
ing information in a paper-based system
must be trained to enter it on a computer,
and may feel that it takes longer to do so.
Moreover, the switch might require ad-
ditional investments, such as computer
purchases and internet connections. For
developing economies adequate elec-
tricity supply might also be a large con-
straint. Thus the authority in charge of
implementation must have the patience
and persistence to ensure sufficient time,
training and outreach.

Collaboration with the private
sector is essential

The business community must be fully on
board with the move to a single window
system, and its needs properly addressed.
Businesses must be involved from the
design stage through implementation.
Moreover, they should have opportunities
to provide feedback. Colombia used sat-
isfaction surveys to identify issues, and
Singapore provided facilities for online
inquiries to maintain open, positive rela-
tions between the government and users
of its single window system.

Legal basis must be established
Single window systems require changes
to procedures in customs agencies and
affect many other authorities. To ensure
a smooth transition, a clear and compre-
hensive legal basis must be established
for implementation of the new system.
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e Korea was a pioneer in using

electronic features to streamline
court processes, launching
electronic case management in the
mid-1980s.

The electronic case filing
system—which allows for
electronic filing of civil,
commercial, administrative and
family-affairs cases and will soon
integrate insolvency cases—began
operating in 2010, and by June
2013 almost half of civil cases were
e-filed.

E-court solutions in Korea mainly
encompass features to help judges,
facilitate the filing of cases for
litigants and inform the public
about case outcomes.

Savings from the implementation
of e-court systems can be
substantial and result from a
reduction in the use of paper, the
time spent in court, the need for
storage space, as well as easier
archiving of documents and a
general streamlining of processes
and services.

Fair, speedy trials are essential for small
enterprises embroiled in disputes. If
business disputes take months or even
years for courts to resolve, small firms
might not have the financial strength
to stay in business that long, regardless
of trial outcomes." In such cases justice
delayed is justice denied. Though small
and medium-size enterprises usually try
to avoid going to trial, effective contract
enforcement systems matter for them.?
Efficient courts and enforcement reduce
informality, improve access to credit and
increase trade.?

E-government has been adopted by pol-
icy makers around the world to increase
efficiency. Korea ranks first in the world
on the E-Government Readiness Index, a
composite measure of the capacity and
willingness of economies to use e-govern-
ment for development.*

An e-court is a suite of services that
entails minimum use of paper from the
moment a case is filed until its disposal.
With e-courts, information is captured
and passed on digitally, data exchange
is not fragmented and case histories are
complete and ready on demand, case
management is automated, correspon-
dence is exchanged electronically, fee
payments are dealt with through dedi-
cated websites and forms that simplify
and streamline court proceedings are
available to court users online. In Seoul
attorneys and litigants can file lawsuits
electronically. Lawsuits are automatical-
ly registered through the electronic case
filing system, and then assigned to a
judge who can access the corresponding
files, organize and schedule cases and
start processing claims.

THE COMPUTERIZATION OF
KOREAN COURTS

For Korea efforts to achieve well-func-
tioning e-courts started in the late 1970s,
when visionary judges sought to create
an orderly database of cases flowing
through courts. After a group of judges
started recording some cases on floppy
disks, in 1979 the judiciary contacted the
Korea Institute of Science and Technol-
ogy to study the feasibility of electronic
judicial proceedings. Convinced of the
benefits of using information technology
in courts, judges started creating more
advanced databases and developing case
management software.

Before word processing software was
introduced in the early 1980s, Korean
judges faced challenges such as writing
judgments by hand and otherwise deal-
ing with a paper-based system. Though
some judges lacked basic information
technology skills, Korea decided to start
streamlining court processes through
computerization. Efficient processes, in-
creased transparency and better acces-
sibility sought to increase public trust in
the judiciary.

In 1986 the case management system
was launched. This platform enabled in-
ternal court users such as clerks and judg-
es to search all civil cases in the database.
It was not easy to convince court users
to change how they worked. But the new
system had the potential to help judges
deal with their caseloads more efficiently.
Korea invested considerable resources in
making the system as efficient and user
friendly as possible.



A master plan for creating e-courts was
then conceived and the case management
system expanded and shifted from a client
and server system (a centralized server
accessible only in specific locations) to a
web-based system (accessible through a
web browser), allowing external users to
search the database of cases. In addition,
electronic signatures and digital certifi-
cates (for safety) were added to the sys-
tem and—thanks to a nationwide informa-
tion network—immediate national data on
court activities became available, allowing
for better resource allocation in courts.

E-filing of cases ensures better record-
ing and faster processing. In 2010 Korea
launched the electronic case filing sys-
tem, which enables electronic submis-
sion, registration, service notification and
access to court documents. To implement
this system, Korea had to modernize its
information technology infrastructure
and amend laws and regulations to shift
to paperless approaches. The system al-
lows for e-filing of civil, commercial, ad-
ministrative and family-affairs cases, and
will soon integrate insolvency cases. It
enables some judges to adjudicate up to
3,000 cases a year, manage up to 400 a
month and hear up to 100 pleas a month.®

CHALLENGES WHEN
TRANSITIONING TO E-COURTS

The popularity of a new system depends
on its user friendliness, and it is some-
times difficult to anticipate the needs of
users at the design stage—in this case, if
technicians are not familiar with legal pro-
ceedings or if judges are not well-versed
in information technology. According to a
Korean judge, “The users are the heart of
any judicial [information technology] sys-
tem; to develop any such system efficient-
ly you must know what the people want,
what they need.”® In other words, a step-
by-step approach should gradually imple-
ment the desired system. Korea did not
go paperless immediately; it started with
paper-on-demand to allow users to adapt
and then moved to a paperless system.

Despite the system's sophistication,
Korea has a long way to go in changing
the mindset of lawyers and court users.
Among Korea's 50 million inhabitants
are about 12,500 lawyers, 40% of whom

IMPROVING COURT EFFICIENCY: THE REPUBLIC OF KOREA'S E-COURT EXPERIENCE

are registered with the system—but only
20%, or approximately 2,500 attorneys
use it regularly. In 2012 lawyers filed just
over a third of the nearly 1 million cases
electronically. Every month more attor-
neys are using the new system, attracted
by its convenience, including:

e 24/7 access to registries and court
documents.

e Easier, faster access to information
that no longer requires a trip to court.

e |ncreased transparency because liti-
gants can also access the system.

e Document security, guaranteed by
a high-tech information technology
system.

Convincing users to transition to e-filing
requires training and adjustment on both
sides of the electronic platform. It might
also require financial incentives. For ex-
ample, Korea recently cut court fees by
10% for lawyers who use e-filing. An elec-
tronic docket viewer that allows lawyers
to manage multiple lawsuits in different
jurisdictions was also implemented.

Another challenge was to secure funding
to maintain and enhance the system. Ko-
rea invested about $20 million in devel-
oping the e-court system, and about as
much will be needed to integrate new fea-
tures by 2015. Maintenance fees and data
preservation cost about $30 million a year.
In 2012, of the $1.8 billion budget for the

Korean judiciary, $180 million went to in-
formation and communication technology.

The return on investment from comput-
erizing the judiciary cannot be quantified
in a single way. Research on courts in the
U.S. state of New York found that reduc-
ing the need to travel to a courthouse
and eliminating the requirement to serve
the opposing party could save $75-95
for each document.” Given the number
of cases e-filed per year, the savings are
significant. E-courts can also help level
the playing field between small and large
law firms, especially because small firms
have fewer staff and benefit more from
not having to visit courthouses.®

FUNCTIONS OF THE E-COURT
SYSTEM

Approaches to e-courts vary by economy
depending on the priorities of the judi-
ciary. The tools available to court users
in Korea have regularly expanded (table
9.1). The system now mainly encompass-
es features dedicated to help judges (case
management system and judge support
system), facilitate the filing of cases for
litigants (e-filing) and inform the public
(publication of cases).

In the two months after the launch of the
e-filing system for civil cases approxi-
mately 5% were filed electronically. This

TABLE 9.1 Korea's courts have a range of features and support systems

Case Management System

= Docket System
Case Allocation System
Case Filing System
Calendaring System
Service System

Payment System
Deposit System

Case Files Archiving

* Common Service System

Judge Support System

+ Case Workflow System

* Groupware

» Decision Support System
* Law Search

Information Exchange

Note: ECF means Electronic Case Filing.

= Electronic Money
Claim

« Electronic Entrusting

« Electronic Property

» Standard
E-Courtroom

* Audio Video
Recording, Video-

) Conferencing
Inquiry

Public Information Service

« Court Homepage

« Case Information

= Certificate Issuance
* Law Search

» Self Help Center

Source: Presentation from the Supreme Court of the Republic of Korea.
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number almost decupled in 18 months
(figure 91). In fact, two years later, in June
2013, that share had soared to more than
45%.

To further streamline procedures, a sys-
tem facilitates payment of all submission
fees electronically using credit card or
wire transfers at the time of filing. In ad-
dition, users are notified by e-mail or text
message of any submission of additional
documents by the opposing party. And
after the case allocation system assigns
cases, the designated judge and the at-
torneys can view all their cases online,
including PDFs of all documents filed in
a given lawsuit.

Online help centers featuring frequently
asked questions and tools for pro se liti-
gants were also created to allow the pub-
lic to get fast answers on questions about
the Supreme Court and its processes.’
One of the most important components
of these help centers is the self-repre-
sented litigation homepage, which pro-
vides information and templates needed
to file a case and respond to claims of
counterparties without the help of a cer-
tified lawyer.

For judges, the support system includes
four main features:

e The case management system,
which allows judges to organize their
work based on the status of pro-
cedures and to separately manage
cases for which special measures are
needed.

e “My case history,” which allows judg-
es to track cases they have disposed
and the final determination of the
cases.

e A scheduling system to organize cas-
es by day, week or month that is inte-
grated with the court registry.

e A writing support system with fea-
tures such as automatic document
formatting, multiple judgment editing
in small cases and collaborative deci-
sion writing in panel cases. This sys-
tem automatically creates a draft of
the final judgment after the relevant
case and desired template have been
selected. Once completed, judges en-
ter a digital signature and register the
decision in a searchable database of
judgments.

FIGURE 9.1 Civil cases filed under Korea's e-litigation system jumped between May 2011

and December 2012
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BENEFITS OF E-COURTS

Research in the United States has found
that more than 80% of judges consider
e-filing superior to paper-based filing."”
E-courts make claim processing faster,
more reliable and convenient, minimize
courthouse visits and reduce record stor-
age and reproduction costs.

Cost and space savings

The implementation of Korea's e-court
system resulted in savings of $221 per
e-filing." These savings result from a re-
duction in the use of paper, the time spent
in court, cheaper service of process, lower
transportation costs, easier archiving of
documents, and easier payment of fees.

In terms of space savings, in 2008 in
Chicago, Illinois a paper document filing
took up to 5 days for a circuit court clerk
to process, whereas e-filing took just 4
seconds.” And given that courthouses
are expensive storage spaces, eliminating
several miles of archives can save a lot of
money. A courthouse can cost $300 or
more per square foot to construct, and
maintenance can be expensive t00.” In
the United States it costs $360,000 to
build and $18,000 a year to heat, cool
and maintain a 20 by 60 foot file room—
assuming a low maintenance cost of 5%.

By comparison, a 150 gigabyte hard drive
costs less than $100 and has storage ca-
pacity equivalent to 70 filing cabinets.
That many filing cabinets, with the floor
space required, cost $22,000. The U.S.
National Center for State Courts offers
tools to estimate savings from e-courts.”

Security

Computerized court systems also make
archives more secure. Risks such as doc-
ument loss, files being stolen and archive
destruction can be significantly reduced or
eliminated. E-filing minimizes the costs of
these risks, especially because paper doc-
uments can be misfiled or stolen. Though
it is possible to recreate court files from
litigant copies, this approach is inefficient.

Electronic storage reduces these risks. For
instance, an e-filing system can improve
file security and confidentiality by making
it easier to restrict access to case files or
documents sealed by court order. In ad-
dition, electronic files can be encrypted,
providing additional security.’

Transparency

E-courts can also enhance transparency.
By making judicial decisions more trans-
parent, more trade and investment is
likely, fostering economic growth.” Pub-
lishing the cases rendered in a jurisdiction



allows attorneys and court users to better
understand case law and increases legal
predictability. Making decisions available
to the public online also helps make judg-
es more accountable because anyone
can comment on and assess the quality
of decisions. In the United States case
information, including docket sheets and
filed documents, are provided online for
viewing and downloading by attorneys
and the public at any time from locations
other than the courthouse.

In some countries e-filing systems can
also fight corruption. If formal procedures
are streamlined and attorneys are no lon-
ger required to file claims in person, there
is less traffic in courthouses—reducing
opportunities for bribery.’

Access to justice

E-court services significantly extend the
availability of justice, as with a 24/7 sys-
tem for filing, registration and auctions.”
Moreover, providing remote access to
judges makes the system convenient and
efficient. Most systems employ extensive
security to mitigate tampering with the
integrity of files. Singapore's system, in
addition to providing full remote access
to judges, has a “pack and go” feature
that allows court files to be transferred
to CD-ROMs or USB memory devices for
offline use.

E-courts can also aid cases where geo-
graphic distance makes it difficult for par-
ties to attend, making videoconferencing
a pragmatic solution. While some trials
last only about 30 minutes, advocates
often must spend a lot of time traveling.
Thus videoconferencing saves time and
money. In the United States, it was esti-
mated that about $900 could be saved
per trial by not having to pay for trans-
port fares, accommodations and relat-
ed allowances. In other economies poor
infrastructure makes it difficult to travel
between cities, justifying an investment
in such information technology.

SHARING GOOD PRACTICES
THROUGH PEER LEARNING

According to Doing Business, in Seoul re-
solving a standard contract enforcement
dispute takes 230 days, 33 procedures

IMPROVING COURT EFFICIENCY: THE REPUBLIC OF KOREA'S E-COURT EXPERIENCE

and costs 10% of the claim—making Ko-
rea the runner-up in Doing Business'’s ease
of enforcing contracts ranking. By con-
trast, it takes 400 days, 36 procedures
and 29% of the value of the claim in Viet-
nam; 842 days, 37 procedures and 26%
of the value of the claim in the Philippines
and 622 days, 38 procedures and 35% of
the value of the claim globally. Contract
enforcement is faster in economies with
e-filing (figure 9.2).

Concerns about budget and technology
limitations are among the most common
reasons for not implementing e-court fea-
tures.?® That should not prevent less devel-
oped economies from looking into e-courts.
E-courts can be implemented with donor
assistance, and reforms can be inspired by
peer learning from leading economies.

Malaysia, with an income per capita half
that of Korea's, has been implementing an
ambitious upgrade of the computeriza-
tion of its courts. In late 2008, with the
appointment of a new chief justice, Ma-
laysia initiated reforms targeting judicial
delays and court backlogs that included
two information technology contracts
totaling $43 million. The program intro-
duced court recording and transcription

equipment and launched an e-filing sys-
tem and electronic case management
system that automated manual process-
es, provided courts with registries of case
filings and events and introduced modules
to handle e-filing, schedule hearings and
the like. The new equipment is expected
to expedite hearings and reduce back of-
fice processing.”!

Rwanda and Tanzania, two countries with
income per capita below $1,000, have also
started computerizing their courts. Tanza-
nia's project received funds from several
donors and provided the judiciary with
modern information technology—includ-
ing computers and digital court record-
ing equipment—and training for judges
and staff. Computerization has had many
benefits, such as improving the quality of
research by judges.? Rwanda's Strategic
Plan of the Supreme Court has recruited
new court officers well trained in the use
of information technology. Thanks to do-
nor funds, the country now has an e-filing
system, electronic records management
system and legal information portal. 2 Ac-
cording to data collected for Doing Business
2014, Rwanda and Tanzania are top per-
formers in Sub-Saharan Africa in the ease
of enforcing contracts ranking.

FIGURE 9.2 Globally, contract enforcement is faster in economies with e-filing
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Through its involvement in the Asia-Pa-
cific Economic Cooperation forum, Korea
has helped improve the region’s business
regulations.?* Korea, named a “champion”
in judicial reform by APEC, has invested
significant resources to help countries
such as Indonesia, Peru, the Philippines
and Thailand improve contract enforce-
ment. A Korean delegation visited partner
economies in 2011 to review systems and
procedures for enforcing contracts and
proposed reforms based on its experi-
ence in expediting court proceedings. In
addition, peer-learning events were held
to focus on improving such systems. To-
gether these events attracted more than
200 participants, including judges, at-
torneys, professors and government offi-
cials. In addition, in 2011 the Korean gov-
ernment brought together legal experts
and high-level policy makers to discuss
the future of those economies’ systems
for enforcing contracts.

LESSONS

Experiences with e-courts in Korea and
elsewhere show that:

e The system must be user friendly and
adapt in response to comments from
users; a thorough needs analysis is
required.

e The information technology budget

should take into account costs of data
preservation and system maintenance.
e Users should receive adequate training.
e (Cases covering various subject mat-
ter should be integrated.
e Systems in other economies can offer
useful guidance.
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Starting a business is easiest in
New Zealand, where it takes 1
procedure, half a day, less than 1%
of income per capita and no paid-in
minimum capital.

Doing Business recorded 51 reforms
making it easier to start a business
worldwide between June 2012 and
June 2013 and 244 over the past 5
years.

Greece made the biggest
improvement in the ease of starting
a business in the past year.
Guinea-Bissau and Cote d'lvoire
are among the economies making
the greatest progress toward the
frontier in regulatory practice in
starting a business since 2009.
Most economies improving
business start-up processes

over the past 5 years focused on
simplifying company registration.
Among regions, Sub-Saharan Africa
has improved business start-up
processes the most since 20009.

For more information on good practices
and research related to starting a
business, visit http://www
.doingbusiness.org/data/exploretopics/
starting-a-business. For more

on the methodology, see the section on
starting a business in the data notes.

Starting a business is an act of faith.
Many entrepreneurs invest and risk their
personal savings in business plans they
believe in. Starting a new business in-
volves multiple unavoidable obstacles,
but excessive bureaucracy should not
be one of them—because entrepreneur-
ship matters for economies’ economic
performance. In fact, there is a positive
relationship between entrepreneurship,
growth and job creation." In 2007 young
start-ups accounted for nearly 8 million
of the 12 million new jobs created in the
U.S. economy.?

Doing Business data measure the num-
ber of procedures, time, cost and paid-in
minimum capital required for small and
medium-size limited liability companies
to formally operate. To make the data
comparable across 189 economies, Do-
ing Business uses a standardized business
that is 100% domestically owned, has
start-up capital equivalent to 10 times
income per capita, engages in general in-
dustrial or commercial activities and em-
ploys between 10 and 50 people within
the first month of operations.

Doing Business measures the main stag-
es of starting a business: preregistration,
registration and postregistration. Prereg-
istration may involve checking the avail-
ability of the proposed company name,
having a notary draft and notarize stat-
utes and depositing minimum capital
in a bank account. Registration includes
procedures under the mandate of the
commercial registry. Postregistration in-
cludes registering with tax authorities,
obtaining a business license, buying and
legalizing company books and obtaining
a company seal. Although registration
includes on average a low number of pro-
cedures, it is often the most costly part of
starting a business. On the other hand,

preregistration—nonexistent in econo-
mies following good practices—is gen-
erally the least time-consuming process
measured by Doing Business (figure 10.1).

Starting a business is the Doing Business
indicator set that has consistently had
the most reforms each year, and econo-
mies have enjoyed the benefits of these
reforms. Reforms making it easier to start
a formal business are associated with
increases in the number of newly regis-
tered firms and sustained gains in eco-
nomic performance—including improve-
ments in employment and productivity.
In the Philippines start-up simplification
in the municipality of San Jose de Bue-
navista reduced the number of proce-
dures, time and cost to obtain business
permits. These changes increased the
number of registered businesses, gener-
ating revenue for the local government.*
Portugal's introduction of one-stop shops
raised the number of registered enter-
prises by about 17% and created 7 new
jobs a month for every 100,000 inhabi-
tants.® Peru’'s simplification of obtaining
a start-up business license nearly quin-
tupled business registrations between
the year before and the year after, when
8,517 new firms were registered.® Sim-
plified business registration in Mexi-
co increased the number of registered
firms by 5% and employment by 2.2%.”
Informal business owners, particularly
those with an entrepreneurial drive, were
14.3% more inclined to formally register
their businesses.®

WHO REFORMED IN STARTING A
BUSINESS IN 2012/13?

In 2012/13, 51 economies made it easier
to start a business (table 10.1). Anoth-
er 13 made it more difficult, mostly by



FIGURE 10.1 Postregistration procedures can be costly and time-consuming
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increasing start-up costs and minimum
capital requirements. Among those mak-
ing it easier, several created online one-
stop shops allowing entrepreneurs to
register with different agencies through a
single website.

For example, Cbte d'lvoire created a
one-stop shop for firm creation and
replaced the requirement to obtain
a copy of founders' criminal records
with a sworn declaration at the time
of company registration. Other econo-
mies, including Costa Rica and Portugal,

simplified postregistration procedures.
In Poland entrepreneurs no longer have
to register new companies at the Na-
tional Labor Inspectorate and National
Sanitary Inspectorate. Globally, Greek
entrepreneurs experienced the biggest
improvement in the ease of starting a
business in the past year. In 2012 the
Greek government introduced a simpler
type of limited liability company, called
a private company, that is cheaper to
incorporate (figure 10.2). A year later
Greece abolished the minimum capital
requirement.

STARTING A BUSINESS

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

Over the past 5 years Doing Business re-
corded 244 business registration reforms
in 135 economies. All regions have ac-
tively reformed in the area of starting a
business. Globally since 2009 the av-
erage time to start a business has fallen
by about 13 days. By region, Sub-Saharan
Africa has shown the most improvement,
with the average time to start a business
falling from 55 days to 30 (figure 10.3).
Still, relative to other regions, the time
to start a business in Sub-Saharan Afri-
ca remains high, leaving ample room for
further improvement. OECD high-income
and European and Central Asian econo-
mies remain the front runners on the ease
of starting a business.

Economies sustaining reform efforts
over time have considerably revamped
their start-up processes, substantially
improving their rankings on the ease of
starting a business. Chile, for instance,
has been an active reformer over the
past 5 years. In 2010 it introduced an
online system for company registration.
In 201 a new law required local gov-
ernments to provide temporary or per-
manent working licenses to companies
immediately upon request.® That same
year the Internal Revenue Service began
authorizing electronic invoicing for com-
panies that had obtained revenue iden-
tification numbers and initiated business
activities—enabling entrepreneurs to le-
gally operate immediately after formaliz-
ing their companies. Finally, in 2013 Chile
introduced a law allowing entrepreneurs
to register certain types of legal entities
online and free of charge.”® As a result of
these improvements, the time to register
a business in Santiago fell from 27 days
in 2009 to 5.5in 2013.

Armenia also has been continuously re-
forming its business incorporation reg-
ulations in recent years. Armenia estab-
lished a one-stop shop in 2010, allowing
electronic registration and merging pro-
cedures for reserving a business name,
registering a business and issuing a tax
identification number. In 2013 Armenia
eliminated company registration fees.
Azerbaijan, Bulgaria, Colombia, Cobte
d'lvoire, Jordan, Lithuania, the former Yu-
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TABLE 10.1 Who made starting a business easier in 2012/13—and what did they do?

Feature Economies

Simplified preregistration and registration Afghanistan; Armenia; Azerbaijan; Belarus;
formalities (publication, notarization,
inspection and other requirements) Hong Kong SAR, China; Israel; Italy;
Jamaica; Kazakhstan; Liberia; Lithuania;
Malaysia; Moldova; Mongolia; Morocco;
Nepal; Nicaragua; Niger; Romania; Russian
Federation; Rwanda; Suriname; Swaziland;
Trinidad and Tobago; Ukraine; Zambia

Abolished or reduced minimum capital
requirement

Cape Verde; Croatia; Djibouti; Greece;
Kyrgyz Republic; Lithuania; Netherlands;
Poland; West Bank and Gaza

Benin; Burundi; Costa Rica; Cote d'Ivoire;
Guatemala; Guinea; Kosovo; Togo

Created or improved one-stop shop

Cut or simplified postregistration
procedures (tax registration, social
security registration, licensing)

Afghanistan; Costa Rica; Kosovo; Panama;
Poland; Portugal

Introduced or improved online
procedures

Azerbaijan; Chile; Nepal; Panama

Source: Doing Business database.

Bhutan; Republic of Congo; Gabon; Greece;

Some highlights

Hong Kong SAR, China abolished the capital duty levied on local
companies. Morocco cut registration fees from 3,129 Moroccan dirhams
to 1,700—about 6% of income per capita. Suriname adopted a new civil
code, shortening the time to obtain a declaration of no objection and
approval of the president from 500 days to 14.

Croatia, Greece and Lithuania introduced a new corporate form with no
minimum capital requirement. The Netherlands eliminated the minimum
capital requirement for limited liability companies.

Guatemala launched an electronic platform that allows new companies to
register with the commercial registrar, tax authority, social security institute
and Ministry of Labor through a single online form.

Costa Rica eliminated the requirement to legalize accounting books
and simplified legalization of corporate books. Panama eliminated the
requirement to visit municipalities to obtain municipal taxpayer numbers.

Chile introduced an online facility for business registration, allowing
entrepreneurs to register certain types of legal entities online for free.
Nepal introduced electronic filing of documents, reducing registration time
from 15 days to 7.

FIGURE 10.2 Greece made starting a business easier in 2012/13 by introducing a simpler
type of limited liability company and abolishing the minimum capital
requirement

Since 2009 Guinea-Bissau and Cobte
d'lvoire have been among the economies
making the fastest advances toward the
frontier in regulatory practice for starting
a business (figure 10.4). In addition to
previous reforms, in 2012 Céte d'Ivoire
launched a one-stop shop for business

Time to start a business (days)

per capita
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Changes in 2012/13
eliminated 6 procedures and
cut cost by 16% of income

incorporation, allowing entrepreneurs to
register with the commercial registrar,
tax authority and social security institute
at the same time instead of visiting them
separately.

Similarly, Guinea-Bissau created a one-
stop shop for business creation in 2011.
Launched on May 15, the Centro de For-
malizacdo de Empresas led to a significant
reduction in the procedures, time and
cost to register a business. Guinea-Bissau
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Source: Doing Business database.

also eliminated the requirement to obtain
a business license for low-risk activities.
Instead, a simple declaration of commer-
cial activities is required to be submitted
at the one-stop shop. In addition, the
requirement for a copy of the founders’
criminal records was replaced by one for
a sworn declaration, and the cost for the

goslav Republic of Macedonia, Moldova,
Mozambique, Peru, Portugal, the Slovak
Republic and Ukraine are among other
economies that have steadily improved
business incorporation regulations. Com-
mon features of the most recent reforms

included making notarization of incorpo-
ration documents optional, introducing
online features for company registration
and creating and improving one-stop
shops.

publication of the notice of incorporation
was reduced.

Since 2009 the time and cost of starting
a business has dropped worldwide. Sim-
plifying registration has been the most



FIGURE 10.3 Sub-Saharan Africa has shown the greatest improvement in the time to start

a business
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common feature of start-up reforms. On-
line services ranging from company name
searches to business registration have
lowered the time and cost of starting a
business worldwide. Economies with the

fastest business registration systems all
offer at least some electronic services.
More than 20 low- and lower-middle-
income economies offer electronic ser-
vices. In Liberia company name reservation

STARTING A BUSINESS

and business registration can be complet-
ed online in 1.5 days. In addition, Liberian
entrepreneurs can track their application
status online. In Rwanda the number of
companies using the online business reg-
istration system has been steadily increas-
ing since its creation in 2009. In India the
director of a company can obtain an iden-
tification number online.

Over the past 5 years economies from all
regions either lowered or eliminated reg-
istration costs. Benin and South Africa
considerably reduced notary fees, while
Spain exempted small and medium-size
enterprises from the burdensome Asset
Transfer and Legal Documented Acts Tax.
Other economies simplified or eliminated
preregistration requirements such as hav-
ing company documents notarized and ob-
taining approvals from different agencies.

The past 5 years saw other changes as
well. Lesotho, Mongolia and Uruguay
simplified start-up processes by elim-
inating notarization requirements and
introducing standardized articles of as-
sociation. Bhutan and Romania simplified
the process for obtaining a security clear-
ance certificate. The Dominican Repub-
lic, Peru and the Philippines eliminated

FIGURE 10.4 Guinea-Bissau and Céte d'lvoire are among the economies advancing the most toward the frontier in starting a business

over the past 5 years
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the requirement to obtain a document
confirming payment of share capital in a
bank. Ukraine eliminated the requirement
to obtain approval for a corporate seal,
and Suriname significantly reduced the
time to obtain the president's approval for
company incorporation.

Ninety-six economies have at least some
type of one-stop shop for business reg-
istration, including 35 that established or
improved theirs in the past 5 years. Nine-
ty-nine economies require no paid-in
minimum capital, and many others have
lowered the requirement.”
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Sound regulation of construction helps
protect the public from faulty building
practices. Besides enhancing public safe-
ty, well-functioning building permitting
and inspection systems can also strength-
en property rights and contribute to the
process of capital formation.! But if proce-
dures are too complicated or costly, build-
ers tend to proceed without a permit.?
By some estimates 60-80% of building
projects in developing economies are un-
dertaken without the proper permits and
approvals.®> And because the construction
permitting process generally involves li-
censing requirements from several differ-
ent agencies, those using the process are
exposed to different bureaucracies, which
creates opportunities for rent seeking.

One way to adopt sound regulation is
by implementing risk-based inspection
systems. Such systems can help ensure
a safe, well-functioning approach that
does not impose overly burdensome re-
quirements on less complex buildings.
Economies at all income levels are imple-
menting these systems to account for the
varying risk levels of different buildings.*
In fact, there has been growing awareness
in the construction industry about the ad-
vantages of a system in which less risky
structures are subject to fewer inspec-
tions than more complicated ones, which
might need more inspections at various
stages of construction.

The United Kingdom started modifying
its building control system in 2007 to add
a risk-based component. The goal was to
develop a risk assessment tool for build-
ing inspectors and move from strict pub-
lic enforcement toward a combination of
public and private practices. In 2009 the
Department for Communities and Local
Government partnered with the private
sector to develop a risk assessment tool.

High-risk projects such as hotels and
movie theaters would have at least as
many inspections as low-risk projects at
key stages of construction—and in most
cases would require additional inspec-
tions to comply with safety regulations.
The use of risk assessment has improved
the inspection system. Since 2008 it has
eliminated 8 procedures and 49 days
from the process of obtaining a construc-
tion permit and connecting to utilities, as
measured by Doing Business.®

Introducing a risk-based inspection sys-
tem is not the only route to sound regu-
lation. Economies continually working to
improve their building regulatory systems
have also reformed in many other areas.
Some are taking advantage of increasing-
ly sophisticated technological systems
that enhance not only the efficiency of the
construction permitting process but also
its transparency. And some are adopting
performance-based building codes that
focus more on outcomes and on demon-
strating compliance with performance
requirements.” Beyond these elements,
qualification requirements for inspectors,
liability regimes for faulty construction,
conflict resolution systems, information
technology and other factors can all help
strengthen building regulatory systems.

To measure the ease of dealing with con-
struction permits, Doing Business records
the procedures, time and cost required
for a small or medium-size business to
obtain the approvals needed to build a
simple commercial warehouse and con-
nect it to water, sewerage and a fixed
telephone line. That includes all the in-
spections and certificates needed be-
fore, during and after construction of the
warehouse. To make the data comparable
across 189 economies, it is assumed that
the warehouse is in the periurban area of

Dealing with construction permits
is easiest in Hong Kong SAR, China,
where it takes 6 procedures and 71
days and costs 15.4% of income per
capita to comply with requirements
for building a storage warehouse
and connecting it to water,
sewerage and a fixed telephone line.
Doing Business recorded 24 reforms
making it easier to deal with
construction permits worldwide
between June 2012 and June 2013
and 109 over the past 5 years.
Ukraine made the biggest
improvement in the ease of dealing
with construction permits in the
past year.

Ukraine has also made the fastest
progress toward the frontier in
regulatory practice in construction
permitting since 2009.

Among regions, Europe and

Central Asia has made the biggest
improvements in the ease of dealing
with construction permits since
20069.

Streamlining processes and
implementing risk-based approval
systems were among the most
common features of construction
permitting reforms in the past 5
years.

For more information on good practices
and research related to dealing with
construction permits, visit http://www
.doingbusiness.org/data/exploretopics/
dealing-with-construction-permits. For
more on the methodology, see the section
on dealing with construction permits in
the data notes.
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the largest business city, is not in a spe-
cial economic or industrial zone and will
be used for general storage.

While Doing Business identifies burden-
some practices in many economies, other
hurdles are not captured by the data. For
example, Doing Business does not address
the extent to which the necessary permits
may include provisional or conditional
permits—which in some economies can
be used as a mechanism for the author-
ities to impose further conditions or ex-
tract further payments once construction
is under way or completed.

In economies where it is easy to obtain
construction permits, many preconstruc-
tion procedures—such as clearances
and approvals—are streamlined, often
through a one-stop shop. Alternatively,
preliminary clearances are not required
and construction companies can apply
for building permits when submitting
the required blueprints. The average
time to complete preconstruction proce-
dures in the 5 top-ranked economies is
just 30 days, compared with 137 in the
5 lowest-ranked economies (figure 11.1).
Economies that make it difficult to obtain
construction permits require several lay-
ers of clearances that must be obtained
separately from different agencies. They
often also require many more inspec-
tions. Economies ranking in the middle
of the distribution require an average of
3 inspections during construction, while
those ranking in the top 5 require only 1.

WHO REFORMED IN DEALING
WITH CONSTRUCTION PERMITS
IN 2012/13?

Between June 2012 and June 2013 Doing
Business recorded 24 reforms making it
easier to deal with construction permits
and 2 making it more difficult (table 11.1).
Europe and Central Asia had the most
reforms making it easier, with 8. Sub-
Saharan Africa had 7 making it easier
but 1T making it more difficult. East Asia
and the Pacific had 3 making it easier,
Latin America and the Caribbean and
OECD high-income economies each had
2, and South Asia and the Middle East
and North Africa each had 1. OECD high-
income economies also had 1 making the
process more difficult.

FIGURE 11.1 Formalities before construction begins are the most time-consuming and
costly part of dealing with construction permits
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Source: Doing Business database.

In the past year Ukraine made the big-
gest improvement in the ease of dealing
with construction permits (figure 11.2). In
mid-2012 the government adopted a risk-
based approval system, classifying con-
struction projects into 5 categories based
on their complexity, with categories 1-3

being simpler buildings. This has simpli-
fied the process and streamlined the pro-
cedures needed to obtain construction
permits for less complex buildings like
warehouses, which fall into category 3.
For warehouses the requirement to obtain
a construction permit was replaced with
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TABLE 11.1 Who made dealing with construction permits easier in 2012/13—and what did they do?

Feature Economies

Streamlined procedures

Botswana; Costa Rica; Cote d'lvoire; Gabon;
Guatemala; Kosovo; Latvia; FYR Macedonia;

Some highlights

Malaysia; Montenegro; Mozambique; Philippines;
Poland; Russian Federation; Rwanda; Sri Lanka;

Togo; Ukraine

Reduced time for processing
permit applications

Botswana; Costa Rica; Cote d'lvoire; Gabon;
Guatemala; Latvia; Malaysia; Montenegro;

Mozambique; Russian Federation; Slovenia; Sri

Lanka; Turkey

Introduced or improved one-stop  Burundi; Gabon; Guatemala; Malaysia; Mongolia;

shop Montenegro

Reduced fees
Sri Lanka

Introduced or improved online

services Rwanda

Introduced risk-based approvals
Adopted a new building code

Azerbaijan

Improved building control
process

Togo

Source: Doing Business database.

a requirement to provide notification that
construction works had commenced.

In addition, the process for obtaining
technical requirements was simplified

Kosovo; Malaysia; Malta; Mongolia; Rwanda;

Costa Rica; Gabon; Guatemala; Mozambique;

Botswana; Malaysia; Ukraine

The Russian Federation eliminated duplicate clearances from several
government agencies.

Turkey implemented strict time limits to obtain a lot plan and simplified
documentation requirements to obtain an occupancy permit.

Guatemala and Malaysia introduced one-stop shops for construction permits

and postconstruction approvals.

development tax.

Sri Lanka reduced the fee to obtain a construction permit by eliminating the

Costa Rica launched an e-government platform that allows online submission

of construction permit applications and streamlines internal reviews.

Botswana clarified environmental impact assessment requirements for

projects. Ukraine introduced a risk-based approval system, eliminating
preconstruction utility approvals and postconstruction certification procedures.

Azerbaijan adopted a new construction code that streamlined procedures
and established official time limits for completing various procedures in the
construction permitting process.

Togo improved its workflow communication and implemented a standard
procedure for processing applications.

by streamlining procedures and elimi-
nating the requirement to obtain tech-
nical requirements from the Fire Safety
Department and Department of State
Auto Inspection. Project supervision was

FIGURE 11.2 Ukraine made dealing with construction permits faster and easier
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simplified by eliminating the requirement
to develop a preproject city planning
justification for the State Enterprises
(Ukrderzhbudexpertyza) and the State
Inspectorate of Architecture and Con-
struction Control in Kiev. Ukraine also
amended the Law on State Registration
of Property Rights to Real Estate and
Their Encumbrances, which went into
effect on January 1, 2013. The law re-
duced the number of agencies that can
register ownership rights over real estate
and issue ownership certificates and in-
troduced strict time limits for registering
real estate. Together these changes elim-
inated 10 procedures and reduced the
time for dealing with construction per-
mits by 302 days.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

Since 2009, 73 economies have imple-
mented 109 reforms making it easier to
deal with construction permits. Europe
and Central Asia made the most reforms,
with 29, followed by Sub-Saharan Africa
with 26, Latin America and the Caribbean
with 17, OECD high-income economies
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FIGURE 11.3 Europe and Central Asia has achieved the most time savings in dealing with

construction permits

300 - 35 E
=g
250 30 25
-y | - . o ®E
S 200 '§I=*I§- g
(7] f— | E 7]
£ 150 20 58
@ | L i L -— - 15 S
(=2} =
S 100 G 2
E 0 33
>0 -5 Eg
0 31 19 15 20 24 = 5
DB2010 DB2011 DB2012 DB2013 DB2014 b5
Number of reforms
Time: —#— Latin America & Caribbean Europe & Central Asia —#— South Asia

—— Sub-Saharan Africa
—— Middle East & North Africa

OECD high income

East Asia & Pacific

Note: To ensure accurate comparisons, the figure shows data for the same 183 economies for all years, from
DB2010 (2009) to DB2014 (2013). The economies added to the Doing Business sample after 2009 and so
excluded here are Barbados, Libya, Malta, Myanmar, San Marino and South Sudan. This figure uses regional

classifications for 2013.
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with 14, East Asia and the Pacific with 11,
the Middle East and North Africa with 10
and South Asia with 2. Since 2009 Eu-
rope and Central Asia has achieved the
most time savings, reducing the time to
deal with construction permits by 64
days on average (figure 11.3).

Over the past 5 years the most common
feature of these reforms was streamlining
project clearances. Building approvals tend
to require technical oversight by multiple
agencies, and one way to simplify this pro-
cess is by establishing one-stop shops. But
the success of one-stop shops depends on

good coordination among all agencies in-
volved and often requires overarching leg-
islation that ensures information sharing
and establishes oversight mechanisms to
minimize cases of noncompliance.

In 2011 Taiwan, China established its first
one-stop shop for construction permits
and continues to improve its operations.
By 20712 the number of procedures re-
quired to process permit applications had
fallen from 25 to 11 and the time from 125
days to 94. Since 2009, 17 economies
have successfully implemented one-stop
shops for permit applications.

Ukraine saw the fastest progress to-
ward the frontier in regulatory practice
in construction permitting over the past
5 years (figure 11.4), largely due to the
improvements in more recent years dis-
cussed above. But Ukraine began reform-
ing construction permitting before that.
In 2005 it adopted the Provincial Act on
Construction of Buildings, which clearly
defined procedures for obtaining permits
to design and develop buildings and for
drafting, approving and ensuring the ac-
curacy of project documentation. The act
also identified the main requirements for
construction work.

In 2006 the Law on the System of Per-
mits for Business Activity introduced a

FIGURE 11.4 Ukraine has advanced the most toward the frontier in dealing with construction permits over the past 5 years
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Source: Doing Business database.



principle under which any authorization
or permit required to conduct business
activity as well as procedures for its issu-
ance must be provided for exclusively in
the laws of Ukraine (as opposed to local
legislation and similar regulation). The
law also provided for administrative lia-
bility of officials in violation of issuance
procedures. Together the 2005 and 2006
legislation cut the time to obtain a permit
by 23 days.

In 2009 more dramatic changes were
introduced. Legislation eliminated the
need for preproject city planning approv-
als if projects comply with town planning
documentation and rules for building in
Kiev and set a limit of 10 business days

for issuing certificates of compliance.
These changes reduced the number of
procedures by 9 and the time to obtain
a permit by 161 days. And in a region in
which many economies still have cum-
bersome construction permitting proce-
dures, Ukraine's reforms can serve as an
example for others.

NOTES

This topic note was written by Marie Lily Deli-
on, Anushavan Hambardzumyan, Joyce Ibrahim,
Momodou Salifu Sey and Matthew Williger.

1. World Bank Group 2013b.
2. Moullier 2009.

DEALING WITH CONSTRUCTION PERMITS

3. De Soto 2000.

4. For more information, see the case study on
risk-based inspections.

5. Berman 2012.

6. Under the Doing Business methodology, if a
private inspection firm is hired, only 1 proce-
dure is recorded for the firm. Subsequent in-
spections are not recorded. Private inspection
firms tend to operate more efficiently than
government agencies that conduct inspec-
tions because government agencies usually
conduct other tasks as well. Furthermore,
there is generally less opportunity for rent
seeking with private firms.

7. World Bank Group 2013b.
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Getting an electricity connection

is easiest in Iceland, where it takes
4 procedures and 22 days and

costs 14.4% of income per capita
($5,554).

Doing Business recorded 14 reforms
making it easier to get electricity
worldwide between June 2012and
June 2013—and has recorded
45since 2010.

The Russian Federation made the
biggest improvement in the ease of
getting electricity in 2012/13.

The Russian Federation and
Tanzania are among the economies
making the greatest progress
toward the frontier in regulatory
practice in getting electricity since
20069.

Europe and Central Asia has the
most complex processes for getting
electricity but also implemented the
most reforms to make electricity
regulations more business-friendly
in 2012/13.

Making utilities' internal processes
more efficient has been the most
common feature of reforms to make
it easier to get electricity since
2010.

For more information on good practices
and research related to getting electricity,
visit http;//www.doingbusiness.org/data/
exploretopics/getting-electricity. For more
on the methodology, see the section on
getting electricity in the data notes.

Electricity matters for businesses. Un-
reliable electricity supply, lack of distri-
bution network in rural areas and high
connection costs all hinder business ac-
tivity. Where the quality and accessibility
of infrastructure services are good, they
encourage investment, productivity and
growth." World Bank Enterprise Surveys
in 137 economies show that firms consid-
er getting electricity the second biggest
obstacle to their business.? Self-supply is
often prohibitively expensive, especially
for small firms.® The first step in getting
electricity is for a customer to obtain
a connection—and this is the key step
that the getting electricity indicators aim
to measure.

Doing Business measures the proce-
dures, time and cost for a small to
medium-size business to get a new
electricity connection for a warehouse
(figure 12.1). To make the data compa-
rable across 189 economies, Doing Busi-
ness uses a standardized case study of
a new warehouse requiring a connection
150 meters long and with a power need
of 140 kilovolt-amperes. The warehouse
is assumed to be located in the largest
business city, in an area where ware-
houses usually locate and electricity is
most easily available.*

WHO REFORMED IN GETTING
ELECTRICITY IN 2012/13?

Economies where getting an electricity
connection is easy share several good
practices. Other economies are adopt-
ing some of these practices (table 12.1).
Between June 2012 and June 2013 Do-
ing Business recorded 14 reforms that
made getting electricity easier.

Across regions, increasing the efficien-
cy of utilities' internal processes has
been the most common reform. It is
also among the most effective ways to
reduce connection delays. In Colombia
the utility Codensa opened a one-stop
shop for builders that provides coun-
seling on and review and approval of
electricity connection projects. Codensa
reduced the time to prepare feasibili-
ty studies by eliminating the prepara-
tion of quotes and enabling clients to
request the studies online. Utilities in
Malaysia and Sri Lanka made getting
electricity easier by improving commu-
nications with contractors, introducing
electronic document management sys-
tems and increasing staff and resources
for inspections.

Other economies have adopted broader
approaches. The Russian Federation's
MOESK, Moscow's electricity utility,
overhauled the steps required to obtain
a connection (figure 12.2). For example,
the utility now obtains excavation permits
for customers and eliminated the need for
them to get electricity applications from
MKS, a subsidiary of MOESK. In addition,
the Federal Service for Ecological,
Technological and Nuclear Supervision
now conducts risk-based inspections
only for larger installations. And the
Moscow Regional Energy Commission
revised fee structures and lowered
connection charges to standardized
rates.® These changes have halved the
number of procedures required to obtain
an electricity connection, reduced the
time by more than 40% and cut the
cost by nearly 80%, making the Russian
Federation the economy that improved
the most in the ease of getting electricity
in 2012/13.



FIGURE 12.1 Duplicated inspections and long delays make it harder to get electricity
Averages by ranking group
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TABLE 12.1 Who made getting electricity easier in 2012/13—and what did they do?

Feature Economies Some highlights

Improved process

GETTING ELECTRICITY

In Burundi the electricity utility Regideso
ended its monopoly on the sale of trans-
formers and other equipment needed
for electricity connections. Since June
2012 this change has decreased the
time to obtain a connection by 30 days
because customers can now import
materials instead of buying them from
Regideso if the materials are not in the
company'’s stock. The utility also opened
a center that combines all the internal
services of the utility involving new con-
nections.

WHAT HAVE WE LEARNED
FROM 5YEARS OF DATA?

Since 2010, 41 economies have imple-
mented 45 changes to regulations and
their implementation that made it easi-
er to get electricity. Sub-Saharan Africa
made the most such reforms, with 12,
followed by Europe and Central Asia
with 10. The average time to connect
to the electrical grid fell in Latin Amer-
ica and the Caribbean from 77 days to
65 and in Europe and Central Asia from
170 days to 150. In Sub-Saharan Africa
it dropped from 159 days to 134 (figure
12.3).

The types of reforms recorded in get-
ting electricity have varied by income
group. Upper-middle-income economies
have made the most changes in the past
4 years, with 16. More than half of these
improved connection process efficiency.

Belarus; Colombia; Ecuador; In Colombia the utility Codensa opened a one-stop shop for electricity connections and made its internal

efficiency®
Nicaragua; Sri Lanka; United introduced an electronic document management system that streamlined its internal workflow and cut by
Arab Emirates; Turkey 22 days the time to process new applications.

Improved regulation  Burundi; FYR Macedonia;
of connection Mongolia; Russian
processes and costs  Federation

In the former Yugoslav Republic of Macedonia the government adopted a new distribution grid code that set
time limits for approving new connections and standardized connections with capacity below 400 kilowatts.
The law also fixed connection fees per kilowatt. The time to obtain an electricity connection was reduced by

44 days and the cost by 13%.

Streamlined
approval process®

Russian Federation; Ukraine  In the Russian Federation the utility MOESK reduced the steps in getting a connection. The utility obtains permits
for customers, who also no longer need electricity applications from MKS, a MOESK subsidiary. The Federal
Service for Ecological, Technological and Nuclear Supervision now conducts risk-based inspections only for larger
installations.

a. Refers to utilities or public agencies reengineering their internal processes to reduce the time and number of internal approvals.
b. Refers to utilities or public agencies working with each other to centralize procedures on behalf of the customer or to reduce the duplication of formalities.
Source: Doing Business database.

Malaysia; Mexico; Mongolia; processes more efficient, reducing the time to get a connection by 60 days. Sri Lanka’s Ceylon Electricity Board
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Electricity utilities in these economies
tended to focus on streamlining proce-
dures and reducing delays by making in-
ternal processes more efficient and train-
ing staff. For example, Mexico's electricity
utility, Comisién Federal de Electricidad,
streamlined the process for obtaining
electricity, offered training to contractors
and implemented a geographic informa-
tion system (GIS) that maps the electric-
ity network. This commitment has paid
off: the time to obtain a new electricity
connection in Mexico City dropped from
291 days in 2009 to 85 in 2013.

Most reforms in lower-middle-income
economies have involved streamlining
coordination among agencies to eliminate
unnecessary or duplicate approval require-
ments. These procedures become a bur-
den when they are carried out by several
agencies, or when it is the customer and
not the utility who obtains the required ad-
ministrative permits for the construction
works. Ukraine's Ministry of Energy and
Coal Industry eliminated the need for the
State Energy Inspectorate to inspect elec-
trical installations because other agencies
conduct similar inspections.

Shortening  connection times and
streamlining processes were not the
only reforms. Since 2010, 27 economies
have reduced electricity connection
costs using different strategies. Trinidad
and Tobago thoroughly revised its capi-
tal contribution policy, drastically lower-
ing costs for customers to connect to the
grid.® Between 2009 and 2013 the Rus-
sian Federation cut the cost of an elec-
tricity connection by more than 90%. In
2012 the Republic of Korea introduced
a policy under which customers pay
only 30% of connection costs up front
and the remaining 70% over the next
2 years, enabling entrepreneurs to invest
the outstanding amount in developing
their businesses.

Since 2009 the Russian Federation and
Tanzania have been among the econ-
omies making the most progress in
narrowing the gap with the regulatory
systems of economies with the most ef-
ficient practices in connecting new cus-
tomers (figure 12.4).

FIGURE 12.2 The Russian Federation made obtaining an electricity connection easier,
faster and cheaper
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FIGURE 12.3 Sub-Saharan Africa has achieved the most time savings in getting electricity
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FIGURE 12.4 The Russian Federation and Tanzania are among the economies advancing the most toward the frontier in getting electricity
over the past 5 years
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the getting electricity
indicators since DB2010 (2009). The scores are normalized to range between 0 and 100, with 100 representing the frontier. The data refer to the 183 economies included
in DB2010 (though for practical reasons the figure does not show all 183). Barbados, Libya, Malta, Myanmar, San Marino and South Sudan were added in subsequent
years. The vertical bars show the improvement in the 20 economies advancing the most toward the frontier in getting electricity between 2009 and 2013.

Source: Doing Business database.

2. World Bank Group 2010. 3 aspects have the same weight, and the

3. limi 2008. ranking on the ease of getting electricity is
NOTES 4. For more details on the methodology, see the simple average of an economy'’s per-
This topic note was written by lana Ashchian, the data notes. Doing Business records centile rankings on those 3 components.
Maya Choueiri, Caroline Frontigny and Jayashree all the procedures, the time and the cost 5. Resolution 421 adopted by the Moscow
Srinivasan. required for a business to obtain an elec- Regional Energy Commission on December

tricity connection for a newly construct- 12,2012.

1 World Bank 2010. ed building, including an extension or 6. For more information, see the case study

expansion of the existing infrastructure. All on Trinidad and Tobago.



As measured by Doing Business,
registering property is easiest in
Georgia.

Doing Business recorded 31 reforms
making it easier to register property
worldwide between June 2012 and
June 2013.

Burundi made the biggest
improvement in the ease of
registering property in the past
year.

Over the past 5 years 90 economies
undertook 124 reforms increasing
the efficiency of property transfer
procedures.

Maldives has advanced the furthest
in narrowing the gap with the most
efficient practice and regulations in
registering property since 2009.
Economies that have improved their
property registration systems have
looked at the property transaction
as a whole and implemented
regulatory reforms that centralize
procedures in a single agency.

In addition, they have used
information and communication
technology or better caseload
management systems to make the
process faster and cheaper.

For more information on good practices and
research related to registering property,
visit http://www.doingbusiness.org/data/
exploretopics/registering-property. For
more on the methodology, see the section
on registering property in the data notes.

Unregistered property cannot be used
as collateral by banks, limiting financing
opportunities for new businesses and ex-
pansion opportunities for existing ones.
In developing economies only 30% of
land is subject to a form of land registra-
tion."Just 10% of land in Sub-Saharan Af-
rica is registered.? Providing an efficient,
transparent and affordable system to
register new titles and transfer existing
ones is an important first step toward
guaranteeing secure access to land and
improving access to credit.?

Doing Business records the full sequence
of procedures needed for a business to
purchase an immovable property from
another business and formally transfer
the property title to the buyer's name.
The process starts with obtaining the
required documents, such as a copy
of the seller’s title, and ends when the
buyer is registered as the new proper-
ty owner. Every procedure required by
law or necessary in practice is included,
whether it is the responsibility of the
seller or the buyer and even if it must
be completed by a third party on their
behalf.

The registering property indicators identi-
fy 5 main types of procedures:

» Due diligence procedures to obtain
the necessary guarantees on the se-
curity of the transaction.

» |egalization procedures to make the
sale agreement legally binding.

» Tax requirement procedures to com-
ply with tax regulations related to the
transfer of a property, including in-
spections or surveys of the property
to determine its value and thus the
taxes to be paid.

= Registration procedures to register the
property in the name of the new owner

and pay the associated transfer taxes.

® Publication procedures to give public
notice of the intention to transfer a
property so as to allow any interested
third parties to object.

Economies that rank well on the ease of
registering property tend to have simple
procedures, effective administrative time
limits, fixed registration fees, low transfer
taxes and online registries (figure 13.1).

WHO REFORMED IN
REGISTERING PROPERTY IN
2012/13?

In 2012/13, 31 economies made it easi-
er for businesses to register property by
reducing the time, procedures or cost re-
quired (table 13.1). The most common im-
provements were combining procedures,
increasing administrative efficiency, com-
puterizing registries and lowering prop-
erty transfer taxes. On the other hand,
6 economies raised the cost of transfer-
ring property. No economy increased the
time or number of procedures to transfer
property.

Burundi made the biggest improvement
in the ease of registering property in the
past year by creating a one-stop shop
for property registration (figure 13.2).
Opened in March 2013, the one-stop
shop combined the services of the mu-
nicipality of Bujumbura, Burundi Reve-
nue Authority and land registry, enabling
companies to complete property trans-
fers faster without making multiple visits
to different agencies. This was the first
step toward a more efficient property reg-
istration system.

Among regions, Sub-Saharan Africa
made the most reforms making it easier
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FIGURE 13.1 Registration and due diligence are the most cumbersome aspects of transferring property
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Source: Doing Business database.

to register property in 2012/13. For ex-
ample, Guinea-Bissau opened a nota-
ry office in charge of property-related
transactions. Lesotho eliminated the
ministerial approval for property trans-
fers and recruited new staff at the reg-
istry. Uganda reduced time by introduc-
ing a new system, eStamp, for certifying
documents subject to a stamp duty.

In Europe and Central Asia new fast-
track procedures and time limits were
successfully enforced. In addition, land
and building databases were being

digitized. In the Russian Federation the
creation of a unified electronic land and
property database eliminated the need
for applicants to visit Bureau of Techni-
cal Inventory offices and obtain cadastral
passports. In addition, Ukraine intro-
duced a new system of registration of
property rights and encumbrances over
real property. The system requires sellers
to re-register titles before transferring
them to buyers.

Online procedures were introduced by
some OECD high-income economies.

The Netherlands made it possible to sub-
mit deed registrations and obtain docu-
mentation related to property transfers
online. In the United Kingdom, the Land
Registry for England and Wales intro-
duced electronic lodgment of property
transfer applications.

Between 2012 and 2013 average prop-
erty transfer costs went down. But di-
verging trends appeared within income
groups. Though low-income economies
made transferring property more afford-
able (reducing the cost from 7.9% of
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TABLE 13.1 Who made registering property easier in 2012/13—and what did they do?

Feature Economies

Combined Burundi; Italy; Kosovo;

or reduced Montenegro; Panama;

procedures Rwanda; Ukraine

Increased France; Guinea-Bissau;

administrative Lesotho; Morocco;

efficiency Suriname; United Arab
Emirates

Computerized Cape Verde; Liberia; FYR

procedures Macedonia; Uganda

Introduced online Netherlands; Singapore;
procedures United Kingdom

Introduced fast-
track procedures

Belarus; Kazakhstan

Set up effective  Russian Federation

time limits

Some highlights

Kosovo and Montenegro introduced new notary systems and combined procedures for drafting and legalizing sale
and purchase agreements. Rwanda cut 2 procedures by eliminating the property valuation requirement for tax
purposes.

France reorganized its land registry and reduced the time for registering a deed of sale by 10 days. The United Arab
Emirates extended the working hours of the Dubai Land Registry, making property transfers 4 days faster.

Cape Verde and the former Yugoslav Republic of Macedonia digitized their land registries. Liberia stopped writing
deeds by hand and computerized its land registry—reducing the time to transfer property by 6 days.

Singapore introduced an online fast-track registration process for single transfers, enabling property transfers to
be completed in 1 day.

Belarus cut the time to register property by 5 days by implementing an expedited procedure. Kazakhstan
introduced a fast-track procedure, saving 16 days.

The Russian Federation introduced a 20-day limit for the Federal Service of State Registration, Cadastre and
Cartography to transfer a property.

The Bahamas; Chad; Cote
d’Ivoire; Guinea; Malawi;
Niger; Senegal; United Arab
Emirates; Uzbekistan

Reduced taxes
or fees

Source: Doing Business database.

the property value to 7.5% on average),
6 middle- and high-income economies
raised property transfer taxes. In Febru-
ary 2013, to slow down the real estate
market and prevent the risk of a bubble,
Hong Kong SAR, China doubled its stamp
duty (from 3.75% to 7.5% for commer-
cial properties worth 6.72-20 million
Hong Kong dollars).

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

Over the past 5 years the average time
to transfer property worldwide fell by
15 days, from 65 to 50, and the average
cost by 0.2 percentage point, from 6%
of the property value to 5.8% (figure
13.3).

Computerizing property transfer pro-
cesses helps reduce processing times
and enhance efficiency. In the 45 econ-
omies that computerized procedures—
as diverse as Malaysia, the Netherlands
and Sierra Leone—the average time to
transfer a property was cut in half, from
64 days to 32, over the past 5 years.
Going electronic also makes it easier
to identify errors and overlapping titles,
improving title security.

Guinea decreased the transfer tax from 10% to 5%. Senegal lowered the transfer tax from 15% to 10%.

FIGURE 13.2 Burundi made transferring property faster and easier
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Source: Doing Business database.

Implementing a fully computerized
system takes several years and re-
quires a step-by-step approach. In the
past the Danish property registration
system was time consuming, and gov-
ernment employees had to maintain an
archive of 80 million paper documents.

Procedures

W 2013

Information was kept by local district
courts that were not connected. As a
preliminary step, all the information
stored in local courts had to be cen-
tralized in a single place. This is why a
unified land registry was set up in the
city of Hobro.



FIGURE 13.3 The average time to transfer property is falling worldwide
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In 2009 the Danish government began
modernizing its land registry by digitiz-
ing and automating property registration.
Processes had to be streamlined and re-
organized. The centralized land registry
initiated its computerization and records

were progressively digitized. Once digi-
tization was complete, the land registry
introduced electronic lodgment of prop-
erty transfers. By 2011 property transfer
applications were only accepted online
and the information technology system

REGISTERING PROPERTY

started screening applications in a fast
and efficient way. As a result, over 5
years the time to transfer a property was
slashed from 42 days to 4 (figure 13.4).

The Danish system was designed to
respond to the needs of a variety of
stakeholders, from citizens to financial
institutions. With online access to a sin-
gle source of land registry information,
citizens and businesses could transfer
property on their own with no third party
and get information on any property. In
addition, the Danish financial sector cre-
ated a central hub for sharing land regis-
tration data between banks and the land
registry—facilitating access to informa-
tion and credit.

NOTES

This topic note was written by Edgar Chavez
Sanchez, Laura Diniz, Frédéric Meunier and
Parvina Rakhimova.

1. UN-Habitat 2012.

2. UNDP 2008.

3. Forinstance, Dower and Potamites (2012),
in a recent paper on land titling, find that
possessing a formal land title is an important
factor in accessing formal credit in Indonesia.

FIGURE 13.4 Maldives, Denmark and Portugal are among the economies advancing the most toward the frontier in
registering property over the past 5 years
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the registering property
indicators since DB2005 (2004). The scores are normalized to range between 0 and 100, with 100 representing the frontier. The data refer to the 183 economies included
in DB2010 (though for practical reasons the figure does not show all 183). Barbados, Libya, Malta, Myanmar, San Marino and South Sudan were added in subsequent
years. The vertical bars show the improvement in the 20 economies advancing the most toward the frontier in registering property between 2009 and 2013.

Source: Doing Business database.
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= Malaysia and the United Kingdom
remain tied at the top of the ranking
on the ease of getting credit.
Between June2012and
June 2013 Doing Business
recorded 9 reforms strengthening
legal rights of borrowers and
lenders and 20 improving
credit information systems.
Since 2009, 49 economies have
implemented 53 reforms to
strengthen legal rights, and 77 have
implemented 100 reforms to deepen
credit information.
Palau made the biggest
improvement in the ease of getting
credit in the past year.
Ghana is among the 10 economies
making the fastest progress
toward the frontier in regulatory
practice in the area of getting credit
since 20009.
In the past 5years Pacific
island economies have made
concerted efforts to improve their
secured transactions and credit
information systems.
Implementing collateral registries
was among the most common
features of reforms strengthening
legal rights of borrowers and
lenders. Among economies
improving credit information
systems, the most common change
was establishing a new credit
registry or bureau.

For more information on good practices
and research related to getting credit, visit
http://www.doingbusiness.org/data/
exploretopics/getting-credit. For more

on the methodology, see the section on
getting credit in the data notes.

Promoting access to finance for small and
medium-size firms has been on the agen-
da of national governments and the inter-
national community for many years, with
an increased focus since the recent finan-
cial crisis. These firms are more likely than
large ones to face constraints on credit in
all regions of the developing world.! There
are many reasons why firms, especially
small and medium-size ones, do not get
the finance they need. Doing Business fo-
cuses on 2 regulatory areas in which gov-
ernments can take measures making it
easier for firms to get credit.

Doing Business measures 2 types of sys-
tems and institutions that can facilitate
access to finance and improve its allo-
cation: the legal rights of borrowers and
lenders in secured transactions and bank-
ruptcy laws and the strength of credit
registries and bureaus. These systems
and institutions work best together.? Le-
gal rights can facilitate the use of collater-
al and the ability to enforce claims in the
event of default, while information is one
tool to help creditors assess the credit-
worthiness of borrowers.

For legal rights, the World Bank and other
international institutions have recognized
that secured credit is more widely avail-
able to businesses in economies with
efficient, effective laws that provide for
consistent, predictable outcomes for se-
cured lenders in the event of nonpayment
by borrowers.? Sharing credit information
through credit registries and bureaus fa-
cilitates access to credit because it can
empower both lenders and borrowers.
By reducing information asymmetries, it
enables lenders to make more informed
decisions. And it allows borrowers to
develop good reputations for repayment,
which they can use as collateral, supple-
mentary to traditional collateral that they
might not have.

The legal rights of borrowers and lenders
and the strength of credit reporting sys-
tems are assessed by 2 sets of measures.
The first analyzes the legal framework for
secured transactions by looking at how
well collateral and bankruptcy laws facil-
itate lending. The second examines the
coverage, scope and quality of credit in-
formation available through public cred-
it registries and private credit bureaus.
But these institutions are not enough to
guarantee access to finance for small and
medium-size firms or firms in general, be-
cause the availability of credit depends on
many other factors as well.

Rankings on the ease of getting credit
are based on the sum of the strength
of legal rights index and the depth of
credit information index. The getting
credit indicators make it possible to
compare economies in different parts of
the world. Such comparisons show, for
example, that the existence of an institu-
tion that efficiently records security in-
terests in companies’ movable property
is strongly correlated with a higher score
on the strength of legal rights index (fig-
ure 14.1).

Credit registries and bureaus aim to
achieve 3 main goals in credit reporting:
to cover as many targeted borrowers as
possible, to provide as much information
in credit reports as possible and to guar-
antee the privacy of the information and
the accuracy of products and services.

Most credit registries and bureaus start
by building inclusive databases covering
both firms and individuals and both big
and small loans (figure 14.2). As they
develop, registries and bureaus tend to
broaden the type of information pro-
vided in credit reports. While some
registries and bureaus receive only neg-
ative credit information from banks and



FIGURE 14.1 The biggest variations in the strength of secured creditors’ rights are in the
existence of collateral registries and the creation of security interests
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index. The second column represents the 19 economies that score 4 points, the third column the 31 economies
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Source: Doing Business database.

FIGURE 14.2 More developed credit information systems have higher coverage rates
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Source: Doing Business database.

other financial institutions, the more
advanced ones collect positive credit in-
formation as well. Three credit registries
and 55 credit bureaus also include retail-
ers and utilities as data providers. Many
registries and bureaus distribute more
than 2 years of historical data, including
on repaid defaults.

WHO REFORMED IN GETTING
CREDIT IN 2012/13?

In 2012/13, 9 economies improved se-
cured transactions legislation or strength-
ened secured creditors' rights in bank-
ruptcy procedures (table 14.1). Globally

GETTING CREDIT

Palau improved the most in the ease of
getting credit in 2012/13 with the imple-
mentation of a new legal framework for
secured transactions.

Three economies in Europe and Central
Asia made major reforms by amend-
ing existing laws or implementing new
ones. Lithuania amended the Civil Code
(chapters on pledges and mortgages)
and Code of Civil Procedure, making it
possible to create a pledge over a prop-
erty complex. This means that debtors
can now use as collateral any group of
movable assets, whose configuration
or composition is constantly changing.
The amendments also made it possible
to create an enterprise mortgage using
part of or the whole business enterprise
as collateral, including its immovable
property. In addition, the execution pro-
cedure for pledges was simplified to
allow for speedier out-of-court enforce-
ment.

Secured transactions legislation was
also changed in other regions. In
Sub-Saharan Africa the Democratic
Republic of Congo joined the Organiza-
tion for the Harmonization of Business
Law in Africa by adopting the Uniform
Act on Secured Transactions. Djibouti
adopted a new Commercial Code that
regulates security interests over mov-
able property and secured creditors’
rights in bankruptcy. Rwanda continued
improving its legal framework by adopt-
ing a new Law on Security Interests over
Movable Property.

Latin America and the Caribbean is
the only region where no reforms were
recorded in the areas covered by the
strength of legal rights index. But re-
forms are expected in the near future in
at least 3 economies. Colombia’s Con-
gress recently approved a new secured
transactions law, and Costa Rica and El
Salvador plan to follow suit in the next
few months.

In 2012/13, 20 economies improved their
credit reporting systems (table 14.2).
Eleven of these—Australia, Bhutan, Chi-
na, Georgia, Indonesia, Jamaica, Latvia,
the Philippines, Singapore, Tanzania and
Vietnam—enhanced access to credit in-
formation by adopting laws or regulations
improving frameworks for sharing credit
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TABLE 14.1 Who strengthened legal rights of borrowers and lenders in 2012/13—and what did they do?

Feature

Expanded range of movable assets that can
be used as collateral

Created a unified registry for movable
property

Expanded the types of obligations that can be
secured with movable property

Strengthened rights of secured creditors
during reorganization procedures

Source: Doing Business database.

information or protecting borrowers' right
to inspect their data.

Most credit information reforms provided
for the licensing and establishment of fu-
ture registries or bureaus. Credit bureaus
are often established after the financial
industry sees the need for a credit report-
ing system to support informed decisions
and facilitate fact-based risk manage-
ment. Historically, credit registries start-
ed as internal databases in central banks
with the goal of supervising financial ac-
tivities in economies to allow for better
enforcement of regulations. Over time
many of these registries started issuing
credit reports to share information ex-
ternally because functioning credit infor-
mation systems did not exist.* The Bank
of Tanzania enacted new credit bureau
regulations and issued the first licenses
to 2 credit bureaus at the end of 2012.

Economies

Democratic Republic of Congo;
Djibouti; Lithuania; Palau

Afghanistan; Republic of Korea

FYR Macedonia; Rwanda

Moldova

Some highlights

Palau’s Secured Transactions Act established that all types of movable assets,
present or future, can be used as collateral to secure loans. Moreover, the act

allows a general or specific description of the collateral and states that any
types of obligations can be secured with movable property.

Afghanistan introduced an online national registry that allows for registration

of notices and searches of liens on movable property. Searches can be
performed using the identification number of the debtor.

Rwanda'’s Law on Security Interests over Movable Property repealed the

previous legal framework for secured transactions, clearly defining the types of
obligations that can be secured with movable property.

Moldova's new insolvency law changed reorganization procedures, specifying

conditions under which secured creditors can apply for relief of the
moratorium during insolvency and restructuring proceedings.

Tajikistan, Tonga and Vanuatu estab-
lished credit bureaus in 2012/13, and
Brunei Darussalam created a credit reg-
istry. The new credit bureaus and reg-
istry in these 4 economies collect and
distribute data on both individuals and
firms and on loan amounts below 1% of
income per capita. The credit registry in
Brunei Darussalam and credit bureau in
Tajikistan also distribute both positive
and negative credit information as well
as guarantee borrowers' right to inspect
their data.

WHAT HAVE WE LEARNED
FROMS5YEARS OF DATA?

Worldwide, 74 of 183 economies have
advanced toward the frontier in regulato-
ry practice in getting credit since 2009.
Among the 10 economies narrowing the

gap the most, Ghana improved the legal
rights of borrowers and lenders in secured
transactions and the sharing of credit in-
formation (figure 14.3). In 2008 Ghana
began reforming its legal framework and
registration mechanism for movable col-
lateral. When the Borrowers and Lenders
Act was enacted that year, the Bank of
Ghana established a collateral registry.
By June 2013 more than 53,000 security
interests had been registered by finan-
cial institutions. These account for more
than $10 billion in loans secured with
movable property—Iloans that have ben-
efited more than 7,000 small and medi-
um-size enterprises and 30,000 micro-
enterprises.®

In 2010 XDS Data Ghana, the country’s
first credit bureau, started operations. By
January 1, 2013, it listed 1,357,230 indi-
viduals and 170,141 firms with information

TABLE 14.2 Who improved the sharing of credit information in 2012/13—and what did they do?

Feature

Improved regulatory framework for
sharing credit information

Expanded set of information collected
and distributed by credit registry or
bureau

Created a credit registry or bureau

Guaranteed by law borrowers’ right to
access data

Source: Doing Business database.

Economies

Australia; Bhutan; Georgia; Indonesia; Jamaica;
Latvia; Tanzania; Vietnam

Bahrain; Mauritius; Ukraine; Uzbekistan;
Venezuela, RB

Brunei Darussalam; Tajikistan; Tonga; Vanuatu

Bhutan; China; Philippines; Singapore

Some highlights

from retailers.

Tanzania adopted regulations that provide for the licensing of credit
bureaus and specify the functions and purposes of their databases.

Bahrain’s credit bureau started distributing payment histories

Brunei Darussalam established a credit registry that retrieves

and provides information from private commercial banks and
finance corporations.

In China the new Credit Information Industry Regulations guarantee

borrowers' right to access their data in the credit registry free of charge

twice a year.
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FIGURE 14.3 Ghana is among the 10 economies advancing the most toward the frontier in getting credit over the past 5 years
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the getting credit indi-
cators since DB2005 (2004). The scores are normalized to range between 0 and 100, with 100 representing the frontier. The data refer to the 183 economies included in
DB2010 (though for practical reasons the figure does not show all 183). Barbados, Libya, Malta, Myanmar, San Marino and South Sudan were added in subsequent years.
The vertical bars show the improvement in the 16 economies advancing the most toward the frontier in getting credit between 2009 and 2013.

Source: Doing Business database.

on their borrowing history from the previ-
ous 5 years. All financial institutions and
insurance companies are required to pro-
vide data on loans of all sizes to the credit
bureau. Lenders can access valuable in-
formation on firms and individuals—such
as payment history, default information,
property information and loan guaran-
tor details.

Strengthening legal rights

High rankings on the strength of legal
rights index capture economies where
laws allow registered entities to easily use
movable property as collateral—while se-
cured creditors’ rights are protected. In
the past 5 years Doing Business has re-
corded 53 reforms affecting the strength
of legal rights index.

FIGURE 14.4 Europe and Central Asia and OECD high-income economies remain at the
top on the strength of legal rights index
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Economies in East Asia and the Pacif-
ic have consistently improved secured
transactions regimes for small and
medium-size firms (figure 14.4). Various
Pacific island economies have implement-
ed new secured transactions legislation
and registries. Over the past year Palau re-
placed an outdated framework with a new
Secured Transactions Act. Since 2006 the
Marshall Islands, the Federated States of
Micronesia, Samoa, the Solomon Islands,
Tonga and Vanuatu have passed new col-
lateral laws that strengthened their se-
cured transactions regimes.

All these laws except Samoa'’s took a uni-
tary approach to secured transactions,
treating all types of security interests
in movable property—such as pledges,
charges and financial leases—equally in
terms of creation, publicity, priority and
enforcement. Among their many mod-
ern features, the new laws broadened the
range of assets that can be used as collat-
eral. The types of obligations—such as fu-
ture or conditional obligations—that can
be secured with movable property were
also broadened. The new frameworks pro-
vide for clear priority rules outside bank-
ruptcy and out-of-court enforcement pro-
cedures for secured creditors, so they can
provide credit on more favorable terms.

A key feature of these reforms was the
establishment of notice-based collateral
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registries, where security rights are publi-
cized and subsequently effective against
third-party claims. The Marshall Islands,
the Federated States of Micronesia, Pa-
lau, the Solomon Islands, Tonga and Van-
uatu have established such registries. In
economies that introduce modern mov-
able collateral registries, firms tend to
receive increased access to bank finance,
lower interest rates and longer loan ma-
turities. Recent studies show that the
impact of a new collateral registry can be
economically significant. In economies
with such reforms, the number of firms
with access to bank finance increases by
about 8% on average, with a 3 percent-
age point reduction in interest rates and
a 6-month extension of the maturity of
loans. And a bigger positive impact is felt
by smaller firms.®

Reform momentum in the region seems
to be continuing. Papua New Guinea is
awaiting the implementation of a new
collateral registry. A new secured trans-
actions regime is also expected in Samoa,
which adopted collateral provisions for
corporations with its 2001 Companies
Act and passed the Personal Property
Securities Act in 2013, which is pending
implementation of its collateral regis-
try. After East Asia and the Pacific, Latin
America and the Caribbean is the other
region where economies have established
the most collateral registries, with Chile,
Guatemala, Honduras and Mexico doing
so in the past 5 years.

Other regions have also made great
strides in improving their collateral re-
gimes. Europe and Central Asia has
slightly surpassed OECD high-income
economies as the region with the high-
est average score on the strength of legal
rights index. In the past 5 years 9 econo-
mies in Europe and Central Asia—includ-
ing Estonia, Georgia, Kazakhstan, Lith-
uania and the former Yugoslav Republic
of Macedonia—have modernized their
secured transactions systems, compared
with 4 OECD high-income economies
(Australia, the Republic of Korea, Poland
and Sweden).

Sub-Saharan Africa has the most econ-
omies reforming secured transactions,
with 22—17 of which became members
of the Organization for the Harmoni-
zation of Business Law in Africa and

adopted the Uniform Act on Secured
Transactions. Overall, 16 economies,
representing all regions except the Mid-
dle East and North Africa, introduced
collateral registries over the past 5 years.
Nevertheless, enactment of secured
transactions laws is planned for Jordan,
the United Arab Emirates, and West
Bank and Gaza. The reform process has
also started in Morocco.

Deepening credit information

In the past 5 years 77 economies—half
of those with a credit reporting system
as recorded by Doing Business (154 in
total)—implemented 100 regulatory
reforms to improve their credit informa-
tion systems (figure 14.5). All 7 regions
implemented at least 1 reform a year in
the past 5 years except in 2011, when
only 5 regions made such reforms. East
Asia and the Pacific is the region imple-
menting the most reforms in the past
year, with 8.

Since 2009, 23 economies have passed
legislation that provides borrowers with
the right to access data held on them.”

These include 5 in East Asia and the
Pacific (China, Mongolia, the Philip-
pines, Singapore, Vietnam), 5 in Europe
and Central Asia (Cyprus, Montenegro,
Serbia, Tajikistan, Uzbekistan), 4 in the
Middle East and North Africa (Alge-
ria, Oman, West Bank and Gaza, the
Republic of Yemen), 4 in Sub-Saharan
Africa (Angola, Ethiopia, Rwanda, Si-
erra Leone), 3 in Latin America and the
Caribbean (Colombia, Costa Rica, Gua-
temala), 1in South Asia (Bhutan) and 1
OECD high-income economy (the Slo-
vak Republic).

Today 111 of the 189 economies cov-
ered by Doing Business guarantee by law
consumers' right to access their credit
information. In the other 78 economies
borrowers do not have that right by law,
though many credit registries and bu-
reaus allow borrowers to inspect their
own data in practice. While some credit
registries and bureaus charge a fee for the
access, more than half of the responding
registries and bureaus grant free access
at least once a year or under certain cir-
cumstances (such as following an ad-
verse action by a lender).®

FIGURE 14.5 Latin America and the Caribbean leads the world in the depth of credit

information index
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Many economies expanded the coverage
of borrowers by lowering the minimum
threshold for loans included in registry or
bureau databases.” From 2009 to 2013
the number of economies with a mini-
mum loan threshold below 1% of income
per capita (including those where loans
of all sizes are reported) increased from
104 to 129. The minimum threshold is
often lowered by enacting new laws and
regulations. In 2012 Algeria issued a Reg-
ulation on the Organization and Function-
ing of the Risk Center requiring banks and
other financial institutions to declare all
loans every month. In Brazil a circular that
went into force in 2011 reduced the mini-
mum threshold for loans reported by the
central bank’s credit information system
by 80%. In 2010 Mongolia's credit regis-
try eliminated the minimum threshold for
loans included in its database. As a result
the registry’s coverage doubled after just
1year.

Globally 8 economies expanded the set
of information collected and distributed
by adding data from retailers and utilities
to credit reports. In 2010 Armenia adopt-
ed a decree granting the Armenian Credit
Reporting Agency access to data of 3 na-
tional utility companies (Armenian Water
and Sewerage, Electric Networks of Ar-
menia and ArmRosGazprom). In 2011 the
Bank of Mauritius Act went into force, ex-
tending coverage by the Mauritius Cred-
it Information Bureau to all institutions
offering credit facilities—including leas-
ing facilities, hire-purchase companies
and utilities.

Including credit information from retailers
and utilities is an effective way of expand-
ing the range of information distributed
by credit registries and bureaus. Informa-
tion on payment of, say, electricity and

phone bills can help establish good cred-
it histories for people without previous
bank loans or credit cards. In Rwanda,
when 2 mobile phone companies and
an electricity and gas company start-
ed providing credit information in 2011,
the country’s credit bureau saw an im-
mediate 2% increase in the number of
firms and individuals registered in its
database. Today credit registries and bu-
reaus in 57 economies collect and dis-
tribute credit information from retailers
and utilities.

Two other prominent features of credit in-
formation reforms were the development
of online platforms to retrieve data and
the provision of additional value added
services. In the past 5 years 8 economies
have established online platforms that
allow for the retrieval and exchange of
credit information. Credit bureaus also of-
fer fraud detection, debt collection, mar-
keting services and credit scoring, while
credit registries offer ratings to financial
institutions and other services to finan-
cial supervisors.

In the past 5 years 19 economies estab-
lished credit registries or bureaus. Seven
are in East Asia and the Pacific (Brunei
Darussalam, Cambodia, the Lao People's
Democratic Republic, Papua New Guin-
ea, Timor-Leste, Tonga, Vanuatu), 5 in
Sub-Saharan Africa (Ethiopia, Ghana,
Rwanda, Sierra Leone, Uganda), 4 in Eu-
rope and Central Asia (Cyprus, the former
Yugoslav Republic of Macedonia, Moldo-
va, Tajikistan), 2 in the Middle East and
North Africa (the Islamic Republic of Iran,
Morocco) and 1in South Asia (Bhutan).

In China the introduction of a public
credit registry increased access to
credit when banks learned additional

GETTING CREDIT

information about borrowers through
the registry.© Among 47 economies in
Sub-Saharan Africa, more than half have
a credit registry but only 11 have credit
bureaus. But a project is under way to
establish credit bureaus in the 8 member
states of the West African Economic
and Monetary Union. Bureaus have also
been licensed in Jamaica, Tanzania and
Vietnam, and a new registry is being
established in the United Arab Emirates.
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New Zealand provides the strongest
minority investor protections

in related-party transactions as
measured by Doing Business—for
the ninth year in a row.

Doing Business recorded 9 legal
changes strengthening minority
investor protections in related-
party transactions between June
2012 and June 2013 and 54 in the
past 5 years.

The United Arab Emirates made
the biggest improvement in the
strength of investor protections in
2012/13.

Burundi has advanced the furthest
toward the frontier in regulatory
practice in protecting investors in
related-party transactions since
20069.

Increasing disclosure requirements
was the most common feature of
investor protection reforms in the
past 5 years.

Among regions, economies in
Europe and Central Asia have
strengthened investor protections
the most since 2009—increasing
disclosure obligations and
amending the approval process for
related-party transactions.

For more information on good practices
and research related to protecting
investors, visit http.//www.doingbusiness
.org/data/exploretopics/protecting-
investors. For more on the methodology,
see the section on protecting investors in
the data notes.

Following suspicions raised by share-
holders and former executives, the Japa-
nese group Olympus Corporation admit-
ted to overpaying for goods and services
purchased from related parties. In one
instance Olympus executives agreed
to consultancy fees of more than 30%
for the $2 billion acquisition of medical
equipment maker Gyrus Group. They did
so to hide losses. In 2012 shareholders
filed a lawsuit seeking $240 million in
compensation for the resulting losses on
their investments.

Obtaining capital is essential for en-
trepreneurs. But investors may be re-
luctant to provide funding if corporate
insiders might simply pocket the funds.
When legislation does not allow minori-
ty shareholders to bring suits and hold
company directors accountable, inves-
tors tend to refrain from funding corpo-
rations unless they become controlling

shareholders—reducing an economy's
ability to finance private sector growth.

A recent OECD study highlighted how
policy makers have strengthened reg-
ulation to prevent the potential dam-
age that related-party transactions can
cause to investor confidence. Measures
taken to improve effectiveness include
increasing scrutiny by market super-
visors, establishing specialized courts
and offsetting legal fees for shareholder
actions.? Another study shows that mi-
nority shareholder expropriation by con-
trolling shareholders is the main channel
through which corporate governance af-
fects firm value.

Doing Business assesses the strength of
minority shareholder protections against
directors’ misuse of corporate assets for
personal gain. The indicators measure 3
aspects of investor protections: approval

FIGURE 15.1 Economies with extensive legislation on related-party transactions address
the 3 aspects of regulation measured by Doing Business

(higher is better)
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FIGURE 15.2 The United Arab Emirates strengthened investor protections the most in 2012/13

Macedonia, FYR -
Rwanda

Turkey

Panama |

Kuwait |

United Arab Emirates
Congo, Dem. Rep.
Vietnam |

+6.7 I—
+3.4 )

+6.4 EE—

+3.3 =
+3.3 =)
+10 ———>

+3.4 mmm)>

+3.3 >
T

25 30 35

40 45 50 55

60 65 70 75

Distance to frontier (percentage points)

Improvement

2012 E—— 2013

Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the protecting investors
indicators since DB2006 (2005). The scores are normalized to range between 0 and 100, with 100 representing the frontier.

Source: Doing Business database.

and transparency of related-party trans-
actions (extent of disclosure index), liabil-
ity of company directors for self-dealing
(extent of director liability index) and
shareholders’ ability to obtain corporate
documents before and during derivative
or direct shareholder litigation (ease of
shareholder suits index; figure 15.1). The
standard case study assumes a relat-
ed-party transaction between 2 compa-
nies where 1 individual is the controlling

shareholder and a member of the boards
of directors of both. The transaction is
overpriced and causes damages to the
buying company.

Though seemingly narrow in scope, reg-
ulation of related-party transactions in-
volves many aspects of an economy’s legal
framework. Securities regulation, com-
pany law and procedural rules governing

FIGURE 15.3 European and Central Asian economies improved the most on investor

protections against self-dealing
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civil or commercial jurisdictions all play a
role. In New Zealand the Companies Act,
Financial Reporting Act, Securities Market
Act, Exchange Listing Rules, Evidence Act,
Limitation Act, Judicature Act, High Court
Rules and Rules of Professional Conduct
for Barristers and Solicitors are all taken
into account by Doing Business. Together
they create the most detailed and strin-
gent regulation applying specifically to
related-party transactions as measured
by Doing Business.

WHO REFORMED INVESTOR
PROTECTIONS IN 2012/13?

Nine economies implemented legal
changes strengthening minority investor
protections in related-party transactions
between June 2012 and June 2013. The
United Arab Emirates was the economy
improving minority shareholder protec-
tions the most in 2012/13 (figure 15.2).
Ministerial Decree 239-1, adopted in
August 2012, requires companies to in-
clude in their annual financial statements
detailed information on transactions con-
cluded in the past year with parties close-
ly related to the company through family
ties, cross-investments or common ex-
ecutives. No such disclosure obligation
previously existed. It also entitles any
shareholder of a company to file a petition
in court seeking to suspend transactions
allegedly concluded in breach of the law's
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TABLE 15.1 Who strengthened investor protections in 2012/13—and what did they do?

Feature

Increased disclosure requirements

Made it easier to sue directors

Regulated approval of related-
party transactions

Increased access to corporate
information

Allowed company inspections by
external auditors

Source: Doing Business database.

Economies

Democratic Republic of Congo; Panama;
United Arab Emirates; Vietnam

Democratic Republic of Congo; Turkey;
United Arab Emirates

Democratic Republic of Congo; Greece

Rwanda; Turkey

Kuwait

Some highlights

Panama amended its rules on form, content and timing for communication
of significant events of issuers registered with the National Securities
Commission. The sale or acquisition of assets that represent 10% or more
of a company’s value must now be publicly disclosed.

Turkey adopted a new Commercial Code. Interested directors are now
required to reveal profits from related-party transactions.

The Democratic Republic of Congo adopted the Organization for the
Harmonization of Business Law in Africa’s Uniform Act on Commercial
Companies and Economic Interest Groups. Now both shareholders and
boards of directors must approve related-party transactions.

Rwanda adopted the Law Relating to the Civil, Commercial, Labor and
Administrative Procedure 21/2012, which amends provisions of the Civil
Procedure Code. The parties are now entitled to confront each other in
civil and commercial hearings and, with court authorization, cross-examine
witnesses.

Kuwait amended its Companies Law. Shareholders who hold 5% of the
shares of a company may now request the Ministry of Commerce and
Industry to appoint an external auditor to inspect the company.

requirements. In addition, Kuwait amend-
ed its Companies Law, making it possible
to appoint external auditors to inspect
companies.

Two economies in Sub-Saharan Africa
also amended legislation to better protect
minority shareholders (table 15.1). The
Democratic Republic of Congo joined the

Organization for the Harmonization of
Business Law in Africa in July 2012. As a
result the organization's Uniform Act on
Commercial Companies and Economic
Interest Groups became applicable. The
act provides approval and disclosure re-
quirements for related-party transactions
and makes it possible to sue directors
for mismanagement of company affairs.

Rwanda allowed parties to confront each
other in civil and commercial hearings
and, with court authorization, cross-ex-
amine witnesses.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

FIGURE 15.4 Burundi has advanced the most toward the frontier in protecting investors over the past 5 years
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Over the past 5 years Europe and Central
Asia has been the most active region in
strengthening minority shareholder pro-
tections against self-dealing, continuing
a trend of closing the gap with OECD
high-income economies (figure 15.3).
Almost half the economies in the region
(48%) implemented at least 1 such re-
form, followed by 35% in the Middle East
and North Africa, 20% in East Asia and
the Pacific, 19% among OECD high-in-
come economies, 18% in Latin America
and the Caribbean, 15% in Sub-Saharan
Africa and 13% in South Asia.

During that period the most common
change has beenincreasing disclosure ob-
ligations and amending the approval pro-
cess for related-party transactions—with
70% of reformers doing so—as opposed
to, for example, increasing director liabil-
ity or access to evidence. Among OECD
high-income economies that share was
even higher, at 85%.

Contrary to global trends, most econo-
mies in Latin America and the Caribbe-
an that amended legislation focused on
increasing the liability of company direc-
tors in cases of prejudicial related-party
transactions. Meanwhile, Sub-Saharan
Africa had the largest share of econo-
mies undertaking a comprehensive over-
haul of regulations affecting all 3 aspects
of investor protections measured by Do-
ing Business.

Over the past 5 years Albania, Burundi,
Kosovo, Mexico, Rwanda, Swaziland, Ta-
jikistan and Thailand have been among
the economies making comprehensive
changes to several areas of regulation
that affect the protections of minority
shareholders in related-party transac-
tions. Burundi, the economy that has ad-
vanced the furthest toward the frontier
in regulatory practice in protecting in-
vestors since 2009, did so by thoroughly
updating the way private companies are
governed (figure 15.4). A new Company

PROTECTING INVESTORS

Law enacted in May 2011 introduced
several good practices and principles de-
signed to prevent the misuse of corpo-
rate funds, such as shareholder approval
for related-party transactions, extensive
disclosure requirements, prior external
review of related-party transactions and
explicit penalties for company execu-
tives found liable in case of losses.
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Between June 2012 and

June 2013 Doing Business

recorded 32 reforms making it
easier or less costly for companies
to pay taxes—and since 2009 has
recorded 189.

Guatemala made the biggest
improvement in the ease of paying
taxes in the past year.

Belarus has advanced the most
toward the frontier in regulatory
practice in paying taxes since 2008.
The most common feature of tax
reforms in the past 5years was to
reduce profit tax rates, often in

the context of parallel efforts to
improve tax compliance. But in

the past3years more economies
focused on introducing or improving
electronic systems.

Among regions, Europe and Central
Asia made the biggest improvement
in the ease of paying taxes over the
past5years.

For more information on good practices
and research related to paying taxes, visit
http://www.doingbusiness.org/data/
exploretopics/paying-taxes. For more

on the methodology, see the section on
paying taxes in the data notes.

Russian cosmonaut Pavel Vinogradov, an
International Space Station crew mem-
ber, has become the first person ever to
pay taxes from space. Pavel paid his land
tax using the Russian Federation’s Sber-
bank online banking system.! Revenue
authorities around the world are contin-
uously making great efforts to streamline

administrative processes and modern-
ize payment systems. Today firms can
file tax returns electronically in 76 of
the 189 economies covered by Doing
Business—from the taxpayer's home, li-
brary, workplace or, as Russia shows,
even from space.

FIGURE 16.1 Labor taxes and mandatory contributions account for a large share of the
tax payments in many economies
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Doing Business records the taxes and
mandatory contributions that a stan-
dard medium-size firm must pay in a
given year and measures the adminis-
trative burden of paying taxes and con-
tributions.? It does so using 3 indicators:
number of payments, time and total tax
rate. The number of payments indicates
the frequency with which the company
has to file and pay different types of taxes
and contributions, adjusted for the man-
ner in which those filings and payments
are made.? The time indicator captures
the number of hours it takes to prepare,
file and pay 3 major types of taxes: prof-
it taxes, consumption taxes, and labor
taxes and mandatory contributions. The
total tax rate measures the amount of
taxes and mandatory contributions borne
by the standard firm (as a percentage of
commercial profit).* These indicators do
not take into account the fiscal health of
economies, the macroeconomic condi-
tions under which governments collect
revenue or the public services support-
ed by taxation. Rankings on the ease of
paying taxes are simple averages of the
percentile rankings of its component in-
dicators, with a threshold applied to the
total tax rate.”

According to World Bank Enterprise
Surveys covering 121 economies, in the

majority of these economies business-
es consider tax rates to be among the
top 5 constraints to their business, and
tax administration to be among the top
11. Research has shown that high corpo-
rate tax rates are negatively associated
with levels of corporate investment and
entrepreneurship. Moreover, economies
with high tax rates have larger informal
sectors.” And corporate tax rates might
be negatively correlated with econom-
ic growth.® Another study showed that
a1 percentage point increase in the total
tax rate can be associated with a 3 per-
centage point increase in evasion.® Yet
taxes are essential to raise revenues
so that governments can fund social
programs and public investments that
promote economic growth and devel-
opment.

Striking the right balance is therefore a
great challenge for governments when
designing tax policies. Whom to tax,
by how much and how? One way to
encourage compliance and have an ef-
fective tax system is to keep rules as
clear and simple as possible. Thus it is
important to measure both the level of
tax rates and the administrative burden
of compliance (figure 16.1). Overly com-
plicated tax systems encourage evasion
and are associated with larger informal

PAYING TAXES

sectors, more corruption and less in-
vestment.”°

WHO REFORMED IN PAYING
TAXES IN 2012/13?

Between June 2012 and June 2013 Do-
ing Business recorded 32 reforms making
it easier or less costly for firms to pay
taxes (table 16.1). Europe and Central
Asia recorded the most reforms eas-
ing compliance with tax obligations
(by 9 economies of 26), followed by
Sub-Saharan Africa (8 of 47) and Latin
America and the Caribbean (5 of 32).
Eleven economies introduced or en-
hanced electronic filing, eliminating the
need for 74 separate tax payments and
reducing compliance time by almost
200 hours in total.

Guatemala improved the most on the
ease of paying taxes in 2012/13. The
Guatemalan tax authority in Janu-
ary 2012 launched its new online system,
Declaraguate, for filing and paying all
taxes (except labor taxes and mandato-
ry contributions). The new system allows
taxpayers to pay their taxes online with-
out a need to sign a contract and open
an account with a specific bank. In ad-
dition, Declaraguate has expanded the

TABLE 16.1 Who made paying taxes easier and lowered the tax burden in 2012/13—and what did they do?

Feature Economies

Introduced or enhanced
electronic systems

Croatia; Guatemala; FYR Macedonia;
Madagascar; Maldives; Moldova; Morocco;

Some highlights

Paraguay; Philippines; Rwanda; Sri Lanka

Reduced profit tax rate
by 2 percentage points
or more

Merged or eliminated
taxes other than profit
tax

Decreased number of tax  Albania; Panama; Romania

filings or payments

Reduced labor taxes and  Republic of Congo; Thailand

mandatory contributions

Simplified tax compliance ~ Qatar; Ukraine
process

Introduced change in The Gambia

cascading sales tax

Source: Doing Business database.

Burundi; Gabon; Guyana; Jamaica; Lao PDR;
Myanmar; Sweden; Tajikistan

Armenia; Burkina Faso; Republic of Congo;
Iceland; South Africa; Tajikistan; Uzbekistan

the retail sales tax.

Rwanda introduced e-filing for corporate income tax, value added tax and labor
contributions. The system was fully rolled out in 2012.

The government of Sweden, in its 2013 budget statement, reduced the corporate income
tax rate from 26.3% to 22% for 2013.

Tajikistan merged the minimal income tax with the corporate income tax and abolished

Panama changed the payment frequency for corporate income taxes from monthly

to quarterly.

Thailand decreased employers' social security contribution rate from 5% in 2011 to 3%

for January—June 2012 and 4% for July-December 2012.

Qatar relaxed the disclosure requirements accompanying the corporate income tax return
for entities 100% owned by Qatari or Gulf Cooperation Council nationals.

The Gambia replaced the sales tax with the value added tax, now set at 15%.
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FIGURE 16.2 Ukraine has systematically reduced the time to comply with tax obligations
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electronic filing and payment option to
such taxes as the solidarity tax. An elec-
tronic system for generation, transmis-
sion, validation and payment of social
security contributions has been available
since 2009, through the online platform
administered by the Guatemalan Social
Security Institute, and by 2012 this pay-
ment method had been picked up by the
majority of medium-size businesses.
This reduced the number of payments
from 21to 7 and the time to comply with
tax obligations by 6 hours as measured
by Doing Business.

Twelve economies implemented other
measures to ease compliance with tax
obligations. Three economies (Albania,
Panama and Romania) lowered the num-
ber of tax filings or payments. In Albania
and Panama corporate income taxes are
now paid quarterly rather than monthly.
Seven economies merged or eliminated
some types of taxes (Armenia, Burkina
Faso, the Republic of Congo, Iceland,
South Africa, Tajikistan and Uzbeki-
stan). Two other economies, Qatar and
Ukraine, simplified tax returns. Ukraine
simplified the corporate income tax,
VAT and social security contribution re-
ports filed by companies. In 2012 these
efforts reduced the time to comply with
Ukrainian tax regulations by 101 hours,
from 491 to 390 hours (figure 16.2).

Eight economies reduced profit tax rates
in 2012/13: 1 high-income economy
(Sweden), 2 upper-middle-income
ones (Gabon and Jamaica), 2 lower-
middle-income ones (Guyana and the

2007 2008 2009

Payments M Total tax rate

Lao People’'s Democratic Republic) and
3 low-income ones (Burundi, Myanmar
and Tajikistan). Reductions in profit tax
rates are often combined with efforts
to widen the tax base by eliminating
exemptions and with increases in the
rates of other taxes, such as the VAT.

In 2012/13 some economies increased
the tax burden for small and medium-size
firms. Eight increased profit or income tax-
es (the Arab Republic of Egypt, El Salvador,
Greece, Senegal, Serbia, the Slovak Repub-
lic, South Sudan and Togo). Four increased
labor taxes and mandatory contributions
(the Democratic Republic of Congo, Cote
d'Ivoire, Tonga and Vietnam). And Bosnia
and Herzegovina, Fiji, Mauritania, the Sey-
chelles and Tonga introduced new taxes in
the past year.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

Since 2009 Doing Business has record-
ed 189 tax reforms in 114 economies.
Of these reforms, 57 introduced or en-
hanced online filing systems. These and
other improvements to simplify tax com-
pliance reduced the time to comply with
the 3 main taxes measured (profit, labor
and consumption) by 20 hours on aver-
age, and the number of payments by 4.
Europe and Central Asia had the biggest
improvement, reducing the number of
payments by 20 on average and the time
by 80 hours (figure 16.3). Belarus has
advanced the furthest toward the fron-
tier in regulatory practice in paying taxes
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in Europe and Central Asia and globally
since 2008 (figure 16.4).

Besides easing the administrative bur-
den of taxes, many economies also
reduced tax rates, often from relative-
ly high levels and with complementa-
ry efforts to improve tax compliance.
Among regions, Sub-Saharan Africa
had the largest reduction in the total tax
rate: 17.5 percentage points on average
since 2008. Some of this reduction came
from the introduction of the VAT, which
replaced the cascading sales tax." Bu-
rundi, the Democratic Republic of Con-
go, Djibouti, The Gambia, Mozambique,
Sierra Leone and Swaziland all intro-
duced VAT systems. Some Sub-Saharan
economies also lowered profit tax rates
over the past 5 years, including Benin,
Cape Verde, the Republic of Congo, The
Gambia, Madagascar, Mali, Niger and
Sudan. Over the same period, the big-
gest reduction in the share of profit taxes
in the total tax rate occurred in East Asia
and the Pacific, where it fell by 5.3 per-
centage points on average.

Electronic systems for filing and paying
taxes, if implemented well and used by
most taxpayers, benefit both tax au-
thorities and firms. For tax authorities,
e-filing lightens workloads and reduces
operational costs such as for process-
ing, handling and storing tax returns. At
the same time, e-filing increases com-
pliance with tax obligations and saves
time.”? By 2012, 76 economies had fully
implemented electronic filing and pay-
ment of taxes.



FIGURE 16.3 Economies in Europe and Central Asia have decreased the time to comply
with tax obligations the most since 2008
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Sub-Saharan economies face particular-
ly difficult challenges with implementing
electronic systems for filing and paying
taxes. Rolling out new information and
communication technologies, and then
educating taxpayers and tax officials in
their use, are not easy tasks for any gov-
ernment. But where citizens face limited

broadband access, power shortages, slow
network speeds and system failures, im-
plementation is slow and the challenges
are even greater.”®

In 2012/13, however, electronic systems
became more popular among taxpayersin
Kenya, Madagascar, Rwanda and Uganda.

PAYING TAXES

The Kenya Revenue Authority began in-
troducing an online filing system for VAT
in 2009, and over the past 3 years use of
the system picked up among taxpayers.
Companies have reported improvements
in the processing speed on the filing web-
site, a major source of delay in previous
years. The time required to comply with
VAT has fallen from 340 hours to 308.

In Latin America and the Caribbean,
economies including Colombia, Guate-
mala, Mexico, Paraguay and Uruguay
have implemented electronic systems
for filing and paying taxes over the
past 5 years. In 2010 Colombia began
requiring all companies with turnover
equal to or above Col$500 million (about
$262,885) to file and pay the corporate
income tax and VAT through the Elec-
tronic Informatic Services provided by
the National Tax Authority. In the same
year, Colombia upgraded its electronic
system, the MUISCA (Single Automated
Model of Income, Services and Control)
system, to ease e-filing and payment for
the corporate income tax and VAT. As a
result the time to comply with these tax
obligations dropped by 15 hours, and the
number of payments by 11.

In East Asia and the Pacific 7 of 25 econ-
omies have established electronic sys-
tems for filing and paying taxes: China;

FIGURE 16.4 Belarus has advanced the most toward the frontier in paying taxes since 2008
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the paying taxes indi-
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The vertical bars show the improvement in the 20 economies advancing the most toward the frontier in paying taxes between 2008 and 2012.

Source: Doing Business database.
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Hong Kong SAR, China; Malaysia; the
Philippines; Singapore; Taiwan, China;
and Thailand. In the past 5 years only
Malaysia and the Philippines have further
rolled out their electronic systems.

Similarly, economies in the Middle East
and North Africa have been slow in pick-
ing up the pace on new technology for fil-
ing and paying taxes. Only 5 of 20 econ-
omies have implemented electronic
systems for submitting tax declarations
and paying taxes. These include Morocco,
Saudi Arabia and the United Arab Emir-
ates, which reformed in this area in the
past 5 years.

In South Asia, India is the only economy
(of 8) with a complete online system for
filing and paying taxes. But in the past
year Maldives and Sri Lanka have in-
troduced online platforms for filing and
paying labor contributions, easing the
administrative burden for businesses of
complying with labor regulations. Still, as
of 2012 most companies were not tak-
ing advantage of the electronic payment
options. Pakistan also has an established
electronic system for filing and paying the
corporate income tax and VAT, but up-
take has been limited.

NOTES

This topic note was written by Valter Deperon,
Michelle Hanf, Joanna Nasr, Nadia Novik and
Nina Paustian.

1. Svetlana Kalmykova, “Taxmen Reach
Agreement on Cooperation,” The Voice of
Russia, May 16, 2013. http://voiceofrussia
.com/2013_05_16/Taxmen-reach
-agreement-on-cooperation.

2. The case study company started operations
on January 1, 2011. Doing Business measures
all taxes and mandatory contributions that
apply to the standardized business in its
second year of operation, January 1-
December 31, 2012.

3. Companies sometimes prefer more frequent
payments to smooth cash flows.

4. Commercial profit is essentially net profit
before all taxes borne. It differs from the
conventional profit before tax, reported in
financial statements. In computing profit
before tax, many of the taxes borne by a firm
are deductible. In computing commercial
profit, these taxes are not deductible. Com-
mercial profit is computed as sales minus
cost of goods sold, minus gross salaries,
minus administrative expenses, minus other
expenses, minus provisions, plus capital
gains (from the property sale) minus interest
expense, plus interest income and minus
commercial depreciation. To compute the
commercial depreciation, a straight-line
depreciation method is applied, with the
following rates: 0% for the land, 5% for the
building, 10% for the machinery, 33% for the
computers, 20% for the office equipment,
20% for the truck and 10% for business
development expenses. Commercial profit
amounts to 59.4 times income per capita.

5. The threshold is set at the 15th percentile
of the total tax rate distribution, which in

this year's report (for 2012) is 25.5%. All
economies with a total tax rate below this
level receive the same percentile ranking
on this component. The threshold is not
based on any economic theory of an “op-
timal tax rate” that minimizes distortions
or maximizes efficiency in the tax system
of an economy overall. Instead it is mainly
empirical, set at the lower end of the distri-
bution of tax rates levied on medium-size
enterprises in the manufacturing sector as
observed through the paying taxes indica-
tors. This approach reduces the bias in the
indicators toward economies that do not
need to levy significant taxes on compa-
nies like the Doing Business standardized
company because they raise revenue in
other ways—for example, through taxes
on foreign companies, taxes on sectors
other than manufacturing or from natural
resources (all of which are outside the
scope of the methodology).

. http://www.enterprisesurveys.org/.

Djankov and others 2010.

. Lee and Gordon 2005.

Fisman and Wei 2004.

. Djankov and others 2010.
. The VAT is collected by firms and its cost is

fully passed on to consumers. Because firms
have to make the payments and spend time
filling out returns, the VAT is included in the
indicators on payments and time. But the
amount of VAT paid is not included in the
total tax rate. A cascading sales tax, which
is paid at every point of the supply chain, is
included in the total tax rate because firms
cannot deduct the sales tax they pay on
supplies from the amount they owe on sales.
Economies introducing the VAT to replace
the sales tax have therefore seen a reduction
in their total tax rate.

. Edwards-Dowe 2008.
. For more information, see the case study

on Malaysia.



In the past year the time to import in
Madagascar fell by 13%. “Before the
MIDAC (Ministries, Departments and
Control Agencies) system was rolled out,
| would spend more than a week complet-
ing the necessary paperwork for the im-
port process. Paper documents had to be
obtained and submitted through different
government offices spanning over 350 ki-
lometers,” says a trader in Antananarivo,
speaking about an electronic platform in-
troduced in 2012 that connects ministries,
operators and control agencies involved in
trade. “Those days are over. | now submit
most documents on the electronic plat-
form, which gives me additional resources
for my core operations as | handle more
imports every month. My bottom line has
increased, and so has trade.”

Red tape and costs to ship goods over-
seas are significant impediments to trade.
Complicated border processes and bu-
reaucratic bottlenecks hinder economic
growth considerably by reducing access
to global markets. This is a particular
problem in developing economies: in
some African economies revenue losses
from inefficient border procedures are es-
timated to exceed 5% of GDP!

Excessive delays in exporting and import-
ing can lower the volume of trade. A 10%
reduction in the time it takes to move
cargo from the production line to the ship
increases exports by 4%, all else being
equal.? In Sub-Saharan Africa reducing
inland travel time by 1 day increases ex-
ports by 7%.% In Uruguay a 10% increase
in the median time spent in customs low-
ers the growth rate of exports by 1.8%.4

In short, trade competitiveness is greatly
affected by economies’ trade procedures
and infrastructure. The more costly and
time-consuming it is to export or import,

the more difficult it is for local companies
to reach international markets, especially
in landlocked economies. Outdated and
inefficient border procedures, inadequate
infrastructure and unreliable logistics ser-
vices are all likely to increase the time it
takes to trade—driving up costs like stor-
age fees and inspection charges.

To shed light on the bureaucratic and
logistical hindrances facing traders, Do-
ing Business measures the time and cost
(excluding tariffs) of exporting and im-
porting a standard containerized cargo
by sea transport and the number of doc-
uments needed to complete the trans-
action.® The indicators cover documen-
tation requirements and procedures at
customs and other regulatory agencies
as well as at ports. They also cover logis-
tical aspects, including the time and cost
of inland transport between the largest
business city and the main port used by
traders. As measured by Doing Business,
trading across borders has been easiest
in Singapore since 2007. Of the 4 com-
ponents of trade covered by Doing Busi-
ness—document preparation, port and
terminal handling, customs clearance and
inland transport—the 2 biggest obstacles
for traders in low-ranking economies are
document preparation and inland trans-
port because of administrative hurdles
and poor infrastructure (figure 17.1).

WHO REFORMED IN TRADING
ACROSS BORDERS IN 2012/13?

Benin recorded the biggest improvement
in the ease of trading across borders in
2012/13. The government implemented
a series of changes affecting exports and
imports that helped cut delays by 10% in
2012/13 alone. But many improvements
started earlier. In 2007 Benin began

Trading across borders is easiest in
Singapore for the seventh year in

a row.

Doing Business recorded 22 reforms
making it easier to trade across
borders between June 2012 and June
2013 and 133 in the past 5 years.
Benin made the biggest
improvement in the ease of trading
across borders in the past year.
Belarus has made the greatest
progress toward the frontier in
regulatory practice in trading across
borders since 2009. The other 9 of
the 10 economies that have made
the most progress are in Sub-
Saharan Africa.

The most common feature of

trade facilitation reforms recorded
by Doing Business in the past

5 years was the introduction

or improvement of electronic
submission and processing. But in
2012/13 the most common feature
was the improvement of customs
administration.

Among regions, Sub-Saharan Africa
made the biggest reductions in the
time to trade across borders in the
past 5 years. Europe and Central
Asia made the biggest reductions in
the number of documents required
to export and import. OECD
high-income economies made the
biggest reductions in export and
import costs.

For more information on good practices
and research related to trading across
borders, visit http://www.doingbusiness
.org/data/exploretopics/trading-across-
borders. For more on the methodology,
see the section on trading across borders
in the data notes.
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FIGURE 17.1 Itis easier, less time-consuming and cheaper to trade in economies
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renovating its portstoincrease access and
efficiency and improve conditions through
24-hour operations, secure payment sys-
tems and an expanded container terminal
in Cotonou. In 2010 an Automated Sys-
tem for Customs Data (Asycuda++) was

installed, allowing for electronic submis-
sion of the documents required to export
and import. And in 2012 an electronic
single window and electronic payment
system was introduced, further reducing
document preparation times.

Building on these reforms, in 2012/13
the port of Cotonou reduced vessel wait-
ing times by implementing a window
berthing system to use terminal resourc-
es optimally according to cargo ship ar-
rivals. In the meantime, infrastructure
upgrades increased the number of exit
points and terminals, while designated
parking areas and loading and unloading
time limits for trucks reduced conges-
tion around the port, which had added
considerably to transport time in previ-
ous years.

Though administrative burdens remain in
Benin, the situation for traders has great-
ly improved: it takes 29% less time to im-
port and 24% less time to export than in
2006 (figure 17.2). As aresult export and
import times in Benin are now aligned
with those in many neighboring econo-
mies. Improvements in Benin have also
had effects beyond its borders. Because
overseas goods that go to and from Ni-
ger transit through the port of Cotonou,
Nigerien traders have also seen lower ex-
port and import times.

Benin was not alone. Another 21 econ-
omies also recorded reforms making it
easier to trade across borders in 2012/13
(table 17.1). Of the total of 22 reforms,
Sub-Saharan Africa had 10, followed by
Europe and Central Asia with 6. Reforms
were also recorded in Latin America and
the Caribbean (4), OECD high-income
economies (1) and South Asia (D).
Four economies made trading across
borders more difficult: 3 in Sub-Saharan
Africa and 1 in Latin America and the
Caribbean.

Improving customs administration was
the most common feature of trade fa-
cilitation reforms in 2012/13, with 8
economies reducing the number of doc-
uments required by customs or stream-
lining the process to obtain and submit
forms. Four of these economies are in
Sub-Saharan Africa, where document
preparation time is a considerable hur-
dle for trade—with an average delay of
16.8 days for exports and 20.6 days for
imports.

Automation continued to play an
important role in reforms as well. As in
previous vyears, several economies—for
example, Greece, Madagascar and the



TABLE 17.1 Who made trading across borders easier in 2012/13—and what did

they do?

Feature Economies
Improved customs
administration

Introduced or improved

electronic submission and
processing Uruguay
Introduced electronic single
window Rwanda
Strengthened transport and

port infrastructure Croatia

Improved port procedures Benin; Guinea; Latvia

Introduced or improved risk- ~ Mauritania

based inspections

Source: Doing Business database.

Argentina; Azerbaijan; Benin;
Burundi; Republic of Congo;
Swaziland; Ukraine; Uzbekistan
El Salvador; Greece; Madagascar;
Russian Federation; Sri Lanka;

El Salvador; Mexico; Mozambique;

Benin; Central African Republic;

Some highlights

Uzbekistan abolished the need
to register import contracts with
customs.

The Russian Federation introduced
an electronic system for submitting
export and import documents.

Mexico implemented an electronic
single window for trade.

The Central African Republic
rehabilitated the key transit road at
its border with Cameroon.

Latvia launched a new electronic
container terminal booking system at
the port of Riga.

Mauritania introduced a risk-based
inspection system with scanners.

FIGURE 17.2 A series of reforms made importing faster in Benin
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Russian Federation—automated customs
submission and processing by allowing
electronic lodgment and payments.

Economies are also virtually linking trad-
ers and agencies involved in trade and
transport through electronic single win-
dows. This report features a case study
on single window systems that tracks the
challenges and successes associated with
the systems implemented in Azerbaijan,
Colombia and Singapore.

2009
Port and terminal handling B Document preparation

2010 2011 2012 2013

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

Over the past 5 years Doing Business re-
corded 133 trade facilitation reforms
around the world. Sub-Saharan Africa
implemented the most reforms by far,
with 46. During the same period, 70% of
economies in that region implemented at
least 1reform. Europe and Central Asia as
well as the Middle East and North Africa

TRADING ACROSS BORDERS

also had a large share of economies re-
forming—67% in both regions.

The effects recorded from the reforms
varied by region. Europe and Central
Asia made the biggest reductions in
the number of documents required to
export and import. OECD high-income
economies made the biggest reductions in
export and import costs. And Sub-Saharan
Africa made the biggest reductions in the
time to trade.

The 133 reforms recorded in the past
5 years in 100 economies have made
trading across borders faster and easier
around the world. In 2009 the world av-
erage to export a standard containerized
cargo by sea transport was 23.5 days,
and 25.9 days to import.° Today it takes
21.8 days on average to export and 24.2
days to import (figure 17.3). The approx-
imately 2-day cut in the average world
trading time could seem like a small feat,
but even small gains can provide signif-
icant benefits. Research has found that
for each additional day that a product is
delayed before being shipped, trade vol-
ume falls by more than 1%.”

Though many economies have made
great strides in improving international
trade practices in the past 5 years, Belar-
us' case is particularly noteworthy. Belar-
us has undertaken a series of reforms in
customs administration and electronic
submission, including the implementa-
tion of a risk-based management system
and the improvement of border crossing
operations. All this has resulted in consid-
erable gains in narrowing the gap with the
frontier in regulatory practice in trading
across borders—especially since 2009
(figure 17.4).

Equally remarkably, 9 of the 10 econo-
mies that made the greatest progress
toward the frontier in regulatory practice
in trading across borders over the past
5 years are in Sub-Saharan Africa. In a
region where trading across borders re-
mains the most difficult, Angola, Burundi,
Ethiopia, Lesotho, Rwanda, South Africa,
Sudan, Uganda and Zambia took steps
to make it easier for traders to trade with
their overseas partners.

Globally the most common feature of
trade facilitation reforms in all regions
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FIGURE 17.3 Export and import times have fallen by an average of 2 days across regions

since 2009
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Number of reforms making it easier

Number of reforms making it easier

over the past 5 years was the intro-
duction or improvement of electronic
submission and processing of customs
declarations. Improving customs admin-
istration and enhancing port procedures
were the second and third most com-
mon features, especially in Sub-Saharan
Africa and the Middle East and North
Africa. The introduction or improvement
of risk-based inspection systems has
also facilitated trade, especially in Eu-
rope and Central Asia and Latin America
and the Caribbean.

to trade across borders

NOTES

This topic note was written by Jean Arlet, Iryna
Bilotserkivska, Robert Murillo and Mikiko Imai
Ollison.

1. The OECD Trade Facilitation Indicators
(TFls) measure the relative economic
impact of addressing specific hurdles in the
trade and border procedures in 133 coun-
tries. Moise and Sorescu (2013) provide
further details on the methodology and
findings from the TFls. They find that the
policy areas that seem to have the greatest
impact on trade volumes and trade costs
are the availability of trade-related infor-
mation, the simplification and harmoni-
zation of documents, the streamlining
of procedures and the use of automated
processes.

to trade across borders

FIGURE 17.4 Of the 10 economies making the greatest progress toward the frontier in trading across borders over the past 5 years, 9 are

in Sub-Saharan Africa
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the trading across
borders indicators since DB2006 (2005). The scores are normalized to range between 0 and 100, with 100 representing the frontier. The data refer to the 183 economies
included in DB2010 (though for practical reasons the figure does not show all 183). Barbados, Libya, Malta, Myanmar, San Marino and South Sudan were added in subse-
quent years. The vertical bars show the improvement in the 20 economies advancing the most toward the frontier in trading across borders between 2009 and 2013.

Source: Doing Business database.



2. Djankov, Freund and Pham 2010. The

authors determine how time delays affect
international trade, especially the days it
takes to move a standard cargo from the
factory gate to the vessel. They use a grav-
ity equation that controls for remoteness
and find significant effects of time and
costs on trade.

. Freund and Rocha 2011. The authors use

a modified gravity equation that controls
for importer fixed effects and exporter
remoteness to determine whether different
types of export costs affect trade different-
ly. A key conclusion is that inland transit
delays have a robust negative effect on the
value of exports.

4. Carballo, Graziano and Martincus 2013.

The authors estimate the trade effects of
customs delays on firm exports in Uruguay
during 2002-11. Using a dataset that
consists of nearly all export transactions

in Uruguay during that period—with the
associated time it took for each of these
transactions to go through customs—the
authors find a significant correlation
between time delays and export flows.
Effects are particularly severe for exports of
time-sensitive products to secondary buyers
in OECD economies.

. Doing Business measures the time and

cost (excluding tariffs) of exporting and
importing a standardized 20-foot, 10-ton

7.

TRADING ACROSS BORDERS

cargo container of goods by sea transport,
except for the time and cost at sea. Because
the Doing Business methodology only
considers trade by sea transport, regional
trade—which is becoming increasingly
important for small and medium-size en-
terprises—might not be captured in regions
such as Sub-Saharan Africa and Europe and
Central Asia. To ensure comparability across
economies, Doing Business assumes trade
by sea transport because it accounted for
80% of the volume of global trade in 2012
(UNCTAD 2013).

. Includes every official procedure but

excludes the actual time at sea.
Djankov, Freund and Pham 2010.
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Enforcing contracts is easiest in
Luxembourg, where resolving the
standardized commercial dispute
measured by Doing Business takes
321 days and 26 procedures and
costs 9.7% of the value of the claim.
Doing Business recorded 14 reforms
making it easier to enforce
contracts between June 2012 and
June 2013—and 66 over the past 5
years.

Cote d'lvoire improved the most in
the ease of enforcing contracts in
2012/13 after creating a specialized
commercial court.

Among regions, Sub-Saharan Africa
made the most reforms in enforcing
contracts over the past 5 years.
Since 2009 Poland has made

the greatest progress toward the
frontier in regulatory practice in
enforcing contracts.

Introducing e-filing was a common
feature of reforms making it easier
to enforce contracts in the past 5
years, considerably streamlining
court procedures.

For more information on good practices
and research related to enforcing contracts,
visit http.//www.doingbusiness.org/data/
exploretopics/enforcing-contracts. For
more on the methodology, see the section
on enforcing contracts in the data notes.

Efficient contract enforcement is essen-
tial for a business-friendly environment.
It reduces informality, improves access to
credit and increases trade. A study of 27
economies found that the informal sec-
tor's share in overall economic activity
decreases with better contract enforce-
ment quality, measured by a country-wide
measure of rule of law, as well as by the
firm's perception of the fairness of courts.’
A study in Eastern Europe found that in
economies with slower courts, firms tend
to have less bank financing for new in-
vestments.? And recent research on East
Asia and the Pacific found that simplifying
contract enforcement was associated with
higher international trade.?

Doing Business measures the time, cost
and procedures involved in resolving a
standardized commercial lawsuit between
2 domestic businesses through the local
first-instance court. The dispute involves
the breach of a sales contract worth twice
the income per capita of the economy.
The case study assumes that a seller de-
livers custom-made goods to a buyer who
refuses delivery of the goods, alleging that
they are of inadequate quality. To enforce
the sales agreement, the seller files a claim
with a local court, which hears arguments
on the merits of the case. Before reaching
a decision in favor of the seller, the judge
appoints an expert who provides an opin-
jon on the quality of the goods in dispute.
This distinguishes the case from simple
debt enforcement. The time, cost and
procedures are measured throughout the
3 main phases of court proceedings: filing
and service of process, trial and judgment,
and enforcement.

The efficiency of courts continues to vary
greatly around the world. Contract en-
forcement can take less than 10 months
in New Zealand and Norway but almost

4 years in Bangladesh. The trial and
judgment phase, which mainly involves
exchanging briefs, appearing in court
and obtaining a judgment—as well as
corresponding waiting periods—is the
most time-consuming one. On average it
accounts for 64% of the time to resolve
the standardized case measured by the
enforcing contracts indicators.

There are also wide variations in the cost
of contract enforcement, ranging from
21% of the value of the claim in OECD
high-income economies to 51.6% in
Sub-Saharan Africa. The largest expense
is attorney fees to try cases and enforce
judgments. On average such fees account
for two-thirds of total costs.

Among the 189 economies covered by
Doing Business, Luxembourg has the top
ranking on the ease of enforcing con-
tracts. But contract enforcement is fast-
est in Singapore, where it takes just 150
days to resolve the standardized case
measured by Doing Business. On aver-
age the enforcement phase—the period
from when the time to file an appeal has
elapsed until the plaintiff has recovered
the value of the claim—accounts for
29.6% of the time for contract enforce-
ment globally, but only 21.9% in the 5
top-ranked economies (figure 18.1).

WHO REFORMED IN ENFORCING
CONTRACTS IN 2012/13?

Between June 2012 and June 2013 Doing
Business recorded 14 reforms making it
easier to enforce contracts (table 18.1).
During that time Céte d'lvoire improved
the most in the ease of enforcing con-
tracts. After the postelectoral crisis of
20711, resolving a commercial dispute
in Abidjan took 770 days. Civil courts



FIGURE 18.1 The enforcement phase takes proportionally less time in the 5 top-ranked

economies

Poor practice
economies

M Filing and service

M Trial and judgment

0. l.--_

Good practice
economies

Enforcement

Note: Poor practice economies are the 5 lowest-ranked economies on the ease of enforcing contracts. The
second column represents the 5 economies ranked from 140 to 144 on the ease of enforcing contracts. The
third column represents the 5 economies ranked from 93 to 97. The fourth column represents the 5 economies
ranked from 45 to 49. Good practice economies are the 5 top-ranked economies. The filing and service phase
is the period from when the plaintiff brings a lawsuit until process is served on the defendant. This includes
seeking compliance with the contract outside of court, mandatory mediation if applicable, meeting with a
lawyer, drafting the statement of claim, filing it with the court and serving it on the defendant. The trial and
judgment phase is the period from when process is served on the defendant until the time to file an appeal has
elapsed. This includes exchanging written briefs between the parties, 1 or more hearings, appointing an expert,
writing the judgment and the appeal time. The enforcement phase is the period from when the time to file an
appeal has elapsed until the plaintiff has recovered the value of the claim. This includes locating and seizing
the defendant's movable assets, organizing and advertising the public sale, holding the sale and recovering the

value of the claim.
Source: Doing Business database.

in Abidjan were backlogged, and com-
mercial cases were stuck among civil
cases. In 2012, to provide more suitable
responses to business disputes, a stand-
alone commercial court was created in
Abidjan. In addition, professional judg-
es were appointed to work with newly
recruited lay judges. Today it takes 585
days to resolve a commercial dispute in
Abidjan (figure 18.2).

Other economies also reformed in enforc-
ing contracts in 2012/13. New Zealand
implemented an electronic case manage-
ment system that monitors and manages
cases on court dockets from the filing of
claims until judgments are issued, which
should lead to lower costs and shorter
resolution times. Palau made its courts
more efficient by introducing e-filing. The
system allows litigants to file complaints

TABLE 18.1 Who made enforcing contracts easier in 2012/13—and what did they do?

Feature Economies
Increased procedural efficiency at
main trial court Estonia; ltaly;

Mexico; New

Zealand; Romania

Made enforcement of judgment
more efficient

Introduced or expanded specialized Cote d'Ivoire; Togo

commercial court

Introduced electronic filing

Source: Doing Business database.

China; Colombia;

Croatia; Czech
Republic; Mauritius

Palau; Uzbekistan

Some highlights

China made enforcing contracts easier by
amending its Code of Civil Procedure to
streamline and expedite court proceedings.

The Czech Republic established that for

most cases, courts are no longer responsible
for ordering execution proceedings and
nominating executors, instead delegating
execution proceedings to entrusted executors.

Cote d'Ivoire created a specialized commercial
court.

Palau made enforcing contracts easier by
introducing an e-filing system.

ENFORCING CONTRACTS

electronically—increasing transparency,
expediting the filing and service of pro-
cess and preventing the loss, destruction
or concealment of court records.

Making execution proceedings more ef-
ficient has also been a common feature
of reforms in enforcing contracts. Three
economies implemented such changes
in 2012/13. In 2012 the Czech Republic
established that for most cases, courts
are no longer responsible for ordering
execution proceedings and nominating
executors, instead delegating execution
proceedings to entrusted executors and
making the process cheaper and faster.
That same year Mauritius liberalized the
enforcement officer profession, allow-
ing winning parties to choose between
private and court bailiffs to conduct en-
forcement proceedings.

China, Colombia, Mexico and Romania
amended procedural rules for commercial
cases, mainly to reduce backlogs, simplify
and expedite court proceedings and lim-
it obstructive tactics by the parties. New
legislation adopted by China in August
2012 imposes more stringent rules on ser-
vice of process and requires judgments to
be made publicly available online.

Since June 2012 Italy has reduced attor-
ney fees the most among all the econ-
omies measured. Judges were given
an official fee schedule to determine
attorney fees when agreements are not
reached between attorneys and clients,
which contributed to the adjustment of
the market price for legal services and
cut attorney fees by 6.8 percentage
points, to 15% of the value of the claim.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

In the past 5 years Doing Business recorded
66 reforms that made it easier to enforce
contracts (figure 18.3). Sub-Saharan Africa
had the most reforms, with 22. Some econ-
omies in the region overhauled the organi-
zation of their courts or systems of judicial
case management for commercial dispute
resolution, but the main trend has been to
introduce specialized commercial courts.
Three other regions—East Asia and the Pa-
cific, South Asia and the Middle East and
North Africa—shortened litigation times.

m
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Over the years the most significant im-
provements in enforcing contracts have
been made by economies that have
introduced commercial courts, imple-
mented case management systems or
made e-filing readily available.

Since 2009 Poland has made the most
progress toward the frontier in regulato-
ry practice in enforcing contracts (figure
18.4). Poland has benefited from imple-
menting a case management system,
introducing an electronic court in Lub-
lin, deregulating the bailiff profession,
increasing the number of judges and
amending the Civil Procedure Code.

The introduction of specialized courts
tends to lead to greater specialization
of judges—resulting in faster resolution
times, cheaper contract enforcement,
shorter court backlogs and increased
efficiency.* Of the 189 economies cov-
ered by Doing Business, 90 have dedi-
cated standalone courts for enforcing
contracts, specialized commercial sec-
tions in existing courts or specialized
judges in general civil courts. In the 10
Sub-Saharan economies that have in-
troduced commercial courts or sections
since 2003—Burkina Faso, Cameroon,
the Democratic Republic of Congo, Cote
d'lvoire, Ghana, Mauritania, Mozam-
bigue, Nigeria, Rwanda and Togo—the
average time to resolve the standardized
case measured by Doing Business has re-
duced by 2.5 months.

Other economies have made courts more
efficient by introducing comprehensive
case management systems that control
the movement of cases through courts or
the total workload of courts. Case man-
agement is often performed by judges but
can also be done by court administrators,
especially if fully automated. Benefits as-
sociated with efficient case management
systems include better record-keeping
and better assessments of judges’ per-
formance and workloads. Sophisticated
systems, such as that of the Republic
of Korea (described in this report's case
study on the country's e-court system),
can also include detailed statistics that al-
low for more efficient distribution of tasks
among court officials. Such information
facilitates reallocation of resources in
courts and raises judiciary productivity.

FIGURE 18.2 Cote d'lvoire introduced a commercial court and cut the time to enforce

contracts

Total time cut by 185 days—from 770 days to 585
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Note: The white arrow indicates the decrease in the time for trial and judgment. The blue arrow indicates the
decrease in the enforcement time. The red arrow indicates the decrease in the total time.

Source: Doing Business database.

FIGURE 18.3 Contract enforcement remains fastest in Europe and Central Asia
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excluded here are Barbados, Libya, Malta, Myanmar, San Marino and South Sudan. This figure uses regional

classifications for 2013.
Source: Doing Business database.

Some economies have paired the intro-
duction of electronic case management
with the implementation of e-filing, al-
lowing for the electronic transmission of
initial complaints and supporting docu-
ments to courts. Advanced e-filing sys-
tems usually also allow court users to pay
fees online and deliver service of process
electronically, resulting in speedier tri-
als, lower storage costs, better access
to courts and more reliable and efficient

service of process. In Malaysia, which
introduced an electronic case manage-
ment system and e-filing between 2009
and 2011, court backlogs were reduced by
more than 50% and the time to enforce
contracts by almost 30% by 2012.

Of the 10 top performers in enforcing
contracts, 7 have introduced e-filing or
specialized commercial courts—and 3
have both.
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FIGURE 18.4 Poland has made the greatest progress toward the frontier in regulatory practice in enforcing contracts in the past 5 years
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Note: The distance to frontier scores shown in the figure indicate how far each economy is from the best performance achieved by any economy on the enforcing contracts
indicators since DB2004 (2003). The scores are normalized to range between 0 and 100, with 100 representing the frontier. The data refer to the 183 economies included in
DB2010 (though for practical reasons the figure does not show all 183). Barbados, Libya, Malta, Myanmar, San Marino and South Sudan were added in subsequent years.
The vertical bars show the improvement in the 20 economies advancing the most toward the frontier in enforcing contracts between 2009 and 2013.

Source: Doing Business database.
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Creditors of firms facing insolvency
in Japan have higher recovery rates
than in other economies.

Doing Business recorded 12 reforms
aimed at improving insolvency
proceedings between June 2012
and June 2013 and 92 in the past 5
years.

The Philippines made the biggest
improvement in the efficiency of
insolvency proceedings in the past
year.

The Czech Republic has made the
most progress toward the frontier
in regulatory practice in resolving
insolvency since 2009.

Common features of insolvency
reforms in the past 5 years

include passing new bankruptcy
laws, eliminating formalities and
tightening time limits of insolvency
proceedings, and regulating

the profession of insolvency
administrators.

OECD high-income economies had
the biggest increase in the recovery
rate in the past 5 years, while
Europe and Central Asia had the
most insolvency reforms.

For more information on good practices
and research related to resolving
insolvency, visit http://doingbusiness.org/
data/exploretopics/resolving-insolvency.
For more on the methodology, see the
section on resolving insolvency in the data
notes.

The financial crisis tested insolvency
frameworks around the world. In the Unit-
ed States the number of business insol-
vency filings rose from 39,307 in 2008 to
55,645 in 2009. Though the number of
new cases fell after 2009—to 51,259 in
2010 and 43,470 in 2011—not until 2012
did the system return to precrisis filing
levels." In Western Europe corporate in-
solvency filings rose 22% between 2008
and 2009, with the biggest increases in
Ireland (81%) and Spain (77%).?

Western Europe is still far from return-
ing to its precrisis numbers. At the end
of 2011 corporate insolvency filings
were still 177% higher than in 2008. Be-
tween 2008 and 2012 Spain recorded
one of the biggest increases—182%.
In 2012 alone the number of corporate
insolvency filings in Spain jumped from
5,666 to 7,780.2 The increase in corpo-
rate insolvency filings in Ireland between
2008 and 2012 was nearly as stagger-
ing—118%. But Ireland has shown some
improvement, with only negligible in-
creases between 2011 and 2012.4

Weaknesses of insolvency regimes be-
come apparent during crises. When a
weak insolvency framework does not pro-
vide for effective formal and out-of-court
mechanisms to address financial distress,
more debts remain unresolved and more
companies languish, unprofitable but
with their assets unavailable to their cred-
itors and little chance of turnaround. An
insolvency framework that allows debtors
and creditors to find solutions through
fast, inexpensive, transparent procedures
can facilitate debt repayment, encour-
age lending and lead to a higher survival
rate for viable enterprises. A recent study
shows that Brazil's 2005 reform, which
established greater protection for secured

creditors, led to a significant reduction in
the cost of debt and an increase in both
short-term and long-term debt.”

To analyze the efficiency of insolvency
frameworks across economies, Doing
Business measures the time, cost and out-
come of insolvency proceedings involving
domestic entities. The time for creditors
to recover loans is recorded in calendar
years. The cost of proceedings is recorded
as a percentage of the value of the debt-
or's estate. The recovery rate for credi-
tors depends on whether the distressed
company emerges from the proceedings
as a going concern or its assets are sold
piecemeal. The rate is recorded as cents
on the dollar recouped by secured credi-
tors through reorganization, liquidation or
debt collection (foreclosure or receiver-
ship) proceedings. If an economy had no
reorganization, liquidation, receivership
or foreclosure cases over the past 5 years,
it receives a "no practice” classification—
meaning that creditors are unlikely to re-
cover their money through a formal legal
process, in or out of court. Rankings on
the ease of resolving insolvency are based
on the recovery rate, which is affected by
the time, cost and outcome associated
with the most likely insolvency procedure
applicable to the indicator’s case study in
each economy.

Doing Business analyzes 1 of the 4 types of
procedures that may apply to an insolvent
firm: reorganization, liquidation, receiver-
ship and foreclosure. These procedures
differ in 3 main ways: the extent to which
they allow secured creditors to recov-
er their debt, the likelihood that a viable
business will continue operating as a go-
ing concern after insolvency proceedings
and the extent to which the concerns of
unsecured creditors are addressed.



Reorganization has the advantage of ad-
dressing debts of all creditors, secured
and unsecured, and allows viable busi-
nesses to continue operating as a going
concern. This is the most economically
efficient outcome for the Doing Business
case study, since it assumes a company
that is viable. Liquidation also addresses
the concerns of all creditors collectively,
though the business is usually shut down
upon the completion of proceedings. In
receiverships, where a secured creditor
takes over the operation of the debtor’s
company to protect its collateral, the
business may continue operating as a
going concern. But the secured creditor is
in full control of the process, not allowing
unsecured creditors to participate at all.
At the same time, the receiver is obligat-
ed to pay unsecured creditors if there are
sufficient funds after the secured creditor
has been paid in full. Finally, foreclosures
may maximize the interests of secured
creditors but do not allow the continua-
tion of the business and ignore the con-
cerns of unsecured creditors.

The highest recovery rates are record-
ed in economies where reorganization is
the most common insolvency proceeding

(figure 19.1). Recovery rates vary signifi-
cantly among economies where liqui-
dation is the most common procedure
because of major differences in the le-
gal institutions (such as courts and in-
solvency representatives) applying the
insolvency framework. Individual debt
enforcement proceedings (receiverships
and foreclosures) result in comparatively
high recovery rates for secured creditors,
though unsecured creditors receive nil re-
turns. Finally, Doing Business has observed
19 “no practice” economies, where the re-
covery rate is recorded as zero.

WHO REFORMED IN RESOLVING
INSOLVENCY IN 2012/13?

Between June 2012 and June 2013 Doing
Business recorded 12 reforms aimed at
making resolving insolvency easier (table
19.1). Most reforms were recorded in Eu-
rope and Central Asia and Sub-Saharan
Africa.

Promoting reorganization was a com-
mon feature of several recent reforms.
Croatia established an expedited out-of-
court restructuring procedure with strict

FIGURE 19.1 Higher recovery rates are more likely in economies where reorganization is
the most common insolvency proceeding
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Note: Poor practice economies are the 15 lowest-ranked economies on the ease of resolving insolvency,
excluding “no practice” economies. The second column represents the 15 economies ranked from 135 to 149
on the ease of resolving insolvency. The third column represents the 15 economies ranked from 88 to 102. The
fourth column represents the economies ranked from 40 to 54. Good practice economies are the 15 top-ranked
economies. The line refers to the average recovery rate for the 15 economies represented by each column.
Reorganization is the process aimed at restoring the financial health and viability of a debtor’s business so that
it can continue to operate as a going concern. Liquidation is the process of assembling and selling the assets of
an insolvent debtor in order to dissolve it and distribute the proceeds to its creditors. Liquidation may include a
piecemeal sale of the debtor’s assets or a sale of all or most of its assets as a going concern. Receivership is the
process of appointing a receiver to take custody of the business of a defaulting debtor for the benefit of secured
creditors. Foreclosure is the process of taking possession of a mortgaged property as a result of the debtor’s
failure to keep up mortgage payments in order to sell the property and distribute the proceeds to its creditors.

Source: Doing Business database.

RESOLVING INSOLVENCY

timeframes, while Moldova introduced
the option of prepackaged reorganiza-
tions. Rwanda instituted a moratorium on
enforcement actions during reorganiza-
tions, and Ukraine adopted a new insol-
vency framework that strengthened pro-
tections of secured creditors, introduced
debt-equity swaps and streamlined the
insolvency process.

ltaly made its restructuring proceedings
more accessible and flexible. Debtors can
now take advantage of a moratorium on
creditor collection actions to allow suffi-
cient time to negotiate and develop a re-
structuring plan. Before this change, debt-
ors applying for restructuring proceedings
had to propose a plan at the time of com-
mencement, which discouraged many
from seeking restructuring and caused
them to pursue liguidation instead. As
a result of the reform viable businesses
have a better chance of coming through
restructuring and continuing to operate
as a going concern.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

In the past 5 years Doing Business record-
ed 92 insolvency reforms in 62 economies
(figure 19.2). These reforms have differ-
ent purposes and objectives and can be
classified into 2 categories: foundational
and evolutionary. Foundational reforms
create an insolvency framework or estab-
lish new insolvency procedures and usu-
ally require legislative action. Evolution-
ary reforms improve existing procedures
by strengthening the legal framework or
the institutions applying it, to achieve the
most economically efficient outcomes.

Economies undertaking foundational re-
forms usually have no formal insolvency
regime, and creditors mostly rely on in-
dividual proceedings as a means of debt
enforcement in cases of debtor default.
Individual court proceedings such as
foreclosures can be effective for return-
ing secured creditors’ investment but do
not allow the reorganization and rescue
of a viable business, which maximizes
the economic value of debtors' assets.
To address these problems, most econ-
omies have adopted insolvency frame-
works with one or more collective debt
proceedings.
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TABLE 19.1 Who made resolving insolvency easier in 2012/13—and what did they do?

Feature Economies Some highlights
Increased the likelihood of successful

reorganization

Israel; Italy; Moldova; Rwanda;
Ukraine

Italy extended moratorium protections to the period when restructuring plans are
being prepared, granted priority to postcommencement financing and allowed

debtors under restructuring to participate in public tenders.

The Bahamas; Belarus; Moldova;
Ukraine

Regulated profession of insolvency
administrators

Eliminated formalities or introduced or
tightened time limits

Moldova; Rwanda; Tanzania;
Ukraine

The Bahamas clearly defined professional requirements, duties, powers and
remuneration of insolvency practitioners and liquidators.

Moldova shortened statutory periods for several stages of insolvency proceedings,
including the maximum duration of liquidation and restructuring procedures, and

reduced opportunities for appeal.

Established or promoted reorganization,
liquidation or foreclosure procedures

Democratic Republic of Congo;
Djibouti

Strengthened the rights of secured
creditors

Italy; Ukraine

Introduced framework for out-of-court
restructurings

Croatia; Mauritius

Source: Doing Business database.

Nearly a third of the reforms in the past 5
years were foundational. Two economies
with recent foundational reforms are the
Democratic Republic of Congo and Dji-
bouti. The Democratic Republic of Congo
established new legal frameworks for lig-
uidation and reorganization proceedings
in 2012, implementing provisions of the
Organization for the Harmonization of
Business Law in Africa’s Uniform Act Or-
ganizing Collective Proceedings for Wip-
ing Off Debts. Djibouti adopted a new

Commercial Code that largely follows the
provisions in that act.

Economies undertaking evolutionary
reforms already have insolvency frame-
works with one or more collective pro-
ceedings, but aspects of these frame-
works need improvement. A successful
insolvency framework consists of more
than comprehensive laws and regula-
tions—it encompasses established prac-
tices related to insolvency proceedings

FIGURE 19.2 OECD high-income economies have consistently had the highest recovery rate
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Note: To ensure accurate comparisons, the figure shows data for the same 183 economies for all years, from
DB2010 (2009) to DB2014 (2013). The economies added to the Doing Business sample after 2009 and so
excluded here are Barbados, Libya, Malta, Myanmar, San Marino and South Sudan. This figure uses regional
classifications for 2013.

Source: Doing Business database.

The Democratic Republic of Congo and Djibouti established clear frameworks for 3
proceedings—preventive settlement, composition with creditors and liquidation.

Ukraine allowed creditors to file claims after statutory deadlines and granted
secured creditors the right to veto proposed rehabilitation plans.

Croatia established a prebankruptcy settlement procedure.

as well as effective institutions in charge
of implementing regulations and main-
taining established practices, such as
applicable courts and insolvency repre-
sentatives. Evolutionary reforms improve
regulations and institutions and remedy
problems identified through practice.

Just over two-thirds of the reforms in the
past 5 years were evolutionary. Such re-
forms include creating specialized bank-
ruptcy courts, expediting insolvency pro-
ceedings, making business operations
during reorganization easier and regulat-
ing the profession of insolvency represen-
tatives.

FIGURE 19.3 The Czech Republic made
insolvency proceedings more

efficient
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FIGURE 19.4 The Czech Republic has advanced the most toward the frontier in resolving insolvency in the past 5 years
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Source: Doing Business database.

The Czech Republic provides a good ex-
ample of successful evolutionary reforms,
achieving some of the biggest improve-
ments in the past 5 years as measured by
Doing Business by continuously strength-
ening its insolvency framework. A new
insolvency law went into effect in 2008
and declared reorganization the preferred
method of resolving insolvency. Liquida-
tion and reorganization proceedings were
streamlined, and insolvency represen-
tatives became subject to educational
and professional requirements as well as
stricter government oversight.

Application of the new regulations iden-
tified some inefficiencies that led to fur-
ther reforms in 2009 and 2012. By 2011
reorganization was the most common in-
solvency procedure in the Czech Repub-
lic, and survival of distressed but viable
companies was the prevailing outcome.
By 2013 the time to complete insolvency
proceedings had fallen by 4.4 years com-
pared with 2008 (figure 19.3). The recov-
ery rate of creditors in the Czech Republic
more than tripled over the past 6 years
(from 20.9 cents on the dollar in 2008 to
65.0 cents on the dollar in 2013).

Examples like the Czech Republic, as well
as many other economies, show that
meaningful improvements to insolvency
systems require sustained, continuous ef-
forts. Foundational reforms can produce
results, but they are often insufficient to
facilitate the most economically efficient
outcomes of insolvency proceedings—
the reorganization of businesses that are
economically viable and the liquidation of
businesses that are not. By implementing
both foundational and evolutionary re-
forms over the past 5 years, economies
have significantly narrowed the gap with
the frontier in regulatory practice in re-
solving insolvency (figure 19.4).

In many cases effects of reforms are not
immediately evident, and it may take sev-
eral years before they can be quantified.
An absence of instant results should not
discourage economies from adopting
further reforms and continuing to im-
prove the insolvency framework. A good
example is the Philippines, the economy
that made the biggest improvement in
the efficiency of insolvency proceedings
in 2012/13. The new insolvency law that
led to this improvement—the Financial

Rehabilitation and Insolvency Act of
2010—was adopted in July 2010, but its
impact was felt in the resolving insolven-
cy indicators only in 2012/13.

NOTES

This topic note was written by Fernando Dan-
causa, Rong Chen and Olena Koltko.

1. United States Courts: Bankruptcy Statis-
tics, http://www.uscourts.gov/Statistics/
BankruptcyStatistics.aspx. Statistics repre-
sent business filings under Chapter 11 and
Chapter 7 of the U.S. Bankruptcy Code.

2. Creditreform 2010.
http://www.insolvencyjournal.ie/stats.
Statistics represent corporate insolvency
filings that include both liquidations and
reorganizations.

3. Instituto Nacional de Estadistica, http:,/
www.ine.es/. Statistics represent corporate
insolvency filings that include both liquida-
tions and reorganizations.

4. Creditreform 2012.
http://www.insolvencyjournal.ie/stats.
Statistics represent corporate insolvency
filings that include both liquidations and
reorganizations.

5. Funchal 2008.
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Thirteen economies implemented
reforms inlabor regulation affecting
the Doing Business indicators
onemploying workers between
June2012and June 2013; 51did so
in the past5years.

This annex highlights 3 of

the 29 areas of labor regulation
measured: probationary period,
paid annual leave and length
ofthe workweek.

Most economies set 3-6 months
asthe maximum duration for
probationary periods.
Seventy-nine economies

provide 15-21days paid annual
leave, consistent with International
Labour Organization (ILO)
Convention132on holidays

with pay.

One hundred and seventy-eight
economies limit employees’
workweek in manufacturing
to 6 or fewer days, complying with
ILO Convention14on the length
ofthe workweek.

For more information onthe methodology
for the employing workers indicators, see
the section onemploying workers inthe
data notes orvisit http.//www
.doingbusiness.org/data/exploretopics/
employing-workers.

Rules governing relations between em-
ployers and employees are a key com-
ponent of an economy's regulatory envi-
ronment. All economies covered by Doing
Business have some type of labor regula-
tions. These regulations most commonly
address areas where labor markets do not
work efficiently and equitably. Examples
include information asymmetries be-
tween employers and employees, uneven
bargaining power between the 2 parties
and insufficient insurance against risks
related to employment (such as loss
of employment).

These types of market imperfections can
result in inefficient and unjust outcomes
and should be addressed by labor laws.
But it is possible to have excessively
burdensome regulation that is coun-
terproductive, adversely affecting the
interests of the people (employees) the
regulation is intended to protect. Overly
rigid labor regulations can slow job cre-
ation and hinder economic performance.
Well-functioning employment laws ad-
dress the imperfections of labor markets
without imposing excessive rigidities
on the economy.!

Doing Business, through its employing
workers indicators, measures flexibili-
ty in regulation of employment relating
to hiring, work scheduling, redundancy
rules and redundancy costs. These mea-
sures are fully consistent with the con-
ventions of the International Labour Or-
ganization (ILO) but focus on formal labor
regulations rather than whether such
regulations are enforced in practice.” To
make data comparable across 189 econ-
omies, Doing Business uses a standardized
case study that assumes, among other
things, a limited liability manufacturing
company with 60 employees.

HIGHLIGHTS FROM THE
EMPLOYING WORKERS DATA

Doing Business covers 29 areas related
to employing workers, all listed in the em-
ploying workers data section on the Doing
Business website and summarized at the
end of this report. This year's report high-
lights 3 of them: probationary period, paid
annual leave and length of the workweek.

Probationary period

The probationary period is a fixed-length
monitoring period imposed on new em-
ployees to determine whether they have
the skills and abilities needed to perform
the work agreed to in their employment
contracts. By asking new employees
to serve probationary periods, busi-
nesses can gain important informa-
tion on the workers' skills, work quality
and habits, and level of cooperation.
If employers are not satisfied, they can
terminate the employment contracts
of workers under probation with more
flexible conditions than for regular work-
ers.? The probationary period can make
the transition of young workers into the
labor market easier because it provides
them with training opportunities and
removes some of the risks to employ-
ers of hiring employees with little or no
work experience.

Probation also provides an opportunity
for new employees to acquire organiza-
tional and professional knowledge while
displaying their skills. Because learning
processes are gradual, employees acquire
the abilities needed to perform their jobs
adequately only after a certain period,
at the end of which their performance can
be evaluated.®



But if some critical elements are over-
looked, probation provisions might fail
to generate the expected benefits. First,
in economies with rigid employment con-
tracts, employers might seek flexibility
by abusing probation and hiring work-
ers only for the trial period, then replac-
ing them at the end of their probation.
As a solution some labor laws set a max-
imum number of trial workers for a sin-
gle position.

Second, efficient regulations should set
the probationary period for an appropri-
ate duration. If the probationary period
is too short, employers will not be able
to correctly assess new employees.

Moreover, new employees will not
be able to receive sufficient training for
their jobs. Conversely, workers might
lack adequate protection if an excessive-
ly long probationary period is allowed.
Jobs entailing complex tasks typically re-
quire longer learning horizons, so in many
economies trial periods tend to be longer
for positions requiring greater skills and
specialization.®

Among the 189 economies covered
by Doing Business, 7% do not allow any
probation, 59% allow a probationary
period of 3 months or less, 2% allow
between 3 and 6 months and 32% al-
low 6 months or more (figure 20.1).

FIGURE 20.1 The most common maximum limits for probationary periods

are 3 and 6 months

Distribution of economies by maximum length of probationary period (%)
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Source: Doing Business database.
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FIGURE 20.2 More than 40% of economies balance flexibility and protection

in mandatory paid annual leave

Distribution of economies by mandatory paid annual leave (%)
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Note: The designation excessively flexible accords with ILO Convention 132, which states that paid annual leave
should not be less than 3 working weeks (15 working days if a 5-day workweek is assumed). The designations
semirigid and excessively rigid are based on the final report of the Employing Workers Consultative Group. Paid
annual leave refers to economy averages for workers with 1, 5 and 10 years of tenure.

Source: Doing Business database.
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Paid annual leave

Paid annual leave is the time that em-
ployees are granted leave with social pro-
tection and income. Paid annual leave is
in addition to public holidays, sick leave,
weekly rest, and maternity and paternal
leave. According to ILO Convention 132
on holidays with pay, employees have
the right to 3 weeks of paid leave a year.
The Doing Business paid annual leave in-
dicator shows that 24% of economies
provide less than 3 weeks of paid annual
leave—provisions that can be character-
ized as excessively flexible. For example,
average paid annual leave in Hong Kong
SAR, China for workers with 1, 5 and 10
years of tenure is 10.33 days.

More than 40% (79) of the economies
covered by Doing Business balance flex-
ibility and worker protection by offer-
ing 15-21 days of paid annual leave (fig-
ure 20.2).° Examples include Cambodia,
where the average is 19.33 days, and the
Netherlands, where it is 20.

Economies with different income lev-
els tend to have different provisions for
paid annual leave. On average, upper-
middle-income and lower-middle-income
economies mandate less paid an-
nual leave than do high- and low-
income economies (figure 20.3). The
formal sectors of low-income economies
provide the most days of mandatory paid
annual leave. But in these economies
the formal sector does not include most
workers, so this benefit is available to only
a small group of workers.

Length ofthe workweek

Regulation on the maximum number
of workdays per week is among the main
subjects of labor legislation. A proper
amount of weekly rest is needed to en-
sure high productivity and work efficien-
cy while maintaining employees’ physi-
cal and mental health. While ensuring
that workers are entitled to sufficient
time off, labor legislation should also
provide firms with the flexibility they
need to shape their operations around
market dynamics.

In 166 of the 189 economies covered
by Doing Business, labor regulations bal-
ance flexibility and worker protection
by limiting the length of the workweek
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to between 5.5 and 6 days (figure 20.4).
Conversely, in 11 economies labor leg-
islation is excessively flexible, allowing
employees to work 7 days a week in case
of need. Finally, in 12 of the economies
covered, weekly rest provisions prohibit
firms from employing workers for more
than 5 days a week. In Ghana the maxi-
mum number of working days per week
is 5. In Austria, Latvia, the Netherlands
and Sweden it is 5.5. In Barbados, New
Zealand and Puerto Rico (territory of the
United States) it is 7.

Most of the economies covered by Doing
Business have balanced provisions. This
is true across all income groups. But when
focusing on economies with excessive-
ly rigid or flexible workweek regulations,
some interesting trends emerge. More
than 10% of low-income economies limit
the workweek to 5 days. Conversely, when
workweek regulations are off balance
in high-income and lower-middle-income
economies, it is often because of exces-
sive flexibility (figure 20.5).

WHO REFORMED IN
EMPLOYING WORKERS IN
2012/13?

In 2012/13, 13 economies changed their
labor regulations in ways that affect the
Doing Business indicators on employing
workers (table 20.1). Of these, 7 econ-
omies changed their laws to increase
labor market flexibility, while 6 did
the opposite. Of those 7 economies,
2 are in the OECD high-income group
and 2 are in East Asia and the Pacific.
While most of the changes increasing
labor market flexibility focused on re-
dundancy costs or procedures, 2 econ-
omies introduced a minimum wage for
the first time.

WHAT HAVE WE LEARNED
FROM 5 YEARS OF DATA?

In the past 5 years 51 economies imple-
mented 69 reforms affecting the em-
ploying workers indicators (figure 20.6).
OECD high-income economies made the
most changes, with 24, followed by Eu-
rope and Central Asiawith17, Sub-Saharan
Africa with 8 and East Asia and the Pa-
cific with 7.

FIGURE 20.3 Upper-middle-income economies require the least paid annual leave

Average mandatory paid annual leave (working days)
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Note: Paid annual leave refers to economy averages for workers with 1, 5 and 10 years of tenure.
Source: Doing Business database.

FIGURE 20.4 Almost 90% of economies balance flexibility with worker protection
in setting the maximum length of the workweek

Distribution of economies by maximum length of workweek (%)
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Note: The designation excessively flexible accords with ILO Convention 14, which states that all staff in any
industrial undertaking should enjoy in every period of 7 days a period of rest comprising at least 24 consecutive
hours. The designation excessively rigid is based on the final report of the Employing Workers Consultative Group.
Source: Doing Business database.

FIGURE 20.5 More than 10% of low-income economies limit the workweek to 5 days

Share of economies with excessively rigid or flexible workweek provisions (%)
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Note: The designation excessively flexible accords with ILO Convention 14, which states that all staff in any
industrial undertaking should enjoy in every period of 7 days a period of rest comprising at least 24 consecutive

hours. The designation excessively rigid is based on the final report of the Employing Workers Consultative Group.
Source: Doing Business database.



TABLE 20.1 Who changed labor legislation in 2012/13?

Bahrain restricted previously unlimited fixed-term contracts
to 5 years. The Czech Republic abolished the lower minimum
wage for an apprentice. Malaysia and West Bank and Gaza
implemented a minimum wage in the private sector for the
first time. Niger extended the maximum cumulative duration

of fixed-term contracts from 24 months to 48. The Slovak
Republic decreased the maximum duration of fixed-term
contracts from 36 months to 24. Spain restricted previously
unlimited fixed-term contracts to 12 months.

Ireland; Portugal; Slovak Ireland removed the third-party notification requirement
for terminating a redundant worker. Portugal eliminated
the priority rules that applied to redundancy dismissals

or layoffs. The Slovak Republic reintroduced the obligation

an employee's representatives upon termination

of the employment relationship and mandatory severance

pay for employees who worked at a company for more

than 2 years. Slovenia shortened notice periods, decreased
severance payments in cases of redundancy dismissal and
eliminated priority rules for reemployment. The United Kingdom
increased the cap on weekly wage provided to employees on
the severance payment. Vietnam abolished priority rules for

Hungary lowered the premium for work performed at night

Feature Economies Some highlights
Hiring rules Bahrain; Czech
Republic; Malaysia;
Niger; Slovak Republic;
Spain; West Bank and
Gaza
Redundancy
costs and Republic; Slovenia;
procedures United Kingdom;
Vietnam
to notify
redundancies.
Work Hungary; Portugal
scheduling

or on a weekly rest day. Portugal reduced the wage premium

for weekly holiday work, the time worked beyond the standard
workweek, from 100% to 50%.

Source: Doing Business database.

Governments in Sub-Saharan Africa fo-
cused on reforming redundancy cost
and work scheduling provisions. For ex-
ample, Togo increased the wage pre-
mium for weekly holiday work in 2012.

In 2010 Zimbabwe reduced severance
payments to redundant workers; these
were perceived by the authorities as being
high, providing perverse incentives to em-
ployers not to hire. In 2009 Mauritius

ANNEX: EMPLOYING WORKERS

implemented a number of changes, includ-
ing an increase in mandatory annual leave,
removal of the obligation for third-party
approval in cases of redundancy dismissal
and a reduction of the notice period in cas-
es of redundancy, which was longer than
in other economies in the region.

Governmentsin OECD high-income econ-
omies followed a different pattern. On the
one hand they focused on reforming re-
gimes for fixed-term contracts, generally
allowing them to run longer. For example,
in 2012 the Czech Republic increased the
maximum duration of fixed-term con-
tracts to 36 months, and to 108 months
including all renewals. On the other hand,
5 labor regulation changes introduced
by OECD high-income economies in the
past 5 years either shortened the required
notice period or reduced severance pay-
ments in cases of redundancy dismissal.
Today the average notice period globally
is 5.1 weeks and the average severance
payment is 11.9 weeks of salary. Five years
ago these averages were 5.25 weeks
and 12.3 weeks. The changes were usual-
ly linked to efforts to increase labor mar-
ket flexibility as part of strategies aimed
at boosting employment.

Economies in Latin America and the
Caribbean focused on reforms related

FIGURE 20.6 Since 2009 governments in every region have implemented reforms affecting different areas of labor regulation
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to redundancy costs, generally chang-
ing the required notice period for em-
ployees or the severance pay applicable
in cases of redundancy dismissal. One
such change occurred in Belize in 2013.
The number of labor regulation reforms
in Europe and Central Asia has been
significant, and the reforms are evenly
distributed among the different areas
measured by the employing workers in-
dicators.

NOTES

This annex was written by Raian Divanbeigi,
Dorina Georgieva, Jiawen Pan and Morgann Ross.

1. World Bank 2013b.

2. The employing workers indicators do not
cover any of the ILO core labor standards,
such as the right to collective bargaining,
the elimination of forced labor, the abolition
of child labor and equitable treatment in em-
ployment practices.

3. Zhang 2012.

4. Riphahn and Thalmaier 1999.

5. Pierre and Scarpetta 2004.

6. As noted in figures in this annex, some des-
ignations relating to paid annual leave as well
as length of the workweek are based on the
final report of the Employing Workers Con-
sultative Group, whose members included
the ILO, International Trade Union Confed-
eration (ITUC), International Organisation
of Employers (IOE) and Organisation for
Economic Co-operation and Development
(OECD). More information about the consul-
tative group can be found on the Doing Busi-
ness website.
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The indicators presented and analyzed
in Doing Business measure business reg-
ulation and the protection of property
rights—and their effect on businesses, es-
pecially small and medium-size domestic
firms. First, the indicators document the
complexity of regulation, such as the
number of procedures to start a business
or to register and transfer commercial
property. Second, they gauge the time
and cost to achieve a regulatory goal or
comply with regulation, such as the time
and cost to enforce a contract, go through
bankruptcy or trade across borders. Third,
they measure the extent of legal protec-
tions of property, for example, the pro-
tections of investors against looting by
company directors or the range of assets
that can be used as collateral according to
secured transactions laws. Fourth, a set of

indicators documents the tax burden on
businesses. Finally, a set of data covers
different aspects of employment regula-
tion. The 11 sets of indicators measured
in Doing Business were added over time,
and the sample of economies expanded
(table 21.7).

The data for all sets of indicators in Doing
Business 2014 are for June 2013

METHODOLOGY

The Doing Business data are collected in
a standardized way. To start, the Doing
Business team, with academic advisers,
designs a guestionnaire. The question-
naire uses a simple business case to
ensure comparability across economies

TABLE 21.1 Topics and economies covered by each Doing Business report

DB DB DB DB

DB DB DB DB DB DB DB

2004 2005 2006 2007 2008 2009 2010 2011

Getting electricity

Dealing with
construction permits

Trading across
borders

Paying taxes
Protecting investors
Registering property
Getting credit
Resolving insolvency
Enforcing contracts
Employing workers

Starting a business

Number of

2012 2013 2014

economies

Note: Data for the economies added to the sample each year are back-calculated to the previous year. The excep-
tion is Kosovo, which was added to the sample after it became a member of the World Bank Group.



and over time—with assumptions about
the legal form of the business, its size,
its location and the nature of its opera-
tions. Questionnaires are administered
to more than 10,200 local experts, in-
cluding lawyers, business consultants,
accountants, freight forwarders, govern-
ment officials and other professionals
routinely administering or advising on
legal and regulatory requirements (table
21.2). These experts have several rounds
of interaction with the Doing Business
team, involving conference calls, written
correspondence and visits by the team.
For Doing Business 2014 team members
visited 33 economies to verify data and
recruit respondents. The data from ques-
tionnaires are subjected to numerous
rounds of verification, leading to revi-
sions or expansions of the information
collected.

The Doing Business methodology offers
several advantages. It is transparent, us-
ing factual information about what laws
and regulations say and allowing multi-
ple interactions with local respondents
to clarify potential misinterpretations of
questions. Having representative sam-
ples of respondents is not an issue; Doing
Business is not a statistical survey, and the
texts of the relevant laws and regulations
are collected and answers checked for
accuracy. The methodology is inexpen-
sive and easily replicable, so data can be
collected in a large sample of economies.
Because standard assumptions are used

DATA NOTES

ECONOMY CHARACTERISTICS

Gross national income per capita

Doing Business 2014 reports 2012 income per capita as published in the World
Bank's World Development Indicators 2013. Income is calculated using the Atlas
method (current U.S. dollars). For cost indicators expressed as a percentage of
income per capita, 2012 gross national income (GNI) in U.S. dollars is used as
the denominator. GNI data were not available from the World Bank for Afghan-
istan, The Bahamas, Bahrain, Barbados, Brunei Darussalam, Djibouti, the Islamic
Republic of Iran, Kuwait, Libya, Myanmar, New Zealand, Oman, San Marino, the
Syrian Arab Republic, West Bank and Gaza, and the Republic of Yemen. In these
cases GDP or GNP per capita data and growth rates from other sources, such
as the International Monetary Fund's World Economic Outlook database and the
Economist Intelligence Unit, were used.

Region and income group

Doing Business uses the World Bank regional and income group classifications,
available at http://data.worldbank.org/about/country-classifications. The World
Bank does not assign regional classifications to high-income economies. For the
purpose of the Doing Business report, high-income OECD economies are assigned
the “regional” classification OECD high income. Figures and tables presenting re-
gional averages include economies from all income groups (low, lower middle,
upper middle and high income).

Population
Doing Business 2014 reports midyear 2012 population statistics as published in
World Development Indicators 2013.

in the data collection, comparisons and
benchmarks are valid across economies.
Finally, the data not only highlight the
extent of specific regulatory obstacles to
business but also identify their source and
point to what might be reformed.

TABLE 21.2 How many experts does Doing Business consult?

Indicator set

Starting a business
Dealing with construction permits
Getting electricity
Registering property
Getting credit
Protecting investors
Paying taxes

Trading across borders
Enforcing contracts
Resolving insolvency
Employing workers

Total

LIMITS TO WHAT IS MEASURED

The Doing Business methodology has 5
limitations that should be considered
when interpreting the data. First, the

Economies with given number of respondents (%)

Respondents

1,831 5

956 25

811 25
1,189 17
1,453 7
1,110 24
1,186 8
1,040 20
1,248 18
1,047 23
1,155 19

13,026 17

28 67
37 38
50 24
35 47
33 60
37 40
39 52
49 31
39 43
37 40
40 42
39 44
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collected data refer to businesses in the
economy'’s largest business city (which in
some economies differs from the capital)
and may not be representative of regu-
lation in other parts of the economy. To
address this limitation, subnational Do-
ing Business indicators were created (box
21.1). Second, the data often focus on a
specific business form—generally a limit-
ed liability company (or its legal equiva-
lent) of a specified size—and may not be
representative of the regulation on other
businesses, for example, sole proprietor-
ships. Third, transactions described in a
standardized case scenario refer to a spe-
cific set of issues and may not represent
the full set of issues a business encoun-
ters. Fourth, the measures of time involve
an element of judgment by the expert
respondents. When sources indicate
different estimates, the time indicators
reported in Doing Business represent the
median values of several responses given
under the assumptions of the standard-
ized case.

Finally, the methodology assumes that a
business has full information on what is
required and does not waste time when
completing procedures. In practice, com-
pleting a procedure may take longer if
the business lacks information or is un-
able to follow up promptly. Alternatively,
the business may choose to disregard
some burdensome procedures. For both
reasons the time delays reported in Do-
ing Business 2014 would differ from the

recollection of entrepreneurs reported
in the World Bank Enterprise Surveys or
other perception surveys.

CHANGES IN WHAT IS
MEASURED

The methodology for 2 indicator sets—
trading across borders and paying taxes—
was updated this year. For trading across
borders, documents that are required
purely for purposes of preferential treat-
ment are no longer included in the list of
documents (for example, a certificate
of origin if the use is only to qualify for a
preferential tariff rate under trade agree-
ments). For paying taxes, the value of fuel
taxes is no longer included in the total tax
rate because of the difficulty of computing
these taxes in a consistent way across all
economies covered. The fuel tax amounts
are in most cases very small, and measur-
ing these amounts is often complicated
because they depend on fuel consump-
tion. Fuel taxes continue to be counted in
the number of payments.

In a change involving several indicator
sets, the rule establishing that each pro-
cedure must take at least 1 day was re-
moved for procedures that can be fully
completed online in just a few hours.
This change affects the time indicator
for starting a business, dealing with con-
struction permits and registering prop-
erty.? For procedures that can be fully

BOX 21.1 Subnational Doing Business indicators

This year Doing Business completed subnational studies in Colombia, Italy and the
city of Hargeisa (Somaliland) and is currently updating indicators in Egypt, Mex-
ico and Nigeria. Doing Business also published regional studies for the g7+ and
the East African Community. The g7+ group is a country-owned and country-led
global mechanism established in April 2010 to monitor, report and draw attention
to the unique challenges faced by fragile states. The member countries included
in the report are Afghanistan, Burundi, the Central African Republic, Chad, the Co-
moros, the Democratic Republic of Congo, Céte d'lvoire, Guinea, Guinea-Bissau,
Haiti, Liberia, Papua New Guinea, Sierra Leone, the Solomon Islands, South Sudan,

Timor-Leste and Togo.

The subnational studies point to differences in business regulation and its imple-
mentation—as well as in the pace of regulatory reform—across cities in the same
economy. For several economies subnational studies are now periodically updat-
ed to measure change over time or to expand geographic coverage to additional
cities. This year that is the case for all the subnational studies published.

completed online, the duration is now set
at half a day rather than a full day.

The threshold for the total tax rate intro-
duced in 20711 for the purpose of calcu-
lating the ranking on the ease of paying
taxes was updated. All economies with a
total tax rate below the threshold (which
is calculated and adjusted on a vyearly
basis) receive the same ranking on the
total tax rate indicator. The threshold is
not based on any economic theory of an
“optimal tax rate” that minimizes distor-
tions or maximizes efficiency in the tax
system of an economy overall. Instead,
it is mainly empirical in nature, set at
the lower end of the distribution of tax
rates levied on medium-size enterprises
in the manufacturing sector as observed
through the paying taxes indicators. This
reduces the bias in the indicators toward
economies that do not need to levy sig-
nificant taxes on companies like the Doing
Business standardized case study compa-
ny because they raise public revenue in
other ways—for example, through taxes
on foreign companies, through taxes on
sectors other than manufacturing or from
natural resources (all of which are outside
the scope of the methodology). This year
the threshold is 25,5%.

DATA CHALLENGES AND
REVISIONS

Most laws and regulations underlying
the Doing Business data are available on
the Doing Business website at http:/www
.doingbusiness.org. All the sample ques-
tionnaires and the details underlying
the indicators are also published on the
website. Questions on the methodology
and challenges to data can be submitted
through the website's “"Ask a Question”
function at http://www.doingbusiness.org.

Doing Business publishes 10,584 indi-
cators (56 indicators per country) each
year. To create these indicators, the team
measures more than about 58,000 data
points, each of which is made available
on the Doing Business website. Historical
data for each indicator and economy are
available on the website, beginning with
the first year the indicator or economy
was included in the report. To provide a
comparable time series for research, the
data set is back-calculated to adjust for



changes in methodology and any revi-
sions in data due to corrections. The web-
site also makes available all original data
sets used for background papers. The cor-
rection rate between Doing Business 2013
and Doing Business 2014 is 8.5%.3

Governments submit queries on the data
and provide new information to Doing
Business. During the Doing Business 2014
production cycle the team received 82
such queries from governments.

STARTING A BUSINESS

Doing Business records all procedures of-
ficially required, or commonly done in
practice, for an entrepreneur to start up
and formally operate an industrial or com-
mercial business, as well as the time and
cost to complete these procedures and
the paid-in minimum capital requirement
(figure 21.1). These procedures include ob-
taining all necessary licenses and permits
and completing any required notifications,
verifications or inscriptions for the com-
pany and employees with relevant author-
ities. The ranking on the ease of starting
a business is the simple average of the
percentile rankings on its component in-
dicators (figure 21.2).

After a study of laws, regulations and
publicly available information on business
entry, a detailed list of procedures is de-
veloped, along with the time and cost to
comply with each procedure under nor-
mal circumstances and the paid-in mini-
mum capital requirement. Subsequently,
local incorporation lawyers, notaries and

government officials complete and verify
the data.

Information is also collected on the se-
quence in which procedures are to be
completed and whether procedures may
be carried out simultaneously. It is as-
sumed that any required information is
readily available and that the entrepre-
neur will pay no bribes. If answers by local
experts differ, inquiries continue until the
data are reconciled.

To make the data comparable across
economies, several assumptions about
the business and the procedures are used.

Assumptions about the business
The business:

® |s a limited liability company (or its
legal equivalent). If there is more than
one type of limited liability company
in the economy, the limited liability
form most popular among domestic
firms is chosen. Information on the
most popular form is obtained from
incorporation lawyers or the statisti-
cal office.

® QOperates in the economy's largest
business city (see table 21A1 at the
end of the data notes).

® |5 100% domestically owned and has
5 owners, none of whomis a legal en-
tity.

* Has start-up capital of 10 times in-
come per capita, paid in cash.

= Performs general industrial or com-
mercial activities, such as the produc-
tion or sale to the public of products

FIGURE 21.1 What are the time, cost, paid-in minimum capital and number of procedures to
get a local limited liability company up and running?

Cost
(% of income per capita)
N Formal
operation
Paid-in — $ Number of :
minimum __ procedures 1
capital __ i
1
| 1
1
u 1
| 1
— 1
Entrepreneur !
1 » Time
Preregistration Registration, Postregistration (days)

incorporation

DATA NOTES

or services. The business does not
perform foreign trade activities and
does not handle products subject to a
special tax regime, for example, liquor
or tobacco. It is not using heavily pol-
luting production processes.

® |eases the commercial plant or offices
and is not a proprietor of real estate.

* Does not qualify for investment in-
centives or any special benefits.

® Has at least 10 and up to 50 employ-
ees 1 month after the commencement
of operations, all of them domestic
nationals.

® Has a turnover of at least 100 times
income per capita.

* Has a company deed 10 pages long.

Procedures

A procedure is defined as any interaction of
the company founders with external par-
ties (for example, government agencies,
lawyers, auditors or notaries). Interactions
between company founders or company
officers and employees are not counted as
procedures. Procedures that must be com-
pleted in the same building but in different
offices or at different counters are count-
ed separately. If founders have to visit the
same office several times for different se-
quential procedures, each is counted sep-
arately. The founders are assumed to com-
plete all procedures themselves, without
middlemen, facilitators, accountants or
lawyers, unless the use of such a third par-
ty is mandated by law or solicited by the
majority of entrepreneurs. If the services

FIGURE 21.2 Starting a business: getting a
local limited liability company
up and running
Rankings are based on
4 indicators

As % of income

per capita, no
bribes included

d

Preregistration,
registration and
postregistration
(in calendar days)

25%
Cos