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series of annual reports investigating

the regulations 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 185 economies—from Afghanistan
to Zimbabwe—and over time.

Regulations affecting 11 areas of the life

of a business are covered: starting a busi-
ness, dealing with construction permits,
getting electricity, registering property,
getting credit, protecting investors, paying
taxes, trading across borders, enforcing
contracts, resolving insolvency and em-
ploying workers. The employing workers
data are not included in this year's ranking
on the ease of doing business.

Data in Doing Business 2013 are current as
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analyze economic outcomes and identify
what reforms of business regulation have
worked, where and why.
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Preface

This is the 10th edition of the Doing Business report. First published in 2003 with 5
indicator sets measuring business regulation in 133 economies, the report has grown
into an annual publication covering 11 indicator sets and 185 economies. In these 10
years Doing Business has recorded nearly 2,000 business regulation reforms in the ar-
eas covered by the indicators. And researchers have produced well over 1,000 articles
in peer-reviewed journals using the data published by Doing Business—work that helps
explore many of the key development questions of our time.

Doing Business 2013 holds new information to inspire policy makers and research-
ers. One finding is that Poland improved the most in the Doing Business measures in
2011/12, while Singapore maintains its top spot in the overall ranking. Another finding
is that European economies in fiscal distress are making efforts to improve the business
climate, and this is beginning to be reflected in the indicators tracked by Doing Business,
with Greece being among the 10 economies that improved the most in the Doing
Business measures in the past year. Part of the solution to high debt is the recovery of
economic growth, and there is broad recognition that creating a friendlier environment
for entrepreneurs is central to this goal. But perhaps the most exciting finding is that of
a steady march from 2003 to 2012 toward better business regulation across the wide
range of economies included. With a handful of exceptions, every economy covered by
Doing Business has narrowed the gap in business regulatory practice with the top global
performance in the areas measured by the indicators. This is a welcome race to the top.

Collecting the more than 57,000 unique Doing Business data points each year and
placing them in a broader context of economic policy and development is a major
undertaking. We thank the team and the Doing Business contributors for their efforts.
Data collection and analysis for Doing Business 2013 were conducted through the Global
Indicators and Analysis Department under the general direction of Augusto Lopez-
Claros. The project was managed by Sylvia Solf and Rita Ramalho, with the support
of Carolin Geginat and Adrian Gonzalez. Other team members included Beatriz Mejia
Asserias, Andres Baquero Franco, Karim O. Belayachi, Iryna Bilotserkivska, Mariana
Carvalho, Hayane Chang Dahmen, Rong Chen, Maya Choueiri, Dariga Chukmaitova,
Santiago Croci Downes, Fernando Dancausa Diaz, Marie Lily Delion, Raian Divanbeigi,
Alejandro Espinosa-Wang, Margherita Fabbri, Caroline Frontigny, Betina Hennig,
Sarah Holmberg, Hussam Hussein, Joyce Ibrahim, Ludmila Jantuan, Nan Jiang, Hervé
Kaddoura, Pawet Kopko, Jean Michel Lobet, Jean-Philippe Lodugnon-Harding, Frédéric
Meunier, Robert Murillo, Joanna Nasr, Marie-Jeanne Ndiaye, Nuria de Oca, Mikiko Imai
Ollison, Nina Paustian, Galina Rudenko, Valentina Saltane, Lucas Seabra, Paula Garcia
Serna, Anastasia Shegay, Jayashree Srinivasan, Susanne Szymanski, Moussa Traoré,
Tea Trumbic, Marina Turlakova, Julien Vilguin, Yasmin Zand and Yucheng Zheng.

More than 9,600 lawyers and other professionals generously donated their time to
provide the legal assessments that underpin the data. We thank in particular the global
contributors: Advocates for International Development; Allen & Overy LLP; American
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Bar Association, Section of International Law; Baker & McKenzie; Cleary Gottlieb
Steen & Hamilton LLP; Ernst & Young; lus Laboris, Alliance of Labor, Employment,
Benefits and Pensions Law Firms; KPMG; the Law Society of England and Wales; Lex
Mundi, Association of Independent Law Firms; Panalpina; PwC; Raposo Bernardo &
Associados; Russell Bedford International; SDV International Logistics; and Security
Cargo Network. The efforts of all these contributors help maintain the distinctive voice
of Doing Business and its annual contribution to business regulation reform.

Ten years marks a good time to take stock of where the world has moved in business
regulatory practices and what challenges remain. We welcome you to give feedback on
the Doing Business website (http://www.doingbusiness.org) and join the conversation
as we shape the project in the years to come.

Sincerely,

Janamitra Devan

Vice President and Head of Network
Financial & Private Sector Development
World Bank Group



Executive summary

This 10th edition of the Doing Business
report marks a good time to take stock—
to look at how far the world has come in
business regulatory practices and what
challenges remain. In the first report one
of the main findings was that low-income
economies had very cumbersome regula-
tory systems. Ten years later it is appar-
ent that business regulatory practices in
these economies have been gradually but
noticeably converging toward the more
efficient practices common in higher-
income economies (box 1.1). How much
has the gap narrowed? Did some regions
close the regulatory gap more rapidly
than others? This year's report tells that
story. It points to important trends in
regulatory reform and identifies the re-
gions and economies making the biggest
improvements for local entrepreneurs.

And it highlights both the areas of busi-
ness regulation that have received the
most attention and those where more
progress remains to be made.

The report also reviews research on
which regulatory reforms have worked
and how. After 10 years of data tracking
reforms and regulatory practices around
the world, more evidence is available to
address these questions. The report sum-
marizes just some of the main findings.
Among the highlights: Smarter business
regulation supports economic growth.
Simpler business registration promotes
greater entrepreneurship and firm pro-
ductivity, while lower-cost registration
improves formal employment opportuni-
ties. An effective regulatory environment
boosts trade performance. And sound

BOX 1.1 MAIN FINDINGS SINCE 2003 AND THE FIRST DOING BUSINESS REPORT

* Over these 10 years 180 economies implemented close to 2,000 business regula-
tory reforms as measured by Doing Business.

* Eastern Europe and Central Asia improved the most, overtaking East Asia and the
Pacific as the world's second most business-friendly region according to Doing
Business indicators. OECD high-income economies continue to have the most
business-friendly environment.

Business regulatory practices have been slowly converging as economies with
initially poor performance narrow the gap with better performers. Among the 50
economies with the biggest improvements since 2005, the largest share—a third—
are in Sub-Saharan Africa.

Among the categories of business regulatory practices measured by Doing Business,
there has been more convergence in those that relate to the complexity and cost
of regulatory processes (business start-up, property registration, construction per-
mitting, electricity connections, tax payment and trade procedures) than in those
that relate to the strength of legal institutions (contract enforcement, insolvency
regimes, credit information, legal rights of borrowers and lenders and the protection
of minority shareholders).

* Two-thirds of the nearly 2,000 reforms recorded by Doing Business were focused on

reducing the complexity and cost of regulatory processes.

= A growing body of research has traced out the effects of simpler business regulation
on a range of economic outcomes, such as faster job growth and an accelerated
pace of new business creation.

5200720123
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MAIN FINDINGS IN 2011/12

= Worldwide, 108 economies
implemented 201 regulatory reforms
in 2011/12 making it easier to do
business as measured by Doing
Business.

Poland improved the most in the
ease of doing business, through

4 reforms—making it easier to
register property, pay taxes, enforce
contracts and resolve insolvency as
measured by Doing Business.

Eastern Europe and Central Asia
once again had the largest share of
economies implementing regulatory
reforms—88% of its economies
reformed in at least one of the areas
measured by Doing Business.

European economies in fiscal
distress are working to improve

the business climate, and this is
beginning to be reflected in the
indicators tracked by Doing Business.
Greece is one of the 10 most
improved globally in 2011/12.

Reform efforts globally have focused
on making it easier to start a new
business, increasing the efficiency

of tax administration and facilitating
trade across international borders. Of
the 201 regulatory reforms recorded
in the past year, 44% focused on
these 3 policy areas alone.
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financial market infrastructure—courts,
creditor and insolvency laws, and credit
and collateral registries—improves ac-
cess to credit (see the chapter "About
Doing Business").

WHAT ARE SMART RULES FOR
BUSINESSES?

Just as good rules are needed to allow
traffic to flow in a city, they are also es-
sential to allow business transactions
regulations
enable the private sector to thrive and
businesses to expand their transactions
network. But regulations put in place to

to flow. Good business

safeguard economic activity and facilitate
business operations, if poorly designed,
can become obstacles to doing business.
They can be like traffic lights put up to
prevent gridlock—ineffective if a red light
lasts for an hour. Most people would run
the red light, just as most businesses
facing burdensome regulations will try to
circumvent them to stay afloat.

Striking the right balance in business
regulation can be a challenge. It becomes
an even greater challenge in a changing
world, where regulations must continu-
ally adapt to new realities. Just as traffic
systems have to adjust when a new road
is being constructed, regulations need to
adapt to new demands from the market
and to changes in technology (such
as the growing use of information and
communication technology in business
processes).

This challenge is one focus of this report.
Through indicators benchmarking 185
economies, Doing Business measures
and tracks changes in the regulations
applying to domestic small and medium-
size companies in 11 areas in their life
cycle. This year's aggregate ranking on
the ease of doing business is based on
indicator sets that measure and bench-
mark regulations affecting 10 of those
areas: starting a business, dealing with
construction permits, getting electric-
ity, registering property, getting credit,
protecting investors, paying taxes, trading
across borders, enforcing contracts and

resolving insolvency. Doing Business also
documents regulations on employing
workers, which are not included in this
year's aggregate ranking or in the count

of reforms.

The economies that rank highest on the
ease of doing business are not those
where there is no regulation—but those
where governments have managed to
create rules that facilitate interactions
in the marketplace without needlessly
hindering the development of the private
sector. In essence, Doing Business is
about SMART business regulations—
Streamlined, Meaningful, Adaptable,
Relevant, Transparent—not necessarily
fewer regulations (see figure 2.1 in the
chapter "About Doing Business").

