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® Doing Business 2018 is the 15th in a

series of annual reports investigating
the regulations that enhance business
activity and those that constrain it.
Doing Business presents quantitative
indicators on business regulation

and the protection of property rights
that can be compared across 190
economies—from Afghanistan to
Zimbabwe—and over time.

® Doing Business measures aspects of

regulation affecting 11 areas of the

life of a business. Ten of these areas
are included in this year's ranking on
the ease of doing business: starting

a business, dealing with construction
permits, getting electricity, registering
property, getting credit, protecting
minority investors, paying taxes, trading
across borders, enforcing contracts and
resolving insolvency. Doing Business
also measures features of labor market
regulation, which is not included in this
year's ranking.

® Data in Doing Business 2018 are current

as of June 1, 2017. The indicators are
used to analyze economic outcomes
and identify what reforms of business
regulation have worked, where and why.


http://www.doingbusiness.org
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Foreword

Inits 14 years of publication, Doing Business
has come a long way. At a recent interna-
tional forum, | heard the leaders of India
and the Russian Federation talking about
how important it is for their countries to
improve their Doing Business rankings and
create more jobs for young workers.

When the first edition was published in
September 2003, little data was available
on regulation affecting business activity.
Doing Business created a new approach
to policy reform—one informed by hard
data and focused on domestic compa-
nies. The objectives of Doing Business are
as clear as they are ambitious: to inform
the design of reforms and motivate these
reforms through country benchmarking.
Behind each set of indicators lies rigorous
academic analysis, done in coopera-
tion with leading scholars. For example,
the indicators on efficient insolvency
systems were created with the help of
Professor Oliver Hart from Harvard
University, the 2016 Nobel Prize winner
in economics." In the years since the start
of the project, over 3,000 peer-reviewed
academic papers and another 7,000
working papers have been written using
the Doing Business data. Their findings
improve our knowledge of how economic
policy works.

1. Djankov and others 2008.

Since its inception—when Doing Business
covered 145 economies—the scope of
the report has expanded to 190 econo-
mies worldwide. The regulatory areas
measured by the report have also been
expanded to include more aspects that
are relevant to the daily operations of
domestic small and medium-size firms.
For eight of the 11 Doing Business indica-
tor sets, the report's traditional focus
on efficiency—defined as the time, cost
and number of interactions necessary to
incorporate a new business or connect
a warehouse to the electrical grid—has
been complemented with a new focus
on regulatory quality. Doing Business data
shows that efficiency and quality go hand
in hand, reinforcing each other.

Despite these additions and improve-
ments, one aspect of Doing Business has
remained unchanged: its focus on pro-
moting regulatory reform that strength-
ens the ability of the private sector to
create jobs, lift people out of poverty
and create more opportunities for the
economy to prosper. The notion that the
private sector has substantial economic,
social and development impact is now
universally recognized. Responsible for
an estimated 90% of employment in
developing economies, the private sector



is ideally placed to alleviate poverty by
providing the opportunities to secure a
good and sustainable standard of living.

Policy reforms catalyze private invest-
ment. Promoting a well-functioning pri-
vate sector is a major undertaking for
any government. It requires long-term
policies of removing administrative
barriers and strengthening laws that
promote entrepreneurship.

Hard data helps do that. It gives a voice
to the people to demand improved public
services. It also increases government
accountability. Over the past decade,
more than 60 economies have estab-
lished regulatory reform committees that
use the Doing Business indicators. As a
result, governments have reported more
than 3,180 regulatory reforms, includ-
ing about 920 reforms that have been
inspired by Doing Business. This is true
impact.

Kristalina Georgieva
Chief Executive Officer
The World Bank
Washington, DC



Overview

This year marks the 15th Doing Business report. Since the inception of the
project in 2003, the global business regulatory environment has changed

dramatically. Governments around the world have embraced and nurtured

advances in information technology to reduce bureaucratic hurdles and

increase transparency. Today, in 65 of the 190 economies covered by Doing

Business, entrepreneurs can complete at least one business incorporation

procedure online, compared with only nine of the 145 economies measured in

Doing Business 2004. Furthermore, in 31 economies it is now possible to initiate

a commercial dispute online. This kind of progress can also be observed in the

other areas measured by Doing Business.

Doing Business measures aspects of
business regulation and their impli-
cations for firm establishment and
operations. It does not include all
the issues that are relevant for busi-
nesses’ decisions, but it does cover
important areas that are under the
control of policy makers. Governments
worldwide recognize the economic
and political benefits of improved
business regulation. In fact, 119 of the
190 economies measured by Doing
Business 2018 enacted at least one
business regulation reform in 2016/17.
Of these, 79.8% implemented at least
one reform for a second consecutive
year and 64.7% for a third.

Business regulation can enable new
ideas to come to life. When a software
engineer realizes that she can develop
a better and less-expensive product
than is currently available, she may
choose to start her own company to
develop the idea. She will be more
likely to become an entrepreneur in an
economy where the rules governing
start-ups are accessible, transparent

and predictable. Conversely, in an
economy where business regula-
tion is cumbersome or ambiguous,
she may be less willing to start
her own company. In this case, the
economy forfeits a new entrepreneur
—as well as the associated capital
investment and job creation. In turn,
consumers have fewer, lower quality
and more expensive product choices.
Such a scenario highlights the way in
which cumbersome regulation can
distort resource allocation by stifling
entrepreneurial endeavors in favor of
maintaining a less optimal status quo.

Consider the case of the potential
software entrepreneur. If she were a
national of Canada, it would take just
two procedures, one and a half days
and less than 1% of income per capita
to start her business in Toronto. First,
she would need to file for federal incor-
poration and provincial registration
online via Industry Canada’s Electronic
Filing Centre; this costs 200 Canadian
dollars  ($159) and is completed
within a day. Second, she would need to
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® Doing Business uses 11 indicator sets to
measure aspects of business regulation
that matter for entrepreneurship.

= Although good regulatory practices
can be found around the world, they
are most common in OECD high-
income economies and the economies
of Europe and Central Asia.

® Sub-Saharan Africa has the widest
variation in performance among the
areas measured by Doing Business, with
Mauritius standing at 25 in the ranking
and Somalia at 190.

m South Asia is the only region not
represented in the top 50 ranking for
ease of doing business. However, India
stands out this year as one of the 10
economies that improved the most in
the areas measured by Doing Business.

® The regions with the highest share of
reforming economies in Doing Business
2018 are Europe and Central Asia,
South Asia and Sub-Saharan Africa.

= Crises are opportunities for reform;
economies are more likely to
implement regulatory reforms in the
areas measured by Doing Business
when there is fiscal distress. Evidence
shows that an economic crisis creates
a stronger motivation for reform than a
change of government.

= Better performance in Doing Business
is associated with lower levels of
unemployment and poverty.
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register online for value added tax; this
costs nothing and is completed within
half a day. She can perform these steps
online from the comfort of her home.
As her business expands and becomes
profitable, she would be expected to
pay 20.9% of her commercial profits
in taxes and contributions annually.
However, if the same entrepreneur were
a national of the Philippines, living in
Quezon City, the business incorporation
process would require 16 procedures,
take 28 days and cost around 16% of
income per capita. She would need to
make 20 different tax and contribution
payments and visit multiple agencies
in person. Furthermore, her business
would be expected to pay 42.9% of
its commercial profits in taxes and
contributions annually. Cumbersome
business regulatory structures such
as these constrain the ability of entre-
preneurs to transform their ideas into
viable businesses.

Doing Business measures the processes
for starting a business, obtaining a
building permit, getting an electricity
connection, transferring property, pay-
ing taxes, taking a commercial dispute
to court, and resolving an insolvency

case, as well as credit and equity market
regulations and logistics of importing
and exporting goods (figure 1.1). There
are many other factors that influence
firm decisions—such as the availability
of skilled labor or market size—that are
not captured in Doing Business. But
Doing Business focuses on key areas
of interaction between the govern-
ment and entrepreneurs, where policy
makers and regulators can directly
influence procedures to facilitate these
interactions. For more information on
what is measured and what is not, see
the chapter About Doing Business.

WHAT ARE THE BENEFITS
OF IMPROVED BUSINESS
REGULATION?

The 11 Doing Business indicator sets
capture the effectiveness and quality of
business regulation. Research findings
substantiate the economic relevance
of the aspects of business regulation
measured by Doing Business. Recent
research, for example, examines the
impact of improving business regulation.
One study finds that high start-up costs
can result in lower overall productivity.

Specifically, incumbent firms are more
likely to continue operating despite
poor productivity because there is little
competition from new, more productive
firms. In the absence of effective regula-
tion, firms are also less inclined to leave
the informal sector.

In addition, Doing Business measures
the coverage, scope and quality of
credit information available from credit
registries and bureaus. When function-
ing well, these institutions form an
essential element of an economy's
financial infrastructure by strengthening
access to financial services, particularly
credit. By collecting and sharing credit
information, such agencies reduce infor-
mation asymmetries, increase access
to credit for small firms, lower interest
rates, improve borrower discipline
and strengthen bank supervision and
credit risk monitoring. Indeed, a study
of a credit bureau serving the equip-
ment finance industry in the United
States found that better exchange of
information between lenders results
improved repayment behavior by
firms, including lower incidences of
delinquencies and defaults. This impact
was stronger for firms that typically lack

in

FIGURE 1.1
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Source: Doing Business database.

Note: Labor market regulation is not included in the ease of doing business ranking.



informationaltransparency, suchassmall
and young firms.?

Doing Business places emphasis on the
quality of legal infrastructure and the
strength of legal institutions. The pro-
tecting minority investors indicator set,
for example, measures the protection of
minority shareholders. For businesses to
secure equity finance, legal mechanisms
are needed to prevent the use of corporate
assets by company insiders for personal
gain—especially during financial crises
or times of market distress. Research
has shown that during the 2008 global
financial crisis, for example, companies
in economies with better investor protec-
tions and stronger corporate governance
experienced a smaller decrease in their
market value. Conversely, firms in econo-
mies with weak legal structures saw a
more significant decline in value.?

The Doing Business indicators on resolv-
ing insolvency provide evidence of a
strong relationship between regula-
tory quality and efficient outcomes.
The indicator set measures the qual-
ity of regulation as the recovery rate
for secured creditors and the extent to
which domestic law has incorporated
certain internationally-accepted prin-
ciples on liquidation and reorganization
proceedings. Efficient outcomes occur
when viable businesses are given a
chance to survive, while loss-prone,
inefficient firms exit the market, putting
resources to better use elsewhere in
the economy. In the absence of strong
legal bankruptcy legislation, however,
the balance between firm survival and
efficient exit is distorted. This distortion
was highlighted by research using data
from Hungary, where the majority of
firms in bankruptcy were preserved and
allowed to continue operating as going
concerns—despite  generating  sub-
stantial operating losses and resulting
in low recovery rates for creditors. The
main cause of this distortion was the
inadequate allocation of control rights
between secured and unsecured credi-
tors, which decreased the recovery value

by not allowing creditors to take impor-
tant decisions related to the company
assets during insolvency procedures.
Another cause was the establishment of
a compensation scheme for agents man-
aging bankruptcy proceedings based on
assets sold and operating revenues of a
firm, which created a significant increase
in the cost of bankruptcy procedures
and reduced creditors’ recovery rate.*

In the area of cross-border trade, Doing
Business measures the effectiveness
of trade logistics. Several studies have
underscored the importance of port
both

trade facilitation and regional economic

automation and efficiency for

development. These studies have found
that ports that are more automated
require less maintenance, are more
cost-effective and ensure better worker
safety. Furthermore, a study of the
determinants of shipping costs from
Latin America to the United States
found that—for most exporting econo-
mies—high transportation costs pose
even greater barriers to trade than
import tariffs, and that port inefficien-
cies significantly add to these costs. One
of the most striking findings is that by
improving port efficiency from the 25th
to the 75th percentile, shipping costs are
lowered by 12%, substantially increasing
the volume of bilateral trade.> One of
the principal causes of port inefficiency
is excessive regulation—precisely what
Doing Business advocates to curb.

WHERE IS BUSINESS
REGULATION BETTER?

The overall measure of the ease of doing
business gives an indication of where it
is easier for domestic small and medium-
size firms to do business. Although the
economies with the most business-
friendly regulation in this year's ease
of doing business ranking are relatively
diverse, the economies within the top 20
share some common features. Fourteen
of the top 20 are OECD high-income
economies; three are from Europe and
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Central Asia and three from East Asia
and the Pacific. Eighteen of the top 20
are classified as high-income economies.
The top 5 performers are New Zealand,
Singapore, Denmark, the Republic of
Korea and Hong Kong SAR, China. The
former Yugoslav Republic of Macedoniais
the only upper-middle-income economy
on the list, while Georgia is the only low-
er-middle-income one (table 1.1). To date,
no low-income economy has reached the
top 20 group. However, being wealthy
does not guarantee a front-runner posi-
tion in the ease of doing business ranking;
many high-income economies still have
room for progress. Having few bureau-
cratic hurdles, robust legal institutions
and laws and regulations that are based
on international good practices is what
matters most for a good performance in
the ease of doing business ranking.

Among the top 20 economies, Georgia,
with a ranking of 9, has implemented the
highest number of business regulation
reforms since the launch of Doing Business
in 2003—a total of 47. With 41, FYR
Macedonia has carried out the second
highest number of reforms among the
top 20. During the same period, Latvia
and Lithuania have also actively reformed
their business regulatory environments,
with 28 and 31 reforms respectively.
Among other reforms, Lithuania has
made six reforms to its business incor-
poration processes, five reforms to
bankruptcy proceedings and four reforms
to its taxation system. Many other top-
ranked economies have followed this pat-
tern of continuous reform, demonstrating
that comprehensive reform efforts can
lead to considerable improvements in an
economy'’s regulatory and business envi-
ronment. Another feature that the top
20 economies have in common—albeit
not measured by Doing Business—is that
on average they have higher labor force
participation rates and lower levels of
income inequality. Indeed, the average
Gini coefficient® of the top 20 economies
is 0.3 (with O representing perfect equal-
ity and 1 representing perfect inequality),
compared to 0.4 for the lowest 20.”
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TABLE 1.1 Ease of doing business ranking
DB DB DB
2018 DTF DTF 2018 DTF DTF 2018 DTF DTF
Rank | Economy score change | Rank | Economy score change | Rank | Economy score  change
1 New Zealand 86.55 -0.18 65 | Albania 68.70 +0.96 | 129 | St.Vincent and the Grenadines 55.72  +0.01
2 | Singapore 84.57 +0.04 66 | Bahrain 68.13  +0.07 | 130 | Palau 5558  +0.46
3 | Denmark 84.06 -0.01 67 | Greece 68.02 +0.07 | 131 | Nicaragua 5539  +0.09
4 Korea, Rep. 83.92 0.00 68 | Vietnam 67.93 +2.85 | 132 | Barbados 55.20 -0.09
5 | HongKong SAR, China  83.44 +0.29 69 | Morocco 67.91  -0.03 | 133 | Lebanon 54.67 -0.10
6 | United States 82.54  -0.01 70 | Jamaica 67.27  +0.57 | 134 | St.Kitts and Nevis 5452 +0.18
7 | United Kingdom 82.22  -0.12 71 | Oman 67.20  +0.08 | 135 | Cambodia 54.47  +0.23
8 | Norway 82.16 -0.25 72 | Indonesia 66.47 +2.25 | 136 | Maldives 5442  +0.64
9 | Georgia 82.04 +2.12 73 | El Salvador 66.42  +3.54 | 137 | Tanzania 54.04  +0.11
10 | Sweden 81.27 +0.03 74 | Uzbekistan 66.33  +4.46 | 138 | Mozambique 54.00  +0.97
1 Macedonia, FYR 81.18 -0.21 75 | Bhutan 66.27 +1.06 | 139 | Cote d'lvoire 53.71 +2.04
12 | Estonia 80.80 +0.05 76 | Ukraine 65.75 +1.90 | 140 | Senegal 53.06  +3.75
13 | Finland 80.37 -0.11 77 | Kyrgyz Republic 65.70  +0.54 | 141 | lao PDR 53.01  +0.43
14 | Australia 80.14  0.00 78 | China 6529  +0.40 | 142 | Grenada 52.94 -0.11
15 | Taiwan, China 80.07 +0.41 79 | Panama 65.27 +1.25 | 143 | Mali 52.92 +0.30
16 | Lithuania 79.87 +1.05 80 | Kenya 65.15  +2.59 | 144 | Niger 5234 +2.26
17 | Ireland 79.51  -0.19 81 | Botswana 64.94  +0.07 | 145 | Nigeria 5203  +3.85
18 | Canada 79.29  -0.09 82 | South Africa 64.89  -0.08 | 146 | Gambia, The 51.92 -0.01
19 | latvia 79.26  -0.79 83 | Qatar 64.86  +0.61 | 147 | Pakistan 51.65  +0.71
20 | Germany 79.00 -0.19 84 | Malta 64.72  +0.43 | 148 | Burkina Faso 51.54  +0.20
21 | United Arab Emirates 78.73 +1.87 85 | Zambia 64.50 +3.92 | 149 | Marshall Islands 51.45  +0.03
22 | Austria 7854  -0.15 86 | Bosnia and Herzegovina 64.20 +0.42 | 150 | Mauritania 50.88  +1.56
23 | Iceland 78.50 +0.01 87 | Samoa 63.89 +2.06 | 151 | Benin 50.47  +1.85
24 | Malaysia 78.43  +0.96 88 | Tunisia 63.58  -0.20 | 152 | Bolivia 50.18  +0.32
25 | Mauritius 77.54  +2.09 89 | Tonga 63.43  +0.50 | 153 | Guinea 49.80  +0.32
26 | Thailand 77.44  +5.68 90 | Vanuatu 63.08  +0.02 | 154 | Djibouti 49.58  +3.99
27 Poland 77.30 +0.18 91 | St. Lucia 62.88 +0.01 | 155 | Micronesia, Fed. Sts. 48.99 +0.01
28 | Spain 77.02  0.00 92 | SaudiArabia 62.50 +2.92 | 156 | Togo 4888  +0.64
29 | Portugal 76.84  -0.14 93 | San Marino 62.47  -0.03 | 157 | Kiribati 48.74 -0.31
30 | Czech Republic 76.27 +0.03 94 | Uruguay 61.99 +0.35 | 158 | Comoros 4852  +0.47
31 | France 76.13  -0.06 95 | Seychelles 61.41  +1.01 | 159 | Zimbabwe 4847  +0.80
32 | Netherlands 76.03  +0.51 96 | Kuwait 61.23  +1.52 | 160 | Sierra Leone 48.18 -0.06
33 | Switzerland 7592 +0.19 97 | Guatemala 61.18  -0.43 | 161 | Ethiopia 47.77  +2.08
34 | Japan 75.68 +0.07 98 | Dominica 60.96 +0.34 | 162 | Madagascar 47.67  +3.05
35 | Russian Federation 75.50 +0.81 99 | Dominican Republic 60.93 +2.52 | 163 | Cameroon 4723  +2.18
36 | Kazakhstan 7544  +1.06 100 | India 60.76  +4.71 | 164 | Burundi 46.92  +0.06
37 | Slovenia 7542 +0.99 101 | Fiji 60.74  +0.04 | 165 | Suriname 46.87  +0.11
38 | Belarus 75.06  +0.55 102 | Trinidad and Tobago 60.68  -0.19 | 166 | Algeria 46.71 -0.01
39 | Slovak Republic 74.90 -0.25 103 | Jordan 60.58 +2.38 | 167 | Gabon 46.19  +1.33
40 | Kosovo 73.49 +4.98 104 | Lesotho 60.42 +0.54 | 168 | lraq 44.87  +0.48
41 Rwanda 73.40 +3.21 105 | Nepal 59.95 +2.35 | 169 | SaoTomé and Principe 44.84  +0.39
42 | Montenegro 73.18 +1.64 106 | Namibia 59.94  +0.54 | 170 | Sudan 4446  +0.17
43 | Serbia 73.13  +0.26 107 | Antigua and Barbuda 59.63  +0.98 | 171 | Myanmar 4421  +0.30
44 | Moldova 73.00 +0.20 108 | Paraguay 59.18  +0.06 | 172 | Liberia 43.55  +3.10
45 | Romania 72.87 +0.17 109 | Papua New Guinea 59.04 +0.17 | 173 | Equatorial Guinea 4166  +1.77
46 | ltaly 72.70  +1.15 110 | Malawi 5894  +6.33 | 174 | Syrian Arab Republic 41.55  +0.08
47 | Armenia 72.51  +0.59 111 | Srilanka 5886 +0.13 | 175 | Angola 4149  +1.38
48 | Hungary 72.39 +0.26 112 | Swaziland 58.82 +0.25 | 176 | Guinea-Bissau 41.45  +0.23
49 | Mexico 72.27 +0.18 113 | Philippines 58.74  +0.42 | 177 | Bangladesh 4099  +0.15
50 | Bulgaria 71.91  +0.10 114 | West Bank and Gaza 5868 +3.80 | 178 | Timor-Leste 40.62 -0.07
51 Croatia 71.70  +0.05 115 | Honduras 5846  -0.07 | 179 | Congo, Rep. 39.57 -0.52
52 | Belgium 71.69 -0.23 116 | Solomon Islands 58.13  -0.01 | 180 | Chad 38.30 -0.28
53 | Cyprus 71.63  -0.49 117 | Argentina 58.11  +0.07 | 181 | Haiti 3824  +0.01
54 | Israel 71.42  +0.05 118 | Ecuador 57.83  -0.01 | 182 | Congo, Dem. Rep. 37.65  +0.22
55 Chile 71.22  +0.37 119 | Bahamas, The 5747 +0.82 | 183 | Afghanistan 36.19 -1.80
56 | Brunei Darussalam 70.60 +5.83 120 | Ghana 57.24  +0.34 | 184 | Central African Republic 3486  +0.78
57 | Azerbaijan 70.19  +3.12 121 | Belize 57.11  +0.03 | 185 | Libya 3321 +0.03
58 | Peru 69.45 +0.01 122 | Uganda 56.94 +0.42 | 186 | Yemen, Rep. 33.00  +0.06
59 | Colombia 69.41 -0.11 123 | Tajikistan 56.86 +0.93 | 187 | South Sudan 32.86 -0.33
60 Turkey 69.14 +1.16 124 | lIran, Islamic Rep. 56.48 +0.26 | 188 | Venezuela, RB 30.87 -0.79
61 Costa Rica 69.13 +1.23 125 | Brazil 56.45 +0.38 | 189 | Eritrea 2287  +0.42
62 | Mongolia 69.03 +1.27 126 | Guyana 56.28 +0.39 | 190 | Somalia 19.98 -0.31
63 | Luxembourg 69.01 +0.35 127 | Cabo Verde 56.24  +0.42
64 Puerto Rico (U.S.) 68.85 +0.05 128 | Eqypt, Arab Rep. 56.22  +0.10

Source: Doing Business database.

Note: The DB 2018 rankings are benchmarked to June 2017 and based on the average of each economy's distance to frontier (DTF) scores for the 10 topics included in

the aggregate ranking. For the economies for which the data cover two cities, scores are a population-weighted average for the two cities. A positive change indicates an
improvement in the score between 2016 and 2017 (and therefore an improvement in the overall business environment as measured by Doing Business), while a negative
change indicates a deterioration and 0.00 indicates no change in the score.



What can the Doing Business 2018 data tell
us about global patterns? Good regulatory
practices are present in almost all of the
world's regions. Aside from 28 OECD
high-income economies, the 50 highest-
ranked economies include 13 from Europe
and Central Asia, five from East Asia and
the Pacific, two from Sub-Saharan Africa
and one each from the regions of Latin
America and the Caribbean and the
Middle East and North Africa. Each region
also has a relatively wide spectrum of
strong and weak performers. Economies
areranked based on the distance to frontier
score. This measure shows the distance
of each economy to the “frontier” which
represents the best performance observed
on each of the indicators across all econo-
mies in the Doing Business sample (box
11. In OECD high-income economies,
for example, New Zealand, Denmark and
Korea have the highest overall distance
to frontier scores at 86.55, 84.06 and
83.92, respectively. Conversely, Greece,
Luxembourg and Chile have the lowest
scores in this group, at 68.02, 69.01 and
71.22. However, the OECD high-income
group has the smallest gap between the
highest and the lowest scores, of only
18.53 percentage points (figure 1.2).
Sub-Saharan Africa has the widest gap
(57,56 percentage points), with a regional
average score of only 50.43—the lowest
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FIGURE 1.2 Where it is easier to do business and where it is more difficult
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across all regions. Among the economies
of Sub-Saharan Africa, Mauritius has the
highest distance to frontier score (77.54),
while Somalia the lowest (19.98).

Regional rankings across different Doing
Business indicator sets also show large
variations. South Asia, for example—the
only region not represented in the top 50
list—scores comparatively well for starting
a business, with an average distance to
frontier score of 83.27. In contrast, South
Asia's regional average score for resolving

BOX 1.1 What is the distance to frontier score?
Doing Business measures many different dimensions of business regulation. To

insolvency is only 33.04. Indeed, Doing
Business data show considerable varia-
tion in performance between economies
within the same region and within the
same regulatory area. Within South Asia,
India has the highest score (80) for pro-
tecting minority investors compared to
Afghanistan’s score of 10. Similarly, there is
a substantial difference in scores between
economies in the Middle East and North
Africa region. Malta, for example, has
a distance to frontier score for trading
across borders of 91.01, while Algeria
only scores 24.15. Interestingly, all regions
have at least one economy in the top 20
ranking on the protecting minority inves-
tors indicators and all regions—except the
OECD high-income group—have at least

combine measures with different units such as the number of days to obtain a
construction permit and the number of procedures to start a business into a sin-
gle score, Doing Business computes the distance to frontier score. The distance to
frontier score captures the gap between an economy'’s current performance and
the best practice across the entire sample of 41 indicators across 10 Doing Business
indicator sets. For example, according to the Doing Business database across all
economies and over time, the least time to start a business is 0.5 days while in the
worst 5% of cases it takes more than 100 days to incorporate a company. Half a

one economy in the bottom 20 ranking on
the protecting minority investors indica-
tors. These patterns indicate that there is
further room for improvement across all
regions and at all income levels.

day is, therefore, considered the frontier of best performance, while 100 days is WHICH ECONOMIES
the worst. Higher distance to frontier scores show absolute better ease of doing IMPROVED THE MOST IN
business (as the frontier is set at 100 percentage points), while lower scores show DOING BUSINESS 2018?

absolute poorer ease of doing business (the worst performance is set at O per-
centage points). The percentage point distance to frontier scores of an economy
on different indicators are averaged to obtain an overall distance to frontier score.
For more details, see the chapter on the distance to frontier and ease of doing
business ranking.

Doing Business 2018 captures 264 busi-
ness regulation reforms across the 10
measured indicator sets. As in previous
years, Sub-Saharan Africa is the region
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with the highest number of reforms (83
in total), followed by East Asia and the
Pacific (45) and Europe and Central Asia
(44). The regions with the highest share
of reforming economies are Europe and
Central Asia (79%), South Asia (75%)
and Sub-Saharan Africa (79%), while the
OECD high-income group has the lowest
share (46%). The indicator sets for start-
ing a business and getting credit record
the highest number of reforms (38 each)
in 2016/17. They are closely followed
by the trading across borders indicator
set with 33 reforms. The least-reformed
areas as captured by Doing Business
continue to be the indicators with a legal
focus—for example, resolving insolvency
(13 reforms) and enforcing contracts
(20). Legal reforms are typically slow to
advance, mainly because they require
long-term political commitments, sub-
stantial resources and close collaboration
between multiple regulatory agencies and
rulemaking institutions.

It is important to look at both the num-
ber of reforms and their impact on the
distance to frontier score because they
provide different information. The number
of reforms indicates how many areas an

economy chose to target for improve-
ment, while the change in the distance
to frontier score indicates the size of the
impact those changes had on the Doing
Business data. Across all economies, the
average distance to frontier score increase
is 0.76 percentage points, with the highest
regional increase in Sub-Saharan Africa
(118), although this region does not have
the highest percentage of economies
implementing at least one business
regulatory reform. Nevertheless, there is a
strong correlation between the number of
reforms and the actual improvement in the
distance to frontier score.® Doing Business
data show that it has become easier for
small and medium-size enterprises to
do business in 62.6% of economies
worldwide (or 119 of the 190 economies
measured by Doing Business).

While economies in the Sub-Saharan
Africa region show the highest aver-
age increase in the distance to frontier
score, economies in the OECD high-
income group have the lowest average
increase (0.11 percentage points). This
is not surprising as most OECD high-
income economies are already near to
global good practices. The Doing Business

indicator sets capturing the most busi-
ness regulation reforms across regions
in 2016/17 are paying taxes and trading
across borders. Indeed, the reform agen-
das of OECD high-income and East Asia
and the Pacific economies appear to be
dominated by regulatory changes cap-
tured by the paying taxes indicator set
(figure 1.3). Lower-middle-income econo-
mies have the highest average reform
count at 1.9 reforms each; low-income
economies are second highest at 1.3
reforms.  Unsurprisingly, high-income
economies recorded the lowest average
reform count (D).

Of the 10 economies showing the most
improvement in performance on the Doing
Business indicators, three are from Sub-
Saharan Africa, two from East Asia and
the Pacific, two from Europe and Central
Asia, one from Latin America and the
Caribbean, one from the Middle East and
North Africa and one from South Asia.
Brunei Darussalam, the only high-income
economy on the list of top 10 improv-
ers, showed the largest advance toward
the global good practice frontier after
implementing eight reforms in 2016/17;
it joins this list for the second year in a

FIGURE 1.3  The average number of reforms per economy is highest in South Asia but the average impact is biggest in Sub-Saharan Africa
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Source: Doing Business database.

Note: The average change in the distance to frontier score shows the change between Doing Business 2018 and Doing Business 2017.



row. El Salvador, India, Malawi, Nigeria
and Thailand also made impressive
strides and joined the 10 top improvers
for the first time. Among top improvers,
Brunei Darussalam, India and Thailand
implemented the highest number of busi-
ness regulation reforms in 2016/17, with
eight reforms each. The remaining four
economies in the list of top improvers are:
Kosovo, Uzbekistan, Zambia and Djibouti.
For details on the reforms these countries
undertook, see the chapter on reforming
the business environment in 2016/17.

The database of Doing Business reforms
indicates differences in reform momen-
tum, both within topics and across regions.
Why are reforms more common in some
years than others? When do economies
tend to reform in the areas covered
in Doing Business? Two main theories
explain the timing of regulatory reform.
The first suggests that economies reform
when they must—that is, when there is
no choice but to implement a regulatory
change. In this case, an increase in reforms
would be more likely during crises.® A sec-
ond theory argues that economies reform
when they can—that is, when govern-
ments are recently elected and are in the
"honeymoon period."®

Doing Business data can be used to explore
which theory is more likely to hold true
in practice. Recent research shows that
governments are more likely to reform
business regulation when their economy
is experiencing a fiscal crisis." This is
particularly true for regulation concern-
ing resolving insolvency, which showed
a spike in reform activity in 2010/11,? a
couple of years after the 2008/09 finan-
cial crisis. Thereasonis that these kinds of
reforms take time to be implemented and
captured by Doing Business (figure 1.4).
However, the effect of fiscal crises on
reform intensity is less robust when
public debt is lower. When a fiscal
crisis can be solved—albeit temporar-
ily—by increasing borrowing, the need
for reform becomes less urgent. In
contrast, the "honeymoon” theory of
reforms has less evidence to support

FIGURE 1.4 Reform intensity tends to rise in response to crises
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it. In general, political change is not
associated with more reform unless the
political change takes place after the
fiscal crisis. Indeed, economies tend
to reform when they must, rather than
when they can.

WHAT IMPACT DOES
BUSINESS REGULATION
HAVE ON EMPLOYMENT AND
POVERTY?

Many factors explain poverty. These
can include vulnerability to natural
disasters, remoteness, quality of gov-
ernance, property rights, availability of
infrastructure and services, proximity to
markets, social relationships, the gender
of the head of household, employment
status, hours worked, property owned
and educational attainment.”® Several
of these factors have a direct link to the
areas measured in Doing Business since
the Doing Business indicators measure
factors such as the quality of governance
and property rights. Furthermore, Doing
Business can have anindirect link to these
factors as improvements to business
regulation can drive additional job cre-
ation. And ultimately, as a reliable source
of income, employment can lift people
out of poverty.

Reforming in the areas measured by
Doing Business can be particularly ben-
eficial to employment creation when
those reforms take place in the areas
of starting a business and labor market
regulation.” Such an assertion, how-
ever, is made with some caveats from
other research exploring causal relation-
ships between business entry regulation
and job creation.” Nonetheless, one of
the mechanisms through which busi-
ness regulation can impact employment
directly is the simplification of business
start-up regulations. Across economies
there is a significant positive association
between employment growth and the
distance to frontier score (figure 1.5).
While this result shows an association,
and cannot be interpreted in a causal
fashion, it is reassuring to see that
economies with better business regula-
tion, as measured by Doing Business,
also tend to be the economies that
are creating more job opportunities.’
When it comes to unemployment, the
expected opposite result is evident.
Economies with less streamlined busi-
ness regulation are those with higher
levels of unemployment on average. In
fact, a one-point improvement in the
distance to frontier score is associated
with a 0.02 percentage point decline in
unemployment growth rate.”
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FIGURE 1.5 Better business regulation is associated with employment growth and poorer regulation with higher unemployment
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Note: The relationships are significant at the 1% level after controlling for income per capita. The left-hand side relationship also holds when using employment growth rate and

distance to frontier average score between 2010 and 2015.

Doing Business 2017 reported that there
is a negative association between the
Gini index, which measures income
inequality within an economy, and the
distance to frontier score. Economies
with poor quality business regulation
have higher levels of income inequal-
ity on average. This relationship can
be partially explained by the strong
association between of
poverty and the distance to frontier
score. When business regulation is
overly cumbersome, entrepreneurs and
workers are pushed out of the formal
sector and must resort to operating
in the informal sector.’® " The informal
sector is characterized by a lack of
regulation, minimal social protection
and increased of

measures

levels poverty.?°
Individuals living in poverty are likely to
gain the most from smarter and more
streamlined business regulation. When
bureaucratic hurdles are high, only the
most privileged members of society
can get things done, either through
hiring third parties or paying bribes.
In economies with complex company
incorporation processes, for example,
entrepreneurs tend to hire lawyers to

assist with the process of registering
their businesses.

The data support this interpretation as
there is a strong association between
inequality, poverty and business regu-
lation. In fact, economies with better
business regulation have lower levels
of poverty on average. Indeed, a 10
percentage point improvement in the
distance to frontier is associated with a
2 percentage point reduction in the pov-
erty rate, measured as the percentage of
people earning less than $1.90 a day.”
Fragility is also a factor linked to poverty.
However, even fragile economies can
improve in areas that ultimately reduce
poverty Despite their fragile
status, several economies implemented
reforms as captured by Doing Business
2018 (box 1.2).

levels.

WHAT IS NEW IN THIS
YEAR'S REPORT?

This year's report presents four case
studies, two of which focus on trans-
parency. The case study on starting a

business analyzes new data about the
information available at business regis-
tries. It finds that economies with more
transparent and accessible information
have lower levels of corruption on
average. The case study on registering
property analyzes the transparency of
information as captured by the quality
of land administration index and shows
that transparent land administration
systems are associated with a lower
incidence of bribery.

The case study on dealing with con-
struction permits

participation
regulation. It demonstrates that econo-
mies which employ some form of pri-
vate sector involvement in construction
regulation tend to have more efficient
processes and better quality controls.
However, they also exhibit higher
costs and a propensity for conflicts
of interest. Finally, the case study on
resolving insolvency discusses three
successful  insolvency  reforms—in
France, Slovenia and Thailand—and the

analyzes private

sector in construction

lessons learned that are transferable to
other economies.



BOX 1.2 Crises as opportunities?

Fragile states, often characterized by weak governance, residual violence, concentrated poverty and inequality, face myriad devel-
opment and humanitarian challenges. Depleted human capital, minimal rule of law and violence all contribute to significant—and
often extreme—rates of poverty in fragile states.? While fragile states are not home to the majority of the world's poor, the poor are
disproportionatelylocatedinfragile states,underscoringthe needtoaddress povertyintheseeconomies.Inpoorandfragile states,
the private sector is often constrained by a lack of infrastructure, political instability, high rates of informality and poor business
skills. Private sector job creation is one of the factors that can diminish the incentives to engage in violence, thereby reducing
both fragility and poverty.©

Doing Business data show that fragile economies are reforming and approaching crises as opportunities for better business
regulations. As a result, the gap with non-fragile economies in some areas of business regulation has been narrowing over time
(see figure). In 2016/17, of the 34 economies classified as most vulnerable by the World Bank Group's 2017 Harmonized List
of Fragile Situations,? 14 implemented at least one business regulation reform and six economies implemented two reforms or
more. Getting credit was the most reformed area of business regulation, accounting for eight of the 24 reforms implemented
by this group. Djibouti recorded five reforms, the highest number among all fragile states. Djibouti reduced the fees associ-
ated with starting a business and construction inspections, implemented decennial liability for all professionals involved in
construction projects, increased the transparency of its land administration system and established a new credit information
system. As a result of these reforms, Djibouti's distance to frontier score improved by 3.79 percentage points.

Fragile states are converging with non-fragile states on the cost to register property and start a business
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Source: Doing Business database.

Note: Fragile states are classified based on the World Bank Group's Harmonized List of Fragile Situations for fiscal year 2017. The sample includes 174 economies
where data is available back to Doing Business 2006.

Kosovo, the second most-reformed country in the fragile states group, implemented three business regulation reforms.
Irag, Madagascar, Myanmar, and Sierra Leone made two reforms each in 2016/17. Irag simplified the process of starting a
business by combining multiple registration procedures and reducing the time to register a company. It also launched a new
credit registry, improving access to credit information. Similarly, Myanmar adopted a regulation that allows the creation of
credit bureaus, while Madagascar increased the coverage of its credit registry. Kosovo and Liberia undertook reforms in the
area of resolving insolvency in 2016/17. Both of these economies introduced a legal framework for corporate insolvency,
making liquidation and reorganization procedures available to debtors and creditors.

a. World Bank 2011.

b. Burt, Hughes and Milante 2014.

c. Collier and Hoeffler 2004.
d. The harmonized list also includes Tuvalu, the only economy from the list that is not measured by Doing Business.
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About

Doing Business

The foundation of Doing Business is the notion that economic activity benefits from
clear and 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 partners with essential protections against
arbitrariness and abuse. Such rules are much more effective in shaping the incentives
of economic agents in ways that promote growth and development where they are
reasonably efficient in design, are transparent and accessible to those for whom they
are intended and can be implemented at a reasonable cost. The quality of the rules
also has a crucial bearing on how societies distribute the benefits and finance the
costs of development strategies and policies.

Good rules create an environment where
new entrants with drive and good ideas
can get started in business and where
good firms can invest, expand and cre-
ate new jobs. The role of government
policy in the daily operations of domes-
tic small and medium-size firms is a
central focus of the Doing Business data.
The objective is to encourage regulation
that is designed to be efficient, acces-
sible to all and simple to implement.
Onerous regulation diverts the energies
of entrepreneurs away from developing
their businesses. But regulation that is
efficient, transparent and implemented
in a simple way facilitates business
expansion and innovation, and makes
it easier for aspiring entrepreneurs to
compete on an equal footing.

Doing Business measures aspects of
business regulation for domestic firms
through an objective lens. The focus of
the project is on small and medium-size
companies in the largest business city of
an economy. Based on standardized case
studies, Doing Business presents quantita-
tive 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 189 other
economies and over time.

FACTORS DOING BUSINESS
MEASURES

Doing Business captures several impor-
tant dimensions of the regulatory
environment as it applies to local firms.
It provides quantitative indicators on
regulation for starting a business, deal-
ing with construction permits, getting
electricity, registering property, getting
credit, protecting minority investors, pay-
ing taxes, trading across borders, enforc-
ing contracts and resolving insolvency
(table 2.1). Doing Business also measures
features of labor market regulation.
Although Doing Business does not pres-
ent rankings of economies on the labor
market regulation indicators or include
the topic in the aggregate distance to
frontier score or ranking on the ease of
doing business, it does present the data
for these indicators.

Doing Business 2018

w’w

® Doing Business measures aspects of
business regulation affecting domestic
small and medium-size firms defined
based on standardized case scenarios
and located in the largest business city
of each economy. In addition, for 11
economies a second city is covered.

® Doing Business covers 11 areas
of business regulation across
190 economies. Ten of these
areas—starting a business, dealing
with construction permits, getting
electricity, registering property, getting
credit, protecting minority investors,
paying taxes, trading across borders,
enforcing contracts and resolving
insolvency—are included in the
distance to frontier score and ease of
doing business ranking. Doing Business
also measures features of labor market
regulation, which is not included in
these two measures.

m Doing Business relies on four main
sources of information: the relevant
laws and regulations, Doing Business
respondents, the governments of the
economies covered and the World
Bank Group regional staff.

= More than 43,000 professionals in 190
economies have assisted in providing
the data that inform the Doing Business
indicators over the past 15 years.

® Doing Business data are widely
used by governments, researchers,
international organizations and think
tanks to guide policies, conduct
research and develop new indexes.
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TABLE 2.1 What Doing Business measures—11 areas of business regulation

What is measured

Indicator set

Starting a business

Dealing with construction permits

Getting electricity
Registering property

Getting credit

Protecting minority investors
Paying taxes

Trading across borders
Enforcing contracts

Resolving insolvency

Labor market regulation

Procedures, time, cost and paid-in minimum capital to start a
limited liability company

Procedures, time and cost to complete all formalities to build a
warehouse and the quality control and safety mechanisms in the
construction permitting system

Procedures, time and cost to get connected to the electrical grid,
the reliability of the electricity supply and the transparency of tariffs

Procedures, time and cost to transfer a property and the quality of
the land administration system

Movable collateral laws and credit information systems

Minority shareholders' rights in related-party transactions and in
corporate governance

Payments, time and total tax and contribution rate for a firm to
comply with all tax regulations as well as post-filing processes

Time and cost to export the product of comparative advantage and
import auto parts

Time and cost to resolve a commercial dispute and the quality of
judicial processes

Time, cost, outcome and recovery rate for a commercial insolvency
and the strength of the legal framework for insolvency

Flexibility in employment regulation and aspects of job quality

How the indicators are selected
The design of the Doing Business indica-
tors has been informed by theoretical
insights gleaned from extensive research
and the literature on the role of institu-
tions in enabling economic development.’
In addition, the background papers devel-
oping the methodology for each of the
Doing Business indicator sets have estab-
lished the importance of the rules and
regulations that Doing Business focuses
on for such economic outcomes as trade
volumes, foreign direct investment, mar-
ket capitalization in stock exchanges and
private credit as a percentage of GDP.?

The choice of the 11 sets of Doing
Business indicators has also been guided
by economic research and firm-level
data, specifically data from the World
Bank Enterprise Surveys.> These surveys
provide data highlighting the main
obstacles to business activity as reported
by entrepreneurs in more than 131,000
companies in 139 economies. Access
to finance and access to electricity, for
example, are among the factors identified
by the surveys as important to busi-
nesses—inspiring the design of the Doing

Business indicators on getting credit and
getting electricity.

Some Doing Business indicators give a
higher score for more regulation and
better-functioning institutions (such as
courts or credit bureaus). Higher scores
are given for stricter disclosure require-
ments for related-party transactions,
for example, in the area of protecting
minority investors. Higher scores are
also given for a simplified way of apply-
ing regulation that keeps compliance
costs for firms low—such as by easing
the burden of business start-up formali-
ties with 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 hinder-
ing the development of the private sector.

The distance to frontier and
ease of doing business ranking
To provide different perspectives on the
data, Doing Business presents data both for
individual indicators and for two aggregate
measures: the distance to frontier score
and the ease of doing business ranking.
The distance to frontier score aids in
assessing the absolute level of regulatory
performance and how it improves over
time. This measure shows the distance of
each economy to the “frontier,” which rep-
resents the best performance observed on
each of the indicators across all economies
in the Doing Business sample since 2005
or the third year in which data were col-
lected for the indicator. The frontier is set
at the highest possible value for indicators
calculated as scores, such as the strength
of legal rights index or the quality of land
administration index. This underscores
the gap between a particular economy’s
performance and the best performance at
any point in time and is used to assess the
absolute change in the economy’s regula-
tory environment over time as measured
by Doing Business. The distance to frontier
is first computed for each topic and then
averaged across all topics to compute the
aggregate distance to frontier score. The
ranking on the ease of doing business
complements the distance to frontier
score by providing information about an
economy'’s performance in business regu-
lation relative to the performance of other
economies as measured by Doing Business.

Doing Business uses a simple averaging
approach for weighting component indi-
cators, calculating rankings and determin-
ing the distance to frontier score.* Each
topic covered by Doing Business relates to
a different aspect of the business regula-
tory environment. The distance to frontier
scores and rankings of each economy vary,
often considerably, across topics, indicat-
ing that a strong performance by an econ-
omy in one area of regulation can coexist
with weak performance in another (figure
21). One way to assess the variability of
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FIGURE 2.1
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Note: The distance to frontier scores reflected are those for the 10 Doing Business topics included in this year's aggregate distance to frontier score. The figure is illustrative only;
it does not include all 190 economies covered by this year's report. See the country tables for the distance to frontier scores for each Doing Business topic for all economies.

an economy's regulatory performance is
to look at its distance to frontier scores
across topics (see the country tables).
Morocco, for example, has an overall
distance to frontier score of 67.91, mean-
ing that it is about two-thirds of the way
from the worst to the best performance.
Its distance to frontier score is 92.46 for
starting a business, 85.72 for paying taxes
and 8112 for trading across borders. At
the same time, it has a distance to frontier
score of 34.03 for resolving insolvency, 45
for getting credit and 58.33 for protecting
minority investors.

FACTORS DOING BUSINESS
DOES NOT MEASURE

Many important policy areas are not
covered by Doing Business; even within the
areas it covers its scope is narrow (table
2.2). Doing Business does not measure the
full range of factors, policies and institu-
tions that affect the quality of an econo-
my's business environment or its national
competitiveness. It does not, for example,
capture aspects of macroeconomic stabil-
ity, development of the financial system,

market size, the incidence of bribery and
corruption or the quality of the labor force.

The focus is deliberately narrow even
within the relatively small set of indica-
tors included in Doing Business. The time
and cost required for the logistical pro-
cess of exporting and importing goods
is captured in the trading across borders
indicators, for example, but they do not
measure the cost of tariffs or of interna-
tional transport. Doing Business provides a
narrow perspective on the infrastructure
challenges that firms face, particularly
in the developing world, through these
indicators. It does not address the extent
to which inadequate roads, rail, ports and
communications may add to firms' costs
and undermine competitiveness (except
to the extent that the trading across
borders indicators indirectly measure
the quality of ports and border connec-
tions). Similar to the indicators on trading
across borders, all aspects of commercial
legislation are not covered by those on
starting a business or protecting minor-
ity investors. And while Doing Business
measures only a few aspects within each
area that it covers, business regulation

reforms should not focus only on these
aspects, because those that it does not
measure are also important.

Doing Business does not attempt to quan-
tify all costs and benefits of a particular
law or regulation to society as a whole.
The paying taxes indicators measure the
tax and contribution rate, which, in isola-
tion, is a cost to businesses. However, the
indicators do not measure—nor are they
intended to measure—the benefits of the
social and economic programs funded
with tax revenues. Measuring the quality
and efficiency of business regulation pro-
vides only one input into the debate on the
regulatory burden associated with achiev-
ing regulatory objectives, which can differ
across economies. Doing Business provides

TABLE 2.2  Examples of areas not

covered by Doing Business

Macroeconomic stability
Development of the financial system
Quality of the labor force

Incidence of bribery and corruption
Market size

Lack of security
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a starting point for this discussion and
should be used in conjunction with other
data sources.

ADVANTAGES AND
LIMITATIONS OF THE
METHODOLOGY

The Doing Business methodology is
designed to be an easily replicable way to
benchmark specific aspects of business
regulation. Its advantages and limitations
should be understood when using the
data (table 2.3).

Ensuring comparability of the data across
a global set of economies is a central
consideration for the Doing Business
indicators, which are developed using
standardized case scenarios with specific
assumptions. One such assumption is
the location of a standardized business—
the subject of the Doing Business case
study—in the largest business city of the
economy. The reality is that business reg-
ulations and their enforcement may differ
within a country, particularly in federal
states and large economies. But gather-
ing data for every relevant jurisdiction in
each of the 190 economies covered by
Doing Business is infeasible. Nevertheless,
where policy makers are interested in
generating data at the local level, beyond

AB Advantages and ations o
Feature Advantages

the largest business city, and learning
from local good practices, Doing Business
has complemented its global indicators
with subnational studies (box 2.1). Also,
coverage was extended to the second
largest business city in economies with a
population of more than 100 million (as
of 2013) in Doing Business 2015.

Doing Business recognizes the limitations
of the standardized case scenarios and
assumptions. But while such assumptions
come at the expense of generality, they
also help to ensure the comparability of
data. Some Doing Business topics are com-
plex, and so it is important that the stan-
dardized cases are defined carefully. For
example, the standardized case scenario
usually involves a limited liability com-
pany or its legal equivalent. There are two
reasons for this assumption. First, private
limited liability companies are the most
prevalent business form (for firms with
more than one owner) in many economies
around the world. Second, this choice
reflects the focus of Doing Business on
expanding opportunities for entrepreneur-
ship: investors are encouraged to venture
into business when potential losses are
limited to their capital participation.

Another
Doing Business indicators is that entre-

assumption underlying  the

preneurs have knowledge of and comply

Limitations

Use of standardized
case scenarios

Focus on largest
business city?

Focus on domestic
and formal sector
most productive

Reliance on expert
respondents

Focus on the law

Makes data comparable across economies
and methodology transparent

Makes data collection manageable (cost-
effective) and data comparable

Keeps attention on formal sector—where
regulations are relevant and firms are

Ensures that data reflect knowledge of
those with most experience in conducting
types of transactions measured

Makes indicators “actionable”—because
the law is what policy makers can change

Reduces scope of data; only regulatory
reforms in areas measured can be
systematically tracked

Reduces representativeness of data
for an economy if there are significant
differences across locations

Unable to reflect reality for informal
sector—important where that is
large—or for foreign firms facing a
different set of constraints

Indicators less able to capture variation
in experiences among entrepreneurs

Where systematic compliance with the
law is lacking, regulatory changes will
not achieve full results desired

a. In economies with a population of more than 100 million as of 2013, Doing Business covers business regulation

in both the largest and second largest business city.

with applicable regulations. In practice,
entrepreneurs may not be aware of what
needs to be done or how to comply with
regulations and may lose considerable time
trying to find out. Alternatively, they may
intentionally avoid compliance—by not
registering for social security, for example.
Firms may opt for bribery and other infor-
mal arrangements intended to bypass
the rules where regulation is particularly
onerous—an aspect that helps explain dif-
ferences between the de jure data provided
by Doing Business and the de facto insights
offered by the World Bank Enterprise
Surveys.® Levels of informality tend to
be higher in economies with particularly
burdensome regulation. 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
and, more generally, other legal protections
embedded in the law.® Firms in the informal
sector are also less likely to pay taxes. Doing
Business measures one set of factors that
help explain the occurrence of informality
and provides policy makers with insights
into potential areas of regulatory reform.

DATA COLLECTIONIN
PRACTICE

The Doing Business data are based on a
detailed reading of domestic laws and
regulations as well as administrative
requirements. The report covers 190
economies—including some of the small-
est and poorest economies, for which
little or no data are available from other
sources. The data are collected through
several rounds of communication with
expert respondents (both private sector
practitioners and government officials),
through responses to questionnaires, con-
ference calls, written correspondence and
visits by the team. Doing Business relies on
four main sources of information: the rel-
evant laws and regulations, Doing Business
respondents, the governments of the
economies covered and the World Bank
Group regional staff (figure 2.2). For a
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BOX 2.1 Subnational Doing Business indicators: regional-level benchmarking in the European Union

Subnational Doing Business studies point to differences in business regulation and its implementation—as well as in the pace of
regulatory reform—across locations in a single economy or region. For several economies, subnational studies are now periodi-
cally updated to measure change over time or to expand geographic coverage to additional cities. Six economies completed sub-
national studies this year: Afghanistan, Colombia, three EU member states (Bulgaria, Hungary and Romania) and Kazakhstan. In
addition, an ongoing study updated data for Nigeria.

With funding from the European Commission's Directorate-General for Regional and Urban Policy (DG REGIO), the first of a
series of new subnational reports was launched focusing on the European Union member states. Doing Business in the European
Union 2017: Bulgaria, Hungary and Romania builds on subnational studies completed in Italy, Spain and Poland. The next study in
the subnational series will cover Croatia, the Czech Republic, Portugal and the Slovak Republic.

These studies will provide valuable input to individual country reports produced for the European Semester, the European Union's
economic and fiscal policy coordination framework, and will be closely linked with the Lagging Regions initiative launched by the
European Commission in June 2015, which studies constraints to growth and investment in the European Union's low-income
and low-growth regions.

Doing Business in the European Union 2017: Bulgaria, Hungary and Romania goes beyond the largest business cities of Sofia, Budapest
and Bucharest to benchmark an additional 19 locations. In total, the study measures business regulation in 22 locations—six in
Bulgaria, seven in Hungary and nine in Romania. The study benchmarks the locations using five Doing Business indicator sets:
starting a business, dealing with construction permits, getting electricity, registering property and enforcing contracts.

The study finds that there are locations in each economy that outperform the EU average in at least one area. In Bulgaria, for
example, Varna and Pleven outperform the EU average on the starting a business indicators. This is also the case in Pecs and
Szeged (Hungary), which outperform the EU average on the dealing with construction permits indicators. All Hungarian cities
and Oradea (Romania) perform above the EU average for registering property; most locations also do so for enforcing contracts.
However, none of the subnational locations surveyed came close to the EU average on the indicators for getting electricity.

While no single location excels in all five areas covered by the study, most demonstrate a noteworthy performance in at least one
area, providing reform-minded officials with examples of existing good practices that can be replicated. For example, Bulgarian cities
could make starting a business easier by adopting the good practices observed in Varna. Cities in Hungary could make it easier to get
electricity by emulating the good practices of Szeged and Szekesfehervar. And Romanian cities could strengthen their own contract
enforcement regimes by studying the example of Timisoara. The study, which also includes comparisons with 187 other economies
worldwide, provides practical recommendations and showcases good practices for improving the business environment.

FIGURE 2.2 How Doing Business collects and verifies the data
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and findings dissemination.
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detailed explanation of the Doing Business
methodology, see the data notes.

Relevant laws and regulations

The Doing Business indicators are based
mostly on laws and regulations: approxi-
mately two-thirds of the data embedded
in the Doing Business indicators are based
on a reading of the law. In addition to
filling out questionnaires, Doing Business
respondents submit references to the rel-
evant laws, regulations and fee schedules.
The Doing Business team collects the texts
of the relevant laws and regulations and
checks the questionnaire responses for
accuracy. The team will examine the civil
procedure code, for example, to check the
maximum number of adjournments in a

commercial court dispute, and read the
insolvency code to identify if the debtor
can initiate liquidation or reorganization
proceedings. These and other types of
laws are available on the Doing Business
law library website.” Since the data col-
lection process involves an annual update
of an established database, having a very
large sample of respondents is not strictly
necessary. In principle, the role of the
contributors is largely advisory—helping
the Doing Business team to locate and
understand the laws and regulations.
There are quickly diminishing returns to
an expanded pool of contributors. This
notwithstanding, the number of contribu-
tors rose by 60% between 2010 and 2017.

Extensive consultations with multiple
contributors are conducted by the team
to minimize measurement error for the
rest of the data. For some indicators—for
example, those on dealing with construc-
tion permits, enforcing contracts and
resolving insolvency—the time com-
ponent and part of the cost component
(where fee schedules are lacking) are
based on actual practice rather than
the law on the books. This introduces a
degree of judgment by respondents on
what actual practice looks like. When
respondents disagree, the time indicators
reported by Doing Business represent the
median values of several responses given
under the assumptions of the standard-
ized case (box 2.2).

BOX 2.2 Where is the implementation of regulation more predictable and does it matter?

Doing Business measures the median duration of each procedure or process individually across the different indicator sets with
time components. However, in practice, the time it takes to complete the same transaction can differ significantly from one
entrepreneur to another. Because entrepreneurs place a premium on reliability and low risk, this variability in time can have
important implications.

This year, Doing Business sets out to better understand these differences for the eight indicators with a time component, namely
starting a business, dealing with construction permits, getting electricity, registering property, paying taxes, trading across borders,
enforcing contracts and resolving insolvency. To do so, Doing Business collected data estimating the time to complete a procedure in
both the best and worst case scenarios in an economy. The data show that in Spain, for example, a commercial dispute trial takes
280 days on average in a normal case, but can range from 180 days to 550 days depending on the individual circumstances.

The data show that—across the eight Doing Business indicators mentioned above—high-income economies have lower time
variability and, therefore, more predictable regulatory environments than low- or middle-income economies (see figure below
for an example). In addition, the data confirm that the median is very much at the center of the time distribution. In the United
Kingdom, for example, the median time for dealing with construction permits is 90 days. The worst case scenario is 120 days
and the best case scenario is 60 days, meaning that the distribution is centered around the median plus or minus 30 days.

High-income economies have the smallest difference between the best and worst case scenario time estimates

Time to start a business (days) Time to resolve insolvency (months)
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Source: Doing Business database. (continued)
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BOX 2.2 Where is the implementation of regulation more predictable and does it matter? (continued)

Doing Business data also show that the median is positively correlated with the difference between the best and worst case
scenarios (see figure below). The longer the median time to comply with a regulation, the more difficult it becomes to predict the
time needed to do so—the median becomes a measure for the unpredictability in time. In fact, economies with more variability
in time do not experience higher levels of corruption on average other than what is already predicted by the median.

In economies where it takes longer to start or close a business, the time to do so is less predictable

Median time to start a business (days)

Median time to resolve insolvency (months)
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Source: Doing Business database.

Doing Business respondents

More than 43,000 professionals in 190
economies have assisted in providing
the data that inform the Doing Business
indicators over the past 15 years.® This
year's report draws on the inputs of more
than 13,000 professionals.” The Doing
Business website shows the number of
respondents for each economy and each
indicator set.

Selected on the basis of their expertise in
these areas, respondents are profession-
als who routinely administer or advise
on the legal and regulatory requirements
in the specific areas covered by Doing
Business. Because of the focus on legal
and regulatory arrangements, most of
the respondents are legal professionals
such as lawyers, judges or notaries. In
addition, officials of the credit bureau or
registry complete the credit information
questionnaire. Accountants, architects,
engineers, freight forwarders and other
professionals answer the questionnaires
related to paying taxes, dealing with con-
struction permits, trading across borders

and getting electricity. Information that
is incorporated into the indicators is also
provided by certain public officials (such
as registrars from the company or prop-
erty registry).

The Doing Business approach is to work
with legal practitioners or other profes-
sionals who regularly undertake the
involved. Following the
standard methodological approach for
time-and-motion studies, Doing Business
breaks down each process or transaction,
such as starting a business or register-
ing a building, into separate steps to
ensure a better estimate of time. The
time estimate for each step is given by
practitioners with significant and routine
experience in the transaction.

transactions

There are two main reasons that Doing
Business does not survey firms. The first
relates to the frequency with which firms
engage in the transactions captured by
the indicators, which is generally low. For
example, a firm goes through the start-
up process once in its existence, while

an incorporation lawyer may carry out
10 such transactions each month. The
incorporation lawyers and other experts
providing information to Doing Business
are therefore better able to assess the
process of starting a business than are
individual firms. They also have access to
current regulations and practices, while
a firm may have faced a different set of
rules when incorporating years before.
The second reason is that the Doing
Business questionnaires mostly gather
legal information, which firms are unlikely
to be fully familiar with. For example,
few firms will know about all the main
legal procedures involved in resolving a
commercial dispute through the courts,
even if they have gone through the pro-
cess themselves. But a litigation lawyer
should have little difficulty in provid-
ing the requested information on all
the procedures.

Governments and World Bank
Group regional staff
After receiving the completed ques-

tionnaires from the Doing Business
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respondents, verifying the information
against the law and conducting follow-up
inquiries to ensure that all relevant infor-
mation is captured, the Doing Business
team shares the preliminary descriptions
of regulatory reforms with governments
(through the World Bank Group's Board
of Executive Directors) and regional staff
of the World Bank Group. Through this
process, government authorities and
World Bank Group staff working on the
economies covered by Doing Business
can alert the team about, for example,
regulatory reforms not reported by the
respondents or additional achievements
of regulatory reforms. The Doing Business
team can then turn to the local private
sector experts for further consultation
and, as needed, corroboration. In addi-
tion, the team responds formally to the
comments of governments or regional
staff and provides explanations of the
scoring decisions.

Data adjustments

Information on data corrections is pro-
vided in the data notes and on the Doing
Business website. A transparent complaint
procedure allows anyone to challenge the
data. From November 2016 to October
2017 the team received and responded to
over 180 queries on the data.

USES OF THE DOING
BUSINESS DATA

Doing Business was designed with two
main types of users in mind: policy makers
and researchers. It is a tool that govern-
ments can use to design sound business
regulatory policies. Nevertheless, the
Doing Business data are limited in scope
and should be complemented with other
sources of information. Doing Business
focuses on a few specific rules relevant
to the specific case studies analyzed.
These rules and case studies are cho-
sen to be illustrative of the business
regulatory environment, but they are
not a comprehensive description of that
environment. By providing a unique data
set that enables analysis aimed at better

understanding the role of business regu-
lation in economic development, Doing
Business is also an important source of
information for researchers.

Governments and policy makers
Doing Business offers policy makers a
benchmarking tool useful in stimulating
policy debate, both by exposing potential
challenges and by identifying good prac-
tices and lessons learned. Despite the
narrow focus of the indicators, the initial
debate in an economy on the results they
highlight typically turns into a deeper
discussion on areas where business regu-
latory reform is needed, including areas
well beyond those measured by Doing
Business. In economies where subnational
studies are conducted, the Doing Business
indicators go one step further in offering
policy makers a tool to identify good
practices that can be adopted within their
economies (box 2.1).

Many Doing Business indicators can be
considered “actionable” For example,
governments can set the minimum
capital requirement for new firms, invest
in company and property registries to
increase their efficiency, or improve the
efficiency of tax administration by adopt-
ing the latest technology to facilitate the
preparation, filing and payment of taxes
by the business community. And they
can undertake court reforms to shorten
delays in the enforcement of contracts.
But some Doing Business indicators
capture procedures, time and costs that
involve private sector participants, such
as lawyers, notaries, architects, electri-
cians or freight forwarders. Governments
may have little influence in the short
run over the fees these professions
charge, though much can be achieved
by strengthening professional licensing
regimes and preventing anticompetitive
behavior. And governments have no con-
trol over the geographic location of their
economy, a factor that can adversely
affect businesses.

While many Doing Business indicators
are actionable, this does not necessarily

mean that they are all “action-worthy"”
in a particular context. Business regula-
tory reforms are only one element of a
strategy aimed at improving competitive-
ness and establishing a solid foundation
for sustainable economic growth. There
are many other important goals to pur-
sue—such as effective management of
public finances, adequate attention to
education and training, adoption of the
latest technologies to boost economic
productivity and the quality of public ser-
vices, and appropriate regard for air and
water quality to safeguard public health.
Governments must decide what set of
priorities best suits their needs. To say
that governments should work toward
a sensible set of rules for private sector
activity (as embodied, for example, in
the Doing Business indicators) does not
suggest that doing so should come at the
expense of other worthy policy goals.

Over the past decade governments have
increasingly turned to Doing Business
as a repository of actionable, objective
data providing unique insights into good
practices worldwide as they have come
to understand the importance of business
regulation as a driving force of com-
petitiveness. To ensure the coordination of
efforts across agencies, economies such
as Colombia, Malaysia and the Russian
Federation have formed regulatory reform
committees. These committees use the
Doing Business indicators as one input to
inform their programs for improving the
business environment. More than 60 oth-
er economies have