Doing Business encompasses 2 types of in-
dicators: indicators relating to the strength
of legal institutions relevant to business
regulation and indicators relating to the
complexity and cost of requlatory processes.
Those in the first group focus on the legal
and regulatory framework for getting
credit, protecting enforcing
contracts and resolving insolvency. Those

investors,

in the second focus on the cost and ef-
ficiency of regulatory processes for start-
ing 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 busi-
ness, these indicators measure the proce-
dures, time and cost required to complete
a transaction in accordance with relevant
regulations. (For a detailed explanation of
the Doing Business methodology, see the
data notes and the chapter “About Doing
Business.")

Economies that rank high on the ease of
doing business tend to combine efficient
regulatory processes with strong legal in-
stitutions that protect property and inves-
tor rights (figure 1.1). OECD high-income
economies have, by a large margin, the
most business-friendly regulatory envi-
ronment on both dimensions. Regions
such as East Asia and the Pacific and
the Middle East and North Africa have

relatively efficient regulatory processes
but still lag in the strength of legal insti-
tutions relevant to business regulation.
Good practices around the world provide
insights into how governments have
improved the regulatory environment in
the past in the areas measured by Doing
Business (see table 1.4 at the end of the
executive summary).

WHO NARROWED THE
REGULATORY GAP IN 2011/12?

As reflected in the ranking on the ease of
doing business, the 10 economies with
the most business-friendly regulation are
Singapore; Hong Kong SAR, China; New
Zealand; the United States; Denmark;
Norway; the United Kingdom; the
Republic of Korea; Georgia; and Australia
(table 1.1). Singapore tops the global rank-
ing for the seventh consecutive year.

A number 1 ranking on the ease of doing
business does not mean that an economy
ranks number 1 across all 10 regulatory
areas included in this aggregate measure.
Indeed, Singapore's rankings range
from 1in trading across borders to 36 in
registering property. Its top 3 rankings
(on trading across borders, dealing with
permits and protecting
investors) average 2, while its lowest 3
(on registering property, getting credit
and enforcing contracts) average 20.
Similarly, Guatemala’s top 3 (on getting
credit, registering property and getting
electricity) average 22, and its bottom

construction

3 (on paying taxes, protecting investors
and starting a business) average 151. So
while the ease of doing business ranking
is a useful aggregate measure, analysis
based on this measure should also take
into account the dispersion of regulatory
efficiency across the areas measured by
Doing Business (figure 1.2).

In the past year 58% of economies cov-
ered by Doing Business implemented at
least 1 institutional or regulatory reform
making it easier to do business in the ar-
eas measured, and 23 undertook reforms
in 3 or more areas. Of these 23 econo-
mies, 10 stand out as having jumped



TABLE 1.1 Rankings on the ease of doing business

EXECUTIVE SUMMARY

DB2013 DB2013 DB2013
Rank  Economy reforms Rank  Economy reforms Rank  Economy reforms
1 Singapore 0 63 Antigua and Barbuda 0 125 Honduras 0
2 Hong Kong SAR, China 0 64 Ghana 0 126 Bosnia and Herzegovina 2
3 New Zealand 1 65 Czech Republic 3 127 Ethiopia 1
4 United States 0 66 Bulgaria 1 128 Indonesia 1
5 Denmark 1 67 Azerbaijan 0 129 Bangladesh 1
6 Norway 2 68 Dominica 1 130 Brazil 1
7 United Kingdom 1 69 Trinidad and Tobago 2 131 Nigeria 0
8 Korea, Rep. 4 70 Kyrgyz Republic 0 132 India 1
9 Georgia 6 Al Turkey 2 133 Cambodia 1
10 Australia 1 72 Romania 2 134 Tanzania 1
1 Finland 0 73 Italy 2 135 West Bank and Gaza 1
12 Malaysia 2 74 Seychelles 0 136 Lesotho 2
13 Sweden 0 75 St. Vincent and the Grenadines 0 137 Ukraine 3
14 Iceland 0 76 Mongolia 3 138 Philippines 0
15 Ireland 2 77 Bahamas, The 0 139 Ecuador 0
16 Taiwan, China 2 78 Greece 3 140 Sierra Leone 2
17 Canada 1 79 Brunei Darussalam 2 141 Tajikistan 1
18 Thailand 2 80 Vanuatu 0 142 Madagascar 1
19 Mauritius 2 81 Sri Lanka 4 143 Sudan 0
20 Germany 2 82 Kuwait 0 144 Syrian Arab Republic 1
21 Estonia 0 83 Moldova 2 145 Iran, Islamic Rep. 1
22 Saudi Arabia 2 84 Croatia 1 146 Mozambique 0
23 Macedonia, FYR 1 85 Albania 2 147 Gambia, The 0
24 Japan 1 86 Serbia 3 148 Bhutan 0
25 Latvia 0 87 Namibia 1 149 Liberia 3
26 United Arab Emirates 3 88 Barbados 0 150 Micronesia, Fed. Sts. 0
27 Lithuania 2 89 Uruguay 2 151 Mali 1
28 Switzerland 0 90 Jamaica 2 152 Algeria 1
29 Austria 0 91 China 2 153 Burkina Faso 0
30 Portugal 3 92 Solomon Islands 0 154 Uzbekistan 4
31 Netherlands 4 93 Guatemala 1 155 Bolivia 0
32 Armenia 2 94 Zambia 1 156 Togo 1
33 Belgium 0 95 Maldives 0 157 Malawi 1
34 France 0 96 St. Kitts and Nevis 0 158 Comoros 2
35 Slovenia 3 97 Morocco 1 159 Burundi 4
36 Cyprus 1 98 Kosovo 2 160 Sao Tomé and Principe 0
37 Chile 0 99 Vietnam 1 161 Cameroon 1
38 Israel 1 100 Grenada 1 162 Equatorial Guinea 0
39 South Africa 1 101 Marshall Islands 0 163 Lao PDR 3
40 Qatar 1 102 Malta 0 164 Suriname 0
4 Puerto Rico (U.S.) 1 103 Paraguay 0 165 Iraq 0
42 Bahrain 0 104 Papua New Guinea 0 166 Senegal 0
43 Peru 2 105 Belize 1 167 Mauritania 0
44 Spain 2 106 Jordan 0 168 Afghanistan 0
45 Colombia 1 107 Pakistan 0 169 Timor-Leste 0
46 Slovak Republic 4 108 Nepal 0 170 Gabon 0
47 Oman 1 109 Egypt, Arab Rep. 0 17 Djibouti 0
48 Mexico 2 110 Costa Rica 4 172 Angola 1
49 Kazakhstan 3 m Palau 0 173 Zimbabwe 0
50 Tunisia 0 112 Russian Federation 2 174 Haiti 0
51 Montenegro 2 113 El Salvador 1 175 Benin 4
52 Rwanda 2 114 Guyana 0 176 Niger 1
53 St. Lucia 0 115 Lebanon 0 177 Cote d'lvoire 0
54 Hungary 3 116 Dominican Republic 0 178 Guinea 3
55 Poland 4 117 Kiribati 0 179 Guinea-Bissau 0
56 Luxembourg 0 118 Yemen, Rep. 0 180 Venezuela, RB 0
57 Samoa 0 119 Nicaragua 0 181 Congo, Dem. Rep. 1
58 Belarus 2 120 Uganda 1 182 Eritrea 0
59 Botswana 1 121 Kenya 1 183 Congo, Rep. 2
60 Fiji 1 122 Cape Verde 0 184 Chad 1
61 Panama 3 123 Swaziland 1 185 Central African Republic 0
62 Tonga 0 124 Argentina 0

Note: The rankings for all economies are benchmarked to June 2012 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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FIGURE 1.1 OECD high-income economies combine efficient regulatory processes with strong

legal institutions

Average ranking on sets of Doing Business indicators

Stronger legal institutions but
more complex and expensive
regulatory processes

Stronger

Eastern Europe
& Central Asia

Average ranking on ease
of doing business

Size of bubble reflects
number of economies ——

Latin America

Sub-Saharan

Strength of legal institutions

Africa
140

Weaker legal institutions and
more complex and expensive

Weaker  regulatory processes
Complex and Complexity and cost
expensive of regulatory processes

Note: Strength of legal institutions refers to the average ranking on getting credit, protecting investors, enforcing contracts and
resolving insolvency. Complexity and cost of requlatory processes refers to the average ranking on starting a business, dealing

Stronger legat-institutions and

simpler and less expensive
regulatory processes

29

OECD
high income

East Asia

& North Africa

Weaker legal institutions but
simpler and less expensive
requlatory processes

Simple and
inexpensive

with construction permits, getting electricity, registering property, paying taxes and trading across borders.

Source: Doing Business database.

ahead the most in the relative ranking
(table 1.2). Others in this group advanced
less in the global ranking because they
already ranked high. Two are Korea and
the Netherlands. Already among the
top 35 in last year's global ranking, both
implemented regulatory reforms making
it easier to do business in 4 areas mea-
sured by Doing Business.

Four of the 10 economies improving the
most in the ease of doing business are
in Eastern Europe and Central Asia—the
region that also had the largest number
of regulatory reforms per economy in the
past year. Four of the 10 are lower-middle-
income economies; of the rest, 1is low
income, 3 are upper middle income and
2 are high income. And for the first time
in 7 years, a South Asian economy—Sri
Lanka—ranks among those improving the
most in the ease of doing business.

Eight of the 10 economies made it
easier to start a business. Kazakhstan,
Mongolia and Ukraine reduced or elimi-
nated the minimum capital requirement

TABLE 1.2 The 10 economies improving the most across 3 or more areas measured by Doing Business in 2011/12

Reforms making it easier to do business

Ease of Dealing
doing with Trading
business  Startinga  construction  Getting Registering Getting Protecting Paying across Enforcing  Resolving
Economy rank business permits electricity property credit investors taxes borders contracts  insolvency
1 | Poland 55 v v v v
2 | Srilanka 81 v v v v
2 | Ukraine 137 v v v
4 | Uzbekistan 154 v v v
5 | Burundi 159 v v
6 | Costa Rica 110 v v
6 | Mongolia 76 v
8 | Greece 78 v
9 | Serbia 86 v v
10 | Kazakhstan 49 v v

Note: Economies are ranked on the number of their reforms and on how much they improved in the ease of doing business ranking. 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 to do business. Second, Doing Business ranks these economies on the increase in their ranking on the ease of doing business from the
previous year. The increase in economy rankings is not calculated using the published ranking of last year but by using a comparable ranking for DB2012 that captures the effects of other
factors, such as the inclusion this year of 2 new economies in the sample, Barbados and Malta. The choice of the most improved economies is determined by the largest improvement in

rankings, among those economies with at least 3 reforms.
Source: Doing Business database.
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FIGURE 1.2 An economy'’s regulatory environment may be more business-friendly in some areas than in others
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Source: Doing Business database.

for company incorporation. Sri Lanka
computerized and expedited the process
for registering employees. Burundi elimi-
nated 3 requirements: to have company
documents notarized, to publish informa-
tion on new companies in a journal and to
register new companies with the Ministry
of Trade and Industry.

Five of the 10 made it easier to resolve in-
solvency, and 2 of these also strengthened
their systems for enforcing contracts.
Serbia strengthened its insolvency pro-
cess by introducing private bailiffs, pro-
hibiting appeals of the court’s decision on
the proposal for enforcement, expediting
service of process and adopting a public
electronic registry for injunctions. The
new private bailiff system also increased
efficiency in enforcing contracts. Poland
introduced a new civil procedure code
that, along with an increase in the num-
ber of judges, reduced the time required
to enforce a commercial contract. Poland
also made it easier to resolve insolvency,

by updating the documentation require-
ments for bankruptcy filings.

Four economies made it easier to register
property. Poland increased efficiency in
processing property registration applica-
tions through a series of initiatives in
recent years. These included creating 2
new registration districts in Warsaw and,
in the past year, introducing a new case-
load management system for the land
and mortgage registries and continuing
to digitize their records.

Five economies improved in the area of
getting credit. Costa Rica, Mongolia and
Uzbekistan guaranteed borrowers' right
to inspect their personal credit data. Sri
Lanka established a searchable electronic
collateral registry and issued regulations
for its operation. Kazakhstan strength-
ened the rights of secured creditors in
insolvency proceedings.

Greece, driven in part by its economic
implemented
forms in 3 areas measured by Doing

crisis, regulatory  re-

Business—improving its regulatory en-
vironment at a greater pace in the past
year thanin any of the previous 6. It made
construction permitting faster by trans-
ferring the planning approval process
from the municipality to certified private
professionals, strengthened investor pro-
tections by requiring greater disclosure
and introduced a new prebankruptcy re-
habilitation procedure aimed at enhanc-
ing the rescue of distressed companies.

Costa Rica, the only economy in Latin
America and the Caribbean in the group
of 10, implemented regulatory changes
in 4 areas measured by Doing Business.
It introduced a risk-based approach for
granting sanitary approvals for business
start-ups and established online approval
systems for the construction permitting
process. Costa Rica also guaranteed
borrowers’ right to inspect their personal
data and made paying taxes easier for
local companies by implementing elec-
tronic payments for municipal taxes.

5



DOING BUSINESS 2013

While these 10 economies improved
the most in the ease of doing business,
they were far from alone in introducing
improvements in the areas measured
by Doing Business in 2011/12. A total
of 108 economies did so, through 201
institutional and regulatory reforms.
And in the years since the first report
was published in 2003, 180 of the 185
economies covered by Doing Business
made improvements in at least one of
these areas—through nearly 2,000 such

reforms in total.

In 2011/12 starting a business was again
the area with the most regulatory reforms.
In the past 8 years the start-up process
received more attention from policy mak-
ers than any other area of business regu-
lation tracked by Doing Business—through
368 reforms in 149 economies. These
worldwide efforts reduced the average
time to start a business from 50 days
to 30 and the average cost from 89% of
income per capita to 31%.

Inthe past year Eastern Europe and Central
Asia once again had the largest share of

economies registering improvements,
with 88% of economies implementing at
least 1 institutional or regulatory reform
making it easier to do business and 67%
implementing at least 2 (figure 1.3).
This region has been consistently active
through all the years covered by Doing
Business, implementing 397 institutional
and regulatory reforms since 2005. At
least some of this regulatory reform push
reflects efforts by economies joining the
European Union in 2004 to continue to
narrow the gap in regulatory efficiency
with established EU members—as well
as similar efforts among economies now
engaged in EU accession negotiations.

WHO HAS NARROWED THE
GAP OVER THE LONG RUN?

To complement the ease of doing busi-
ness ranking, a relative measure, last
year's Doing Business report introduced
the distance to frontier, an absolute mea-
sure of business regulatory efficiency.
This measure aids in assessing how much
the regulatory environment for local en-
trepreneurs improves in absolute terms

over time by showing the distance of each
economy to the “frontier,” which repre-
sents the best performance observed
on each of the Doing Business indicators
across all economies and years included
since 2005. The measure is normalized
to range between O and 100, with 100
representing the frontier. A higher score
therefore indicates a more efficient busi-
ness regulatory system (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 frontier
measure shows that the burden of regula-
tion has declined since 2005 in the areas
measured by Doing Business. On average
the 174 economies covered by Doing
Business since that year are today closer
to the frontier in regulatory practice (fig-
ure 1.4). In 2005 these economies were
46 percentage points from the frontier
on average, with the closest economy 10
percentage points away and the furthest
one 74 percentage points away. Now
these 174 economies are 40 percentage
points from the frontier on average, with

FIGURE 1.4 Almost all economies are closer to the frontier in regulatory practice today than they were in 2005
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FIGURE 1.3 Eastern Europe and Central Asia had the largest share of economies reforming

business regulation in 2011/12
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the closest economy 8 percentage points
away and the furthest economy 69 per-
centage points away.

OECD high-income economies are clos-
est to the frontier on average. But other
regions are narrowing the gap. Eastern

Europe and Central Asia has done so the
most, thanks to about 17 institutional
and regulatory reforms per economy
since 2005 (figure 1.5). Economies in
the Middle East and North Africa and
Sub-Saharan Africa have implemented
more than 9 institutional and regulatory

EXECUTIVE SUMMARY

reforms on average—and those in East
Asia and the Pacific, Latin America and
the Caribbean and South Asia about 8.
With its faster pace of improvement,
Eastern Europe and Central Asia overtook
East Asia and the Pacific as the second
most business-friendly region according
to Doing Business indicators.

But the variation within regions is large.
In Latin America and the Caribbean, for
example, Colombia implemented 25
institutional and regulatory reforms in the
past 8 years, while Suriname had none. In
East Asia and the Pacific, Vietnam imple-
mented 18 reforms, and Kiribati none.
In a few economies (such as Republica
Bolivariana de Venezuela and Zimbabwe)
the business environment deteriorated
as measures added to the complexity
and cost of regulatory processes or
undermined property rights and investor
protections. Within the European Union,
4 Southern European economies have
recently accelerated regulatory reform

efforts (box 1.2).

SERBIA
MOROCCO
ARGENTINA

SOLOMON ISLANDS
JORDAN

ZAMBIA
URUGUAY
ALBANIA
‘CAPE VERDE
BANGLADESH
CROATIA

GUATEMALA
GEORGIA

PARAGUAY
DOMINICAN REPUBLIC
ECUADOR
NICARAGUA
KAZAKHSTAN
PHILIPPINES

COSTA RICA

IRAN, ISLAMIC REP.
AZERBAIAN
TANZANIA

WEST BANK AND GAZA

HONDURAS
BOSNIA AND HERZEGOVINA

MARSHALL ISLANDS
RUSSIAN FEDERATION

ETHIOPIA
UGANDA

>

IRAQ

SYRIAN ARAB REPUBLIC
INDIA

CHINA
VENEZUELA, RB

GABON
LESOTHO
INDONESIA
ALGERIA
GAMBIA, THE
SUDAN
BRAZIL
BOLIVIA
KYRGYZ REPUBLIC
'YEMEN, REP.
BHUTAN
MALAWI
NIGERIA
BELARUS
MOZAMBIQUE
MADAGASCAR
ZIMBABWE
UKRAINE
COMOROS
EGYPT, ARAB REP.
SURINAME
UZBEKISTAN

MICRONESIA, FED. STS.
CAMBODIA

CAMEROON
SIERRA LEONE

>

MALI
ANGOLA
BURUNDI

HAITI
GUINEA-BISSAU

BENIN

LAO PDR
T0GO

COTE D'IVOIRE
GUINEA

SENEGAL
MAURITANIA

DJIBOUTI
SAO TOME AND PRINCIPE

RWANDA

EQUATORIAL GUINEA

BURKINA FASO
CONGO, DEM. REP.




8

DOING BUSINESS 2013

FIGURE 1.5 Doing business is easier today than in 2005, particularly in Eastern Europe and Central

Asia and Sub-Saharan Africa
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FIGURE 1.6 Globally, reform efforts have focused more on reducing the complexity and cost

of regulatory processes than on strengthening legal institutions
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Improvements happened across all regu-
latory areas measured by Doing Business
between 2005 and 2012. But govern-
ments were more likely to focus their
reform efforts on reducing the complex-
ity and cost of regulatory processes—the
focus of 1,227 reforms recorded by Doing
Business since 2005—than on strength-
ening legal institutions—the focus of
close to 600 (figure 1.6).

Improving business regulation is a chal-
lenging task, and doing it consistently
over time even more so. Yet some econo-
mies have achieved considerable success
since 2005 in doing just that (table 1.3). A
few of these economies stand out within
their region: Georgia, Rwanda, Colombia,
China and Poland.

Georgia is the top improver since 2005
both in Eastern Europe and Central Asia
and globally. With 35 institutional and
regulatory reforms since 2005, Georgia
has improved in all areas measured by
Doing Business. In the past year alone it
improved in 6 areas. As just one example,
Georgia made trading across borders
easier by introducing customs clearance
zones in such cities as Tbilisi and Poti.
These one-stop shops for trade clearance
processes are open all day every day,
allowing traders to submit customs docu-
ments and complete other formalities in
a single place. Georgia also strengthened
its secured transactions system. A new
amendment to its civil code allows a se-
curity interest to extend to the products,
proceeds and replacements of an asset
used as collateral.

Georgia has also distinguished itself by
following a relatively balanced regulatory
reform path. Many economies aiming to
improve their regulatory environment
start by reducing the complexity and cost
of regulatory processes (in such areas as
starting a business). Later they may move
on to reforms strengthening legal institu-
regulation
(in such areas as getting credit). These
tend to be a bigger challenge, sometimes
requiring amendments to key pieces of
legislation rather than simply changes in

tions relevant to business



BOX 1.2 FISCAL IMBALANCES AND REGULATORY REFORM IN SOUTHERN EUROPE

The 2008-09 global financial crisis contributed to rapid increases in public debt lev-
els among high-income economies. The recession depressed tax revenues and forced
governments to increase spending to ease the effects of the crisis. Governments used
public sector stimulus to cushion the impact of the sharp contraction in output, and
many were also forced to intervene to strengthen the balance sheets of commercial
banks and prop up industries struck particularly hard by the crisis. The fiscal deteriora-
tion in the context of weak global demand contributed to greater risk aversion among
investors, complicating fiscal management in many economies, particularly those with
already high debt levels or rapidly growing deficits.

Greece, ltaly, Portugal and Spain were among those most affected by the crisis and
associated market pressures. Aware that the resumption of economic growth would be
key to returning to a sustainable fiscal position, authorities in these economies moved
to implement broad-ranging reforms.

Business regulation reforms were an integral part of these plans, as reflected in the
Doing Business data. While Greece is among the 10 economies with the biggest im-
provements in the ease of doing business in the past year, the other 3 economies also
made important strides. Italy made it easier to get an electricity connection and to
register property. Portugal simplified the process for construction permitting, for im-
porting and exporting and for resolving insolvency. Spain made trading across borders
simpler and amended its bankruptcy law. All 4 economies reformed or are also in the
process of reforming their labor laws with the aim of making their labor market more
flexible.

Doing Business reforms are not new to these economies. Since 2004, Portugal has
implemented 25, Spain and Greece 17, and Italy 14 institutional or regulatory reforms.
The impact of these reforms has helped these 4 economies narrow the business regu-
latory gap with the best performers in the European Union (see figure).

EXECUTIVE SUMMARY

TABLE 1.3 The 50 economies narrowing

the distance to frontier the most

In Southern Europe, an acceleration in the pace of regulatory reform

Distance to frontier (percentage points)
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Note: The distance to frontier measure shows how far on average an economy is from the best performance
achieved by any economy on each Doing Business indicator since 2005. The measure is normalized to range
between 0 and 100, with 100 representing the best performance (the frontier). The top 10 in EU-27 are the 10
economies closest to the frontier among current members of the European Union.

Source: Doing Business database.

administrative procedures. Georgia has
followed this pattern, focusing initially on
reducing the complexity and cost of regu-
latory processes and later on strengthen-
ing legal institutions. But among a group
of 5 top regional improvers, Georgia has
improved the most along both dimen-
sions (figure 1.7).

Rwanda, the number 2 improver globally
and top improver in Sub-Saharan Africa
since 2005, has reduced the gap with
the frontier by almost half. To highlight
key lessons emerging from Rwanda's sus-
tained efforts, this year's report features
a case study of its reform process. But
Rwanda is far from alone in the region:
of the 50 economies advancing the most

since 2005
Improvement
(percentage
Rank Economy Region points)
1 | Georgia ECA 31.6
2 | Rwanda SSA 26.5
3 | Belarus ECA 23.5
4 | Burkina Faso SSA 18.5
5 | Macedonia, FYR ECA 17.4
6 | Egypt, Arab Rep. MENA 16.3
7 | Mali SSA 15.8
8 | Colombia LAC 153
9 | Tajikistan ECA 15.2
10 | Kyrgyz Republic ECA 14.8
11 | Sierra Leone SSA 14.7
12 | China EAP 14.3
13 | Azerbaijan ECA 12.9
14 | Croatia ECA 12.8
15 | Ghana SSA 12.7
16 | Burundi SSA 12.6
17 | Poland OECD 12.3
18 | Guinea-Bissau SSA 12.2
19 | Armenia ECA 12.2
20 | Ukraine ECA 12.0
21 | Kazakhstan ECA 11.9
22 | Senegal SSA 11.5
23 | Cambodia EAP 1.1
24 | Angola SSA 11.0
25 | Mauritius SSA 10.9
26 | Saudi Arabia MENA 10.7
27 | India SAS 10.6
28 | Guatemala LAC 10.4
29 | Madagascar SSA 10.3
30 | Morocco MENA 10.1
31 | Yemen, Rep. MENA 10.1
32 | Peru LAC 10.1
33 | Mozambique SSA 10.0
34 | Czech Republic OECD 9.8
35 | Timor-Leste EAP 9.7
36 | Cote d'lvoire SSA 9.5
37 | Togo SSA 9.5
38 | Slovenia OECD 9.5
39 | Mexico LAC 9.4
40 | Niger SSA 9.4
41 | Nigeria SSA 9.0
42 | Portugal OECD 9.0
43 | Solomon Islands EAP 8.9
44 | Uruguay LAC 8.8
45 | Dominican Republic | LAC 8.8
46 | Taiwan, China EAP 8.8
47 | S&o Tomé and SSA 8.7
Principe

48 | France OECD 8.6
s
50 | Albania ECA 8.3

Note: Rankings are based on the absolute difference for each
economy between its distance to frontier in 2005 and that

in 2012. The data refer to the 174 economies included in
Doing Business 2006 (2005). Eleven economies were added

in subsequent years. The distance to frontier measure shows
how far on average an economy is from the best performance
achieved by any economy on each Doing Business indicator
since 2005. The measure is normalized to range between 0 and
100, with 100 representing the best performance (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.

Source: Doing Business database.
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toward the frontier since 2005, 17 are in
Sub-Saharan Africa.

Worldwide, economies at all income lev-
els are narrowing the gap with the frontier
on average—but low-income economies
more so than high-income ones. This is
an important achievement. Indeed, while
business regulatory practices in all lower-
income groups are converging toward
those in high-income economies on
average, low-income economies have re-
duced the gap the most, by 4 percentage
points since 2005. Lower-middle-income
economies have closed the gap with
high-income economies by 3 percentage
points, and upper-middle-income econo-
mies by 2 percentage points. This conver-
gence is far from complete, however.

While the Arab Republic of Egypt is the
top improver in the Middle East and North
Africa since 2005, its improvement was
concentrated in the years before 2009.
In the past 4 years there was no visible
improvement in the areas measured by
Doing Business. Regionally, there was less
focus on reforming business regulation in
the past year than in any previous year
covered by Doing Business, with only 11%
of economies implementing at least 2
regulatory reforms (box 1.3).

Colombia, the economy narrowing the
gap with the frontier the most in Latin
America and the Caribbean, is also fea-
tured in a case study this year. Between
2006 and 2009 Colombia focused mostly
on improving the efficiency of regulatory
processes, with an emphasis on business
registration and tax administration. But in
2010 it began reforming legal institutions,
such as by strengthening the protection
of minority shareholders and by improv-
ing the insolvency regime.

Two of the "BRICs” rank among the top
50 improvers—China and India, each also
the top improver in its region since 2005.
Both implemented regulatory reforms
particularly in the early years covered
by Doing Business. China established a
new company law in 2005, a new credit
registry in 2006, its first bankruptcy law

FIGURE 1.7 Different economies have followed a variety of regulatory reform paths
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Source: Doing Business database.

in 2007, a new property law in 2007, a
new civil procedure law in 2008 and a
new corporate income tax law in 2008.
After establishing its first credit bureau
in 2004, India focused mostly on sim-
plifying and reducing the cost of regula-
tory processes in such areas as starting a
business, paying taxes and trading across
borders.

Five OECD high-income economies make
the list of top 50 improvers: Poland, the
Czech Republic, Slovenia, Portugal and
France. Poland in the past year alone im-
plemented 4 institutional and regulatory
reforms, among the 20 recorded for it by
Doing Business since 2005. It improved
the process for transferring property,
made paying taxes more convenient by
promoting the use of electronic facilities,
reduced the time to enforce contracts and

strengthened the process of resolving
insolvency.

IN WHAT AREAS IS THE GAP
NARROWING THE MOST?

Since 2005 there has been a convergence
in business regulatory practices in two-
thirds of the areas measured by Doing
paying
taxes, dealing with construction permits,

Business: starting a business,
registering property, getting credit and
enforcing contracts. This means that laws,
regulations and procedures in these areas
are more similar across economies today
than they were 8 years ago. Overall, more
convergence has occurred in the areas
measured by Doing Business that relate
to the complexity and cost of regulatory
processes than in those that relate to the
strength of legal institutions.’



The greatest convergence in regulatory
practice has occurred in business start-
up. Among the 174 economies covered
by Doing Business since 2005, the time
to start a business in that year averaged
112 days in the worst quartile of the
economies as ranked by performance
on this indicator, while it averaged 29
days for the rest (figure 1.8). Since then,
thanks to 368 reforms in 149 economies,
the average time for the worst quartile
has fallen to 63 days, getting closer to the
average of 18 for the rest. Similar but less
strong patterns are observed for indicators
of time, procedures and cost for paying
taxes, dealing with construction permits
and registering property.

But in 3 areas the trend runs weakly in
the other direction. In protecting inves-
tors, trading across borders and resolving
insolvency the realities in different econo-
mies have slowly drifted apart rather than
converged. This does not mean that in
these 3 areas the average regulatory en-
vironment is worse today than in 2005;
it is actually better (see figure 1.6). But it
does mean that economies that were in
the best 3 quartiles of the distribution in
these 3 areas in 2005 have strengthened
practices and
faster than those in the worst quartile.

institutions  somewhat

WHAT IS THE IMPACT ON
ECONOMIC OUTCOMES?

Beyond what Doing Business measures,
have the business regulation reforms un-
dertaken by governments since 2005 had
an impact? In presenting analysis of this
question, earlier editions of Doing Business
focused on cross-country analyses linking
business regulation to economic variables
such as corruption or rates of informality
in the economy.

With more years of data now available,
previous impact of
reforms in the areas measured by Doing
Business can be extended over time and

research on the

linked to more economic outcomes.
Using several years of data for the same
economy makes it possible to take into

account country characteristics that

remain constant over time when doing
analysis across economies—something
not possible in the earlier cross-country
analyses. Based on a 5-year panel of
economies, one such study finds that in
low-income economies that implemented
reforms making it easier to do business,
the growth rate increased by 0.4 percent-
age point in the following year? Emerging
evidence from analysis based on 8 years
of Doing Business data and building on the
earlier studies shows that improvements
in business entry and other aspects of
business regulation matter for aggregate
growth as well. Credibly pinning down the
magnitude of this effect is more difficult,
however.?

Research on the effect of regulatory
reforms is advancing especially rapidly
around the question of business start-up.
A growing body of research has shown
that simpler entry regulations encourage
the creation of more new firms and new
jobs in the formal sector. Economies at
varying income levels and in different
regions saw noticeable increases in the
number of new firm registrations after
implementing such reforms (figure 1.9).
Within-country studies have confirmed
the positive association between im-
provements in business registration and
registration of new firms in such countries
as Colombia, India, Mexico and Portugal.
These studies have found increases of
5-17% in the number of newly registered
businesses after reforms of the business
registration process (for more discussion,
see the chapter "About Doing Business").

Better business regulation as measured
by Doing Business is also associated
with greater new business registration.
Ongoing research by Doing Business us-
ing 8 years of data shows that reducing
the distance to frontier by 10 percentage
points is associated with an increase of 1
newly registered business for every 1,000
working-age people, a meaningful result
given the world average of 3.2 newly
registered businesses for every 1,000
working-age people per year.*

EXECUTIVE SUMMARY

FIGURE 1.8 Strong convergence across
economies since 2005
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BOX 1.3 BUSINESS REGULATION IN THE MIDDLE EAST AND NORTH AFRICA—THE CHALLENGES AHEAD

Earlier editions of the Doing Business
report highlighted substantial efforts by
governments in the Middle East and North
Africa to improve business regulation for
local entrepreneurs. But the reform mo-
mentum has slowed since the beginning of
the Arab Spring in January 2011, as some
countries have entered a complex process
of transition to more democratic forms of
governance. The post-Arab Spring govern-
ments have had a broad range of economic,
social and political issues to address, and
this in turn has resulted in a slower overall
reform process, as new governments have
struggled to adjust to important shifts in the
political and economic landscape.

The region faces structural challenges
that can impede private sector activity. A
history of government intervention has
created more opportunities for rent seek-
ing than for entrepreneurship. Firm surveys
show that manufacturing firms as well as
their managers are older on average than
those in other regions, indicating weaker
entry and exit mechanisms. Firm entry den-
sity in the Middle East and North Africa is
among the lowest in the world!

Moreover, the region suffers from a crisis
of governance and trust: businesses do not
trust officials, and officials do not trust busi-
nesses. Business managers in the region

rank corruption, anticompetitive practices
and regulatory policy uncertainty high on
their list of concerns. At the same time 60%
of public officials interviewed across the
region perceive the private sector as rent
seeking and corrupt. And banks cite lack of
corporate transparency as among the main
obstacles to extending more finance to
small and medium-size enterprises.?

Some governments in the region have
tried to aggressively reform the business
environment in the past, but have seen the
impact of their efforts lessened by a lack of
sustained commitment to in-depth changes
and the related risk of upsetting the estab-
lished order. A common view is that only
connected entrepreneurs are successful,
suggesting a dual set of rules with prefer-
ential treatment for those close to the ruling
elites. This suggests a need for governments
to invest in governance structures and in-
crease transparency in parallel with efforts
to improve the business regulatory environ-
ment. The case study on transparency in
this year's report points to one area where
they could start: the Middle East and North
Africa is one of the regions with the most
constrained access to basic regulatory infor-
mation such as fee schedules.

Although economies in the region
have made some strides in reducing the

complexity and cost of regulatory process-
es, entrepreneurs across the region still con-
tend with weak investor and property rights
protections (see figure). With an average
ease of doing business ranking of 98, the re-
gion still has much room for making the life
of local businesses easier through clearer
and more transparent rules applied more
consistently. Such rules would facilitate
rather than impede private sector activity
in economies where the state has tradition-
ally had an outsized presence in the national
economy and in a region where the need to
encourage entrepreneurship is thus perhaps
more intense than in any other.

All these challenges notwithstanding,
the recent political changes in the region—
fast, hectic, unpredictable, far-reaching in
their effects—provide a unique opportunity
for governments to substantively address
many of the impediments to private sector
development that have plagued the region
in recent decades. Moving to a system of
more transparent and sensible rules—rules
that are better able to respond to the needs
of the business community and that provide
incentives to narrow the gap between the
law as written and the law as practiced—
will go a long way toward creating the con-
ditions for more equitable economic growth
and a faster pace of job creation.

Entrepreneurs across the Middle East and North Africa face relatively weak investor and property rights protections

Average ranking on sets of Doing Business indicators by economy and global income group
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Note: Strength of legal institutions refers to the average ranking on getting credit, protecting investors, enforcing contracts and resolving insolvency. Complexity and cost of regulatory
processes refers to the average ranking on starting a business, dealing with construction permits, getting electricity, registering property, paying taxes and trading across borders. The
global income groups exclude economies in the Middle East and North Africa.

Source: Doing Business database.

1. World Bank, From Privilege to Competition: Unlocking Private-Led Growth in the Middle East and North Africa (Washington, DC: World Bank, 2009). Firm entry
density is defined as the number of newly registered limited liability companies per 1,000 working-age people (ages 15-64).

2. Roberto Rocha, Subika Farazi, Rania Khouri and Douglas Pearce, “The Status of Bank Lending to SMEs in the Middle East and North Africa Region: The
Results of a Joint Survey of the Union of Arab Banks and the World Bank” (World Bank, Washington, DC; and Union of Arab Banks, Beirut, 2010).



EXECUTIVE SUMMARY

TABLE 1.4 Good practices around the world, by Doing Business topic

Topic Practice Economies®  Examples
Making it Putting procedures online 106 Hong Kong SAR, China; FYR Macedonia; New Zealand; Peru; Singapore
:atfzstiz:st?rt Having no minimum capital requirement 91 Kazakhstan; Kenya; Kosovo; Madagascar; Mexico; Mongo!ia; Morocco;
Portugal; Rwanda; Serbia; United Arab Emirates; United Kingdom
Having a one-stop shop 88 Bahrain; Burkina Faso; Georgia; Republic of Korea; Peru; Vietnam
Making Having comprehensive building rules 135 Croatia; Kenya; New Zealand; Republic of Yemen
g;ﬁ’littoh Using risk-based building approvals 86 Armenia; Germany; Mauritius; Singapore
construction = Having a one-stop shop 31 Bahrain; Chile; Hong Kong SAR, China; Rwanda
permits
Making Streamlining approval processes (utility obtains excavation 104° Armenia; Austria; Benin; Cambodia; Czech Republic; Panama
it easy to permit or right of way if required)
2:23‘[‘?;{; Providing transparent connection costs and processes 103 France; Germany; Ireland; Netherlands; Trinidad and Tobago
connection | Reducing the financial burden of security deposits for new 96 Argentina; Austria; Kyrgyz Republic; Latvia; Mozambique; Nepal
connections
Ensuring the safety of internal wiring by regulating the elec- 40 Denmark; Germany; Iceland; Japan
trical profession rather than the connection process
Making Using an electronic database for encumbrances 108 Jamaica; Sweden; United Kingdom
'ég;?érto Offering cadastre information online 50 Denmark; Lithuania; Malaysia
property Offering expedited procedures 16 Azerbaijan; Bulgaria; Georgia
Setting fixed transfer fees 10 New Zealand; Russian Federation; Rwanda
Making it Legal rights
i?esgitm 9t Allowing out-of-court enforcement 122 Australia; India; Nepal; Peru; Russian Federation; Serbia; Sri Lanka
Allowing a general description of collateral 92 Cambodia; Canada; Guatemala; Nigeria; Romania; Rwanda; Singapore
Maintaining a unified registry 67 Bosnia and Herzegovina; Ghana; Honduras; Marshall Islands; Mexico;
Montenegro; New Zealand
Credit information
Distributing data on loans below 1% of income per capita 123 Brazil; Bulgaria; Germany; Kenya; Malaysia; Sri Lanka; Tunisia
Distributing both positive and negative credit information 105 China; Croatia; India; Italy; Jordan; Panama; South Africa
Distributing credit information from retailers, trade creditors 55 Fiji; Lithuania; Nicaragua; Rwanda; Saudi Arabia; Spain
or utilities as well as financial institutions
Protecting | Allowing rescission of prejudicial related-party transactions* 73 Brazil; Mauritius; Rwanda; United States
investors Regulating approval of related-party transactions 60 Albania; France; United Kingdom
Requiring detailed disclosure 53 Hong Kong SAR, China; New Zealand; Singapore
Allowing access to all corporate documents during the trial 46 Chile; Ireland; Israel
Requiring external review of related-party transactions 43 Australia; Arab Republic of Egypt; Sweden
Allowing access to all corporate documents before the trial 30 Japan; Sweden; Tajikistan
Defining clear duties for directors 28 Colombia; Malaysia; Mexico; United States
Making it Allowing self-assessment 156 Argentina; Canada; China; Rwanda; Sri Lanka; Turkey
f:;Zsm pay Allowing electronic filing and payment 74 Australia; Colombia; India; Lithuania; Malta; Mauritius; Tunisia
Having one tax per tax base 43 FYR Macedonia; Namibia; Paraguay; United Kingdom
!Vlaking Allowing electronic submission and processing 149¢ Belize; Chile; Estonia; Pakistan; Turkey
f[tr:::};:oss Using risk-based inspections 133 Morocco; Nigeria; Palau; Vietnam
borders? Providing a single window Al Colombia; Ghana; Republic of Korea; Singapore
Making Making all judgments in commercial cases by first-instance 1219 Chile; Iceland; Nigeria; Russian Federation; Uruguay
it easy to courts publicly available in practice
Eg:::;its Maintaining specialized commercial court, division or judge 82 Burkina Faso; France; Liberia; Poland; Sierra Leone; Singapore
Allowing electronic filing of complaints 19 Brazil; Republic of Korea; Malaysia; Rwanda; Saudi Arabia
Making Allowing creditors’ committees a say in insolvency proceeding 109 Australia; Bulgaria; Philippines; United States; Uzbekistan
it easy to decisions
irr?:gll\\:zncy Requiring prpfessional or academic qualifications for insol- 107 Armenia; Belarus; Colombia; Namibia; Poland; United Kingdom
vency administrators by law
Specifying time limits for the majority of insolvency procedures 94 Albania; Italy; Japan; Republic of Korea; Lesotho
Providing a legal framework for out-of-court workouts 82 Argentina; Hong Kong SAR, China; Latvia; Philippines; Romania

a. Among 185 economies surveyed, unless otherwise specified.
b. Among 151 economies surveyed.

¢. Rescission is the right of parties involved in a contract to return to a state identical to
that before they entered into the agreement.

d. Among 181 economies surveyed.

Source: Doing Business database; for starting a business, also World Bank (2009b).

e. Thirty-one have a full electronic data interchange system, 118 a partial one.

f. Eighteen have a single-window system that links all relevant government agencies, 53 a system
that does so partially.

g. Among 184 economies surveyed.

13



DOING BUSINESS 2013

FIGURE 1.9 More new firms are registered after reforms making it simpler to start a business

Number of newly registered firms (thousands)
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Note: All 6 economies implemented a reform making it easier to start a business as measured by Doing Business. The reform
year varies by economy and is represented by the vertical line in the figure. For Bangladesh and Rwanda it is 2009; for Chile,
2011; for Kenya, 2007; for Morocco, 2006; and for Sweden, 2010.

Source: World Bank Group Entrepreneurship Snapshots, 2012 edition.

Yet another finding relates to the relation-
ship between foreign direct investment
and business regulation. A case study in
this year's report shows that although the
Doing Business indicators measure regula-
tions applying to domestic firms, econo-
mies that do well in this area also provide
an attractive regulatory environment for
foreign firms. Again using multiple years
of data, the case study shows that econo-
mies that are closer to the frontier in
regulatory practice attract larger inflows
of foreign direct investment.

WHAT'S NEW IN
THIS YEAR'S REPORT?

This year's report, like last year's, pres-
ents country case studies. These feature
Colombia, Latvia and Rwanda. In addition,
the report presents a regional case study
on Asia-Pacific Economic Cooperation

(APEC), focusing on peer-to-peer learn-
ing. And for the first time the report pres-
ents thematic case studies, on foreign
direct investment and on transparency in

business regulation.

This year's report also reintroduces the
topic chapters. But it presents them in a
different format, as shorter “topic notes”
that focus on the changes in the data
from the previous year and over all years
covered by Doing Business. The topic
notes also discuss the most prominent
reforms from the past year. Full informa-
tion for each topic, including examples of
good practices and relevant research, is
available on the Doing Business website.”
The website also presents the full list of
good practices by topic summarized in
table 1.4.

NOTES

1. To measure convergence, Doing Business
calculated the change in the variance
of distance to frontier across 174
economies since 2005 for each topic.
The results suggest that the largest con-
vergence has been in starting a business,
with the variance decreasing by 49%
since 2005. The topics with the next
largest convergence are paying taxes
(with a change in variance of =24%),
dealing with construction permits
(=23%), registering property (=19%),
getting credit (=12%) and enforcing
contracts (=4%). Several other topics
show a small divergence: trading across
borders (7%), protecting investors (2%)
and resolving insolvency (1%). The
overall change in the variance is =16%,
suggesting an overall convergence in all
Doing Business topics.

2. Eifert 2009.

3. The analysis, by Divanbeigi and Ramalho
(2012), finds that narrowing the distance
to frontier in the indicator sets measur-
ing the complexity and cost of regulatory
processes by 10 percentage points is
associated with an increase of close to 1
percentage point in the GDP growth rate.
Since the distance to frontier improves
by 1 percentage point a year on average,
these simulations are based on expected
results for a 10-year period. Results are
based on Arellano-Bond dynamic panel
estimation to control for economic cycle
and time-invariant country-specific
factors. Following Eifert (2009) and
Djankov, McLeish and Ramalho (2006),
the analysis controls for government
consumption, institutional quality and
corruption perception. It also controls
for total trade openness and rents from
natural resources.

4. This research follows Klapper and
Love (2011a). The analysis controls for
government consumption, institutional
quality and corruption perception. It also
controls for total trade openness and
rents from natural resources.

5. http://www.doingbusiness.org.



About Doing Business:
measuring for impact

The private sector provides an estimated
90% of jobs in developing economies.
Where government policies support a
dynamic business environment—with
firms making investments, creating jobs
and increasing productivity—all people
have greater opportunities. A growing
body of evidence suggests that policy
makers seeking to strengthen the private
sector need to pay attention not only to
macroeconomic factors but also to the
quality of laws, regulations and insti-
tutional arrangements that shape daily

economic life.?

This is the 10th Doing Business report.
When the first report was produced, in
2003, there were few globally available
and regularly updated
monitoring such microeconomic issues
as business regulations affecting local

indicators for

firms. Earlier efforts from the 1980s drew
on perceptions data, but these expert
or business surveys focused on broad
aspects of the business environment
and often captured the experiences of
businesses. These surveys also lacked
the specificity and cross-country compa-
rability 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 seeks to measure business
regulations for domestic firms through an
objective lens. The project looks primar-
ily at small and medium-size companies
in the largest business city. Based on
standardized case studies, it presents
quantitative indicators on the regulations
that apply to firms at different stages
of their life cycle. The results for each

economy can be compared with those for
184 other economies and over time.

Over the years the choice of indicators for
Doing Business has been guided by a rich
pool of data collected through the World
These data
highlight the main obstacles to business
activity as reported by entrepreneurs in
well over 100 economies. Among the
factors that the surveys have identified as
important to businesses have been taxes
(tax administration as well as tax rates)

Bank Enterprise Surveys.

and electricity—inspiring the design of
the paying taxes and getting electricity
indicators. In addition, the design of the
Doing Business
on theoretical

indicators has drawn
insights gleaned from
extensive research literature.® The Doing
Business methodology makes it possible
to update the indicators in a relatively
inexpensive and replicable way.

The Doing Business methodology is also
responsive to the needs of policy makers.
Rules and regulations are under the direct
control of policy makers—and policy
makers intending to change the experi-
ence and behavior of businesses will
often start by changing rules and regula-
tions that affect them. Doing Business
goes beyond identifying that a problem
exists and points to specific regulations
or regulatory procedures that may lend
themselves to regulatory reform. And
its quantitative measures of business
regulation enable research on how spe-
cific regulations affect firm behavior and
economic outcomes.

The first Doing Business report covered 5
topics and 133 economies. This year's re-
port covers 11 topics and 185 economies.
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Ten topics are included in the aggregate
ranking on the ease of doing business,
and 9 in the distance to frontier measure.
The project has benefited from feedback
from governments, academics, practi-
tioners and reviewers.> The initial goal
remains: to provide an objective basis for
understanding and improving the regula-
tory environment for business.

WHAT DOING BUSINESS COVERS

Doing Business captures several important
dimensions of the regulatory environ-
ment as they apply to local firms. It
provides quantitative measures of regula-
tions for starting a business, dealing with
construction permits, getting electricity,
registering property, getting credit, pro-
tecting investors, paying taxes, trading
across borders, enforcing contracts and
resolving insolvency. Doing Business also
looks at regulations on employing work-
ers. Pending further progress on research
in this area, this year's report does not
present rankings of economies on the
employing workers indicators or include
the topic in the aggregate ranking on the
ease of doing business. It does present the
data on the employing workers indicators.
Additional data on labor regulations col-
lected in 185 economies are available on
the Doing Business website.®

The foundation of Doing Business is the
notion that economic activity, particularly
private sector development, benefits from
clearand coherent rules: Rules that set out
and clarify property rights and facilitate
the resolution of disputes. And rules that
enhance the predictability of economic
interactions and provide contractual part-
ners with essential protections against
arbitrariness and abuse. Where such
rules are reasonably efficient in design,
are transparent and accessible to those
for whom they are intended and can be
implemented at a reasonable cost, they
are much more effective in shaping the
incentives of economic agents in ways
that promote growth and development.
The quality of the rules also has a crucial
bearing on how societies distribute the

benefits and bear the costs of develop-
ment strategies and policies.

Consistent with the view that rules mat-
ter, some Doing Business indicators give
a higher score for more regulation and
better-functioning institutions (such as
courts or credit bureaus). In the area of
protecting investors, for example, higher
scores are given for stricter disclosure re-
quirements for related-party transactions.
Higher scores are also given for a simpli-
fied way of applying regulation that keeps
compliance costs for firms low—such as
by allowing firms to comply with business
start-up formalities in a one-stop shop
or through a single online portal. Finally,
Doing Business scores reward economies
that apply a risk-based approach to
regulation as a way to address social
and environmental concerns—such as
by imposing a greater regulatory burden
on activities that pose a high risk to the
population and a lesser one on lower-risk
activities.

Thus the economies that rank highest on
the ease of doing business are not those
where there is no regulation—but those
where governments have managed to
create rules that facilitate interactions
in the marketplace without needlessly
hindering the development of the private
sector. In essence, Doing Business is about
smart business regulations, not necessar-
ily fewer regulations (figure 2.1).

In constructing the indicators the Doing
Business project uses 2 types of data.
The first come 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 the disclosure require-
ments for related-party transactions. It
reads the civil law to find the number of
procedures necessary to resolve a com-
mercial sale dispute before local courts.
It reviews the labor code to find data on
a range of issues concerning 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 dimension.

FIGURE 2.1 What are SMART business
regulations as defined
by Doing Business?

STREAMLINED—regulations
that accomplish the desired
outcome in the most efficient way
J

MEANINGFUL—regulations
that have a measurable positive
impact in facilitating
interactions in the marketplace }

ADAPTABLE—regulations
that adapt to changes in the
environment

J

\
RELEVANT—regulations that are
proportionate to the problem they
are designed to solve

J

\
TRANSPARENT—regulations
that are clear and accessible to
anyone who needs to use them

J

Indeed, about three-quarters of the data
used in Doing Business are of this factual
type, reducing the need to have a larger
sample size of experts in order to improve
accuracy. The local expert respondents
play a vital role in corroborating the Doing
Business team'’s understanding and inter-
pretation 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
regulatory goal, such as the number of
procedures to obtain a building permit
or the time taken to grant legal identity
to a business. In this group of indicators
cost estimates are recorded from official
fee schedules where applicable. Time
estimates often involve an element of
judgment by respondents who routinely
administer the relevant regulations or
undertake the relevant transactions.’
These experts have several rounds of
interaction with the Doing Business team,
involving conference calls, written cor-
respondence and visits by the team until



there is convergence on the final answer.
To construct the time indicators, a regula-
tory process such as starting a business
is broken down into clearly defined steps
and procedures (for more details, see
the discussion on methodology in this
chapter). Here Doing Business builds on
Hernando de Soto's pioneering work in
applying the time-and-motion approach
in the 1980s to show the obstacles to set-
ting up a garment factory on the outskirts
of Lima.®

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 economy
or its national competitiveness. It does
not, for example, capture aspects of
security, the prevalence of bribery
and corruption, market size, macro-
economic stability (including whether
the government manages its public fi-
nances in a sustainable way), the state
of the financial system 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 ob-
tain a permanent electricity connection
to supply a standardized warehouse.
Through
Business thus provides a narrow per-
spective on the range of infrastructure
challenges that firms face, particularly
in the developing world. It does not ad-
dress the extent to which inadequate
roads, rail, ports and communications
may add to firms' costs and undermine
competitiveness. Doing Business cov-

these indicators  Doing

ers 11 areas of a company's life cycle,

ABOUT DOING BUSINESS: MEASURING FOR IMPACT

TABLE 2.1 Doing Business—benchmarking 11 areas of business regulation

Complexity and cost of regulatory processes

Starting a business

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

Dealing with construction permits

Procedures, time and cost

Getting electricity

Procedures, time and cost

Registering property

Procedures, time and cost

Paying taxes

Payments, time and total tax rate

Trading across borders

Strength of legal institutions

Documents, time and cost

Getting credit

Movable collateral laws and credit information systems

Protecting investors

Disclosure and liability in related-party transactions

Enforcing contracts

Procedures, time and cost to resolve a commercial dispute

Resolving insolvency

Time, cost, outcome and recovery rate

Employing workers?

Flexibility in the regulation of employment

a. The employing workers indicators are not included in this year's ranking on the ease of doing business nor in the
calculation of any data on the strength of legal institutions included in figures in the report.

through 11 specific sets of indicators
(table 2.1). Similar to the indicators
on getting electricity, those on start-
ing a business or protecting investors
do not cover all aspects of commercial
legislation. And those on employing
workers do not cover all areas of labor
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 indicators,
for example, measure the total tax rate,
which in isolation is a cost to the busi-
ness. The indicators do not measure,
nor are they intended to measure, the
benefits of the social and economic
programs funded through tax rev-
enues. Measuring business laws and
regulations provides one input into
the debate on the regulatory burden
associated with achieving regulatory
objectives. Those objectives can differ
across economies.

Limited to standardized
case scenarios

A key consideration for the Doing Business
indicators is that they should ensure
comparability of the data across a global
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 in the largest business
city of the economy. The reality is that
business regulations and their enforce-
ment very often differ within a country,
particularly in federal states and large
economies. But gathering data for every
relevant jurisdiction in each of the 185
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
economic indicators. Inflation statistics,
for example, are often based on prices of
a set of consumer goods in a few urban
areas, since collecting nationally repre-
sentative price data at high frequencies
may be prohibitively costly in many coun-
tries. To capture regional variation in the
business environment within economies,
Doing Business has complemented its
global indicators with subnational studies
in some economies where resources and
interest have come together (box 2.1).

Some Doing Business topics include com-
plex and highly differentiated areas. Here
the standardized cases and assumptions
are carefully considered and defined. For
example, the standardized case scenario
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usually involves a limited liability company
or its legal equivalent. The considerations
in defining this assumption are twofold.
First, private limited liability companies
are, empirically, the most prevalent busi-
ness form in many economies around
the world. Second, this choice reflects
the focus of Doing Business on expand-
ing opportunities for entrepreneurship:

investors are encouraged to venture into
business when potential losses are lim-

ited to their capital participation.

Limited to the formal sector

The Doing Business indicators assume
that entrepreneurs have knowledge of
and comply with applicable regulations.

In practice, entrepreneurs may not know

BOX 2.1 COMPARING REGULATIONS AT THE LOCAL LEVEL: SUBNATIONAL DOING

BUSINESS REPORTS

Subnational Doing Business reports expand the indicators beyond the largest busi-
ness city in an economy. They capture local differences in regulations or in the imple-
mentation of national regulations across cities within an economy (as in Colombia)
or region (as in South East Europe). Projects are undertaken at the request of central
governments, which often contribute financing, as in Mexico. In some cases local gov-
ernments also provide funding, as in the Russian Federation.

Subnational indicators provide governments with standard measures, based on laws
and regulations, that allow objective comparisons both domestically and internation-
ally. As a diagnostic tool, they identify bottlenecks as well as highlight good practices
that are easily replicable in other cities sharing a similar legal framework.

Governments take ownership of a subnational project by participating in all steps of
its design and implementation—choosing the cities to be benchmarked, the indicators
that can capture local differences and the frequency of benchmarking. All levels of
government are involved—national, regional and municipal.

Subnational projects create a space for discussing regulatory reform and provide
opportunities for governments and agencies to learn from one another, through the
report and through peer-to-peer learning workshops. Even after the report is launched,
knowledge sharing continues. In Mexico 28 of 32 states hold regular exchanges.

Repeated benchmarking creates healthy competition between cities to improve
their regulatory environment. The dissemination of the results reinforces this pro-
cess and gives cities an opportunity to tell their stories. Fifteen economies have
requested 2 or more rounds of benchmarking since 2005 (including Colombia,
Indonesia and Nigeria), and many have expanded the geographic coverage to
more cities (including Russia). In Mexico each successive round has captured an
increase in the number of states improving their regulatory environment in each of
the 4 indicator sets included—reaching 100% of states in 2011.

Since 2005 subnational reports have covered 335 cities in 54 economies, including Brazil,
China, the Arab Republic of Egypt, India, Kenya, Morocco, Pakistan and the Philippines.’

This year studies were updated in Indonesia, Kenya, Mexico, Russia and the United
Arab Emirates. Studies are ongoing in Hargeisa (Somaliland) as well as in 23 cities and
4 ports in Colombia, 15 cities and 3 ports in Egypt and 13 cities and 7 ports in Italy. In

addition, 3 regional reports were published:

* Doing Business in OHADA, comparing business regulations in the 16 member states
of the Organization for the Harmonization of Business Law in Africa (Benin, Burkina
Faso, Cameroon, the Central African Republic, Chad, the Comoros, the Republic of
Congo, Céte d'lvoire, Equatorial Guinea, Gabon, Guinea, Guinea-Bissau, Mali, Niger,

Senegal and Togo).

* Doing Business in the East African Community, covering 5 economies (Burundi, Kenya,

Rwanda, Tanzania and Uganda).

* Doing Business in the Arab World, covering 20 economies (Algeria, Bahrain, the
Comoros, Djibouti, Egypt, Irag, Jordan, Kuwait, Lebanon, Mauritania, Morocco,
Oman, Qatar, Saudi Arabia, Sudan, the Syrian Arab Republic, Tunisia, the United
Arab Emirates, West Bank and Gaza, and the Republic of Yemen).

1. Subnational reports are available on the Doing Business website at http://www.doingbusiness.org/

subnational.

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 register-
ing for social security, for example. Where
regulation is particularly onerous, levels of
informality tend to be higher (figure 2.2).

Informality comes at a cost. Compared
with their formal sector counterparts,
firms in the informal sector typically grow
more slowly, have poorer access to credit
and employ fewer workers—and these
workers remain outside the protections of
labor law.? All this may be even more so
for female-owned businesses, according
to country-specific research.® 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 reform. Gaining
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 economic activity takes place in
the informal sector, often because of ex-
cessive bureaucracy and regulation—and
in the informal sector firms lack access
to the opportunities and protections that
the law provides. Even firms operating in
the formal sector might not have equal
access to these opportunities and protec-
tions. 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 becomes
easier for aspiring entrepreneurs to com-
pete, innovate and grow.



FIGURE 2.2 Higher levels of informality are associated with lower Doing Business rankings
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per capita. The data sample includes 143 economies.

Source: Doing Business database; Schneider, Buehn and Montenegro 2010.

Do the focus areas of Doing Business mat-
ter for development and poverty reduc-
tion? The World Bank study Voices of the
Poor asked 60,000 poor people around
the world how they thought they might
escape poverty.” The answers were un-
equivocal: women and men alike pin their
hopes, above all, on income from their
own business or wages earned in employ-
ment. Enabling growth—and ensuring
that all people, regardless of income level,
can participate in its benefits—requires
an environment where new entrants with
drive and good ideas can get started in
business and where good firms can invest
and grow, thereby generating more jobs.
In this sense Doing Business values good
rules as a key to social inclusion.

In effect, Doing Business functions as a
barometer of the regulatory environment
for domestic businesses. To use a medi-
cal analogy, Doing Business is similar to a
cholesterol test. A cholesterol test does
not tell us everything about our health.
But our cholesterol level is easier to mea-
sure 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 aspects that are more easily mea-
sured than the entire regulatory environ-
ment, and they provide important infor-
mation about where change is needed.
What type of change or regulatory reform
is right, however, can vary substantially
across economies.

To test whether Doing Business serves
as a proxy for the broader business
environment and for competitiveness,
one approach is to look at correlations
between the Doing Business rankings and

ABOUT DOING BUSINESS: MEASURING FOR IMPACT

other major economic benchmarks. The
indicator set 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 Development (OECD).
These are designed to help assess the
extent to which the regulatory environ-
ment promotes or inhibits competition.
They include measures 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 bar-
riers, the prevalence of discriminatory
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 correlated with the Doing
Business rankings (the correlation here is
0.53) (figure 2.3).

There is a high correlation (0.83) 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 2.4).1
Self-reported experiences with business
regulations, such as those captured by the

FIGURE 2.3 A significant correlation between Doing Business rankings and OECD rankings on

product market regulation
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Note: Relationships are significant at the 5% level after controlling for income per capita.

Source: Doing Business database; OECD data.

19



20

DOING BUSINESS 2013

FIGURE 2.4 A strong correlation between Doing Business rankings and World Economic Forum

rankings on global competitiveness
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Note: Relationships are significant at the 5% level after controlling for income per capita.

Source: Doing Business database; WEF 2012.

Global Competitiveness Index, often vary
much more within economies (across
respondents in the same economy) than
across economies.” A high correlation
such as this one can therefore coexist with
significant differences within economies.

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

Since 2006 Doing Business has sought to
provide 2 perspectives on the data it col-
lects: it presents “absolute” indicators for
each economy for each of the 11 regula-
tory topics it addresses, and it provides
rankings of economies for 10 topics, by
topic and also in the aggregate. Judgment
is required in interpreting these measures
for any economy and in determining a
sensible and politically feasible path for
regulatory reform.

Reviewing the Doing Business rankings in
isolation may reveal unexpected results.
Some economies may rank unexpect-
edly high on some topics. And some

economies that have had rapid growth or
attracted a great deal of investment 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 regulations,
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 measure.
This measure shows the distance of
each economy to the “frontier” which
highest
observed on each of the indicators across

represents the performance

all economies included in Doing Business
since 2003.

At any point in time the distance to fron-
tier measure shows how far an economy is
from the highest performance. And com-
paring an economy's score at 2 points in
time allows users to assess the absolute
change over time in the economy’s regu-
latory environment as measured by Doing
Business, rather than simply the change
in the economy’s performance relative to
others. In this way the distance to frontier
measure complements the yearly ease of
doing business ranking, which compares
economies with one another at a point in
time.

Each topic covered by Doing Business
relates to a different aspect of the busi-
ness regulatory environment. The rank-
ings of each economy vary, sometimes
significantly, across topics. A quick way
to assess the variability of an economy'’s
regulatory performance across the differ-
ent areas of business regulation is to look
at the topic rankings (see the country
tables). Guatemala, for example, stands
at 93 in the overall ease of doing business
ranking. Its ranking is 12 on the ease of
getting credit, 20 on the ease of register-
ing property and 34 on the ease of getting
electricity. At the same time, it has a rank-
ing of 124 on the ease of paying taxes, 158
on the strength of investor protections
and 172 on the ease of starting a business
(see figure 1.2 in the executive summary).

WHAT 10 YEARS
OF DATA SHOW

A growing body of empirical research
shows that particular areas of business
regulation, and particular regulatory re-
forms in those areas, are associated with
vital social and economic outcomes—
including firm creation, employment,
formality, trade,
to financial services and the survival of
struggling but viable firms.'® This research
has been made possible by a decade of
Doing Business data combined with other
data sets. Some 1,245 research articles
published
journals, and about 4,071 working papers
available through Google Scholar, refer to
the Doing Business data."”

international access

in peer-reviewed academic



Determining the empirical impact of
regulatory reforms is not easy. One pos-
sible approach is cross-country correla-
tion analysis. But with this method it is
difficult to isolate the effect of a particular
regulatory reform because of all the other
factors that may vary across economies
and that may not have been taken into
account in the analysis. How then do
researchers determine whether social or
economic outcomes would have been
different without a specific regulatory re-
form? A growing number of studies have
been able to investigate such questions
by analyzing regulatory changes within a
country over time or by using panel esti-
mations. Others have focused on regula-
tory reforms relevant only for particular
firms or industries within a country. The
broader literature, using a range of differ-
ent empirical strategies, has produced a
number of interesting findings, including
those described below.

Smarter  business  requlation  promotes
economic growth. Economies with better
business regulation grow faster. One
study found that for economies in the
best quartile of business regulation as
measured by Doing Business, the differ-
ence in business regulation with those
in the worst quartile is associated with a
2.3 percentage point increase in annual
growth rates.”® Another found that regula-
tory reforms making it easier to do busi-
ness in relatively low-income economies
are associated with an increase in growth
rates of 0.4 percentage point in the fol-

lowing year.”

Simpler  business  registration promotes
greater entrepreneurship and firm pro-
ductivity. Economies that have efficient
business registration also tend to have
a higher entry rate by new firms and
greater business density.”® Faster busi-
ness registration is associated with more
businesses registering in industries with
the strongest potential for growth, such
experiencing expansionary
global demand or technology shifts.?’ And
easier start-up is associated with more
investment in industries often sheltered
from competition, including transport,

as those

utilities and communications.?? Empirical
evidence also suggests that more effi-
cient business entry regulations improve
firm productivity and macroeconomic
performance.”

Lower costs for business registration improve
formal employment opportunities. Because
new firms are often set up by high-skilled
workers, lowering entry costs often leads
to higher take-up rates for education,
more jobs for high-skilled workers and
higher average productivity.?* And by
increasing formal registration, it can also
boost legal certainty—because the newly
formal firms are now covered by the legal
system, benefiting themselves as well as
their customers and suppliers.?®

Country-specific studies confirm that
simplifying entry regulations can promote
the establishment of new formal sector
firms:

*In Colombia the introduction of one-
stop shops for business registration in
different cities across the country was
followed by a 5.2% increase in new
firm registrations.”®

In Mexico a study analyzing the effects
of a program simplifying municipal
licensing found that it led to a 5%
increase in the number of registered
businesses and a 2.2% increase in
employment. Moreover, competition
from new entrants lowered prices by
0.6% and the income of incumbent
businesses by 3.2%.?” A second study
found that the program was more
effective in municipalities with less
corruption and cheaper additional
registration procedures.”® Yet another
found that simpler licensing may result
in both more wage workers and more
formal enterprises, depending on the
personal characteristics of informal
business owners: those with charac-
teristics similar to wage workers were
more likely to become wage workers,
while those with characteristics similar
to entrepreneurs in the formal sector
were more likely to become formal
business owners.?’
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*In India a study found that the pro-
gressive elimination of the “license
raj"—the system regulating entry and
production in industry—led to a 6%
increase in new firm registrations.?®
Another study found that simpler entry
regulation and labor market flexibility
were complementary: in Indian states
with more flexible employment regula-
tions informal firms decreased by 25%
more, and real output grew by 18%
more, than in states with less flexible
regulations.® A third study found that
the licensing reform resulted in an ag-
gregate productivity increase of 22%
among the firms affected.®

In Portugal the introduction of a one-
stop shop for businesses led to a 17%
increase in new firm registrations. The
reform favored mostly small-scale
entrepreneurs with low levels of educa-
tion operating in low-tech sectors such

as agriculture, construction and retail >

An effective regulatory environment im-
proves trade performance. Strengthening
the  institutional
trade—such as by increasing customs
efficiency—can boost trade volumes.**

environment  for

In Sub-Saharan Africa an inefficient trade
environment was found to be among the
main factors in poor trade performance.®
One study found that a 1-day reduction in
inland travel times leads to a 7% increase
in exports.®® Another found that among
the factors that improve trade perfor-
mance are access to finance, the quality
of infrastructure and the government's
ability to formulate and implement sound
policies and regulations that promote
private sector development.®” The same
study showed that the more constrained
economies are in their access to foreign
markets, the more they can benefit from
improvements in the investment climate.
Yet another study found that improve-
ments in transport efficiency and the
business environment have a greater
marginal effect on exports in lower-
income economies than in high-income
ones.*® One study even suggests that
behind-the-border measures to improve
logistics performance and facilitate trade
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may have a larger effect on trade, espe-
cially on exports, than tariff reduction
would.*

Other areas of regulation matter for trade
performance. Economies with good con-
tract enforcement tend to produce and
export more customized products than
those with poor contract enforcement.*®
Since production of high-quality output
is a precondition for firms to become
exporters, reforms that lower the cost of
high-quality production increase the posi-
tive effect of trade reforms.*' Moreover,
reforms removing barriers to trade need
to be accompanied by other reforms,
such as those making labor markets more
flexible, to increase productivity and
growth.*

Sound financial market infrastructure—
including courts, creditor and insolvency
laws, and credit and collateral registries—
improves access to credit.
worldwide identify access to credit as one

of the main obstacles they face.** Good

Businesses

credit information systems and strong
collateral laws help overcome this ob-
stacle. An analysis of reforms improving
collateral law in 12 transition economies
concludes that they had a positive effect
on the volume of bank lending.** Greater
information  sharing through credit
bureaus is associated with higher bank
profitability and lower bank risk. And
stronger creditor rights and the existence
of public or private credit registries are
associated with a higher ratio of private
credit to GDP.#

Country-specific studies confirm that
efficient debt recovery and exit processes
are key in determining credit conditions
and in ensuring that less productive firms
are either restructured or exit the market:

* In India the establishment of special-
ized debt recovery tribunals had a
range of positive effects, including
speeding up the resolution of debt re-
covery claims, allowing lenders to seize
more collateral on defaulting loans,
increasing the probability of repayment
by 28% and reducing interest rates on
loans by 1-2 percentage points.

* Brazil's extensive bankruptcy reform
in 2005 was associated with a 22%
reduction in the cost of debt and a
39% increase in the aggregate level of
credit.#’

Introducing streamlined mechanisms
for reorganization has been shown
to reduce the number of liquidations
because it encourages more viable
firms to opt for reorganization. Indeed,
it reduced the number of liquidations
by 14% in Colombia and by 8.4% in
Belgium.*® One important feature of
Colombia’s new system is that it bet-
ter distinguishes between viable and
nonviable firms, making it more likely
that financially distressed but funda-
mentally viable firms will survive.

Improving investor
developing
promoting more active markets for cor-
porate control reduce the persistence
of family-controlled firms over time,
expanding opportunity for firms with

more diversified capital structures.*

protections,

financial markets and

HOW GOVERNMENTS USE
DOING BUSINESS

Doing Business offers policy makers a
benchmarking tool useful in stimulating
policy debate, both by exposing poten-
tial challenges and by identifying good
practices and lessons learned. The initial
debate on the results highlighted by the
data typically turns into a deeper discus-
sion on the relevance of the data to the
economy and on areas where business
regulation reform is needed, including
areas well beyond those measured by
Doing Business.

Reform-minded governments
success stories in business regulation
refer to Doing Business for examples (box
2.2). Saudi Arabia, for example, used
the company law of France as a model
for revising its own law. Many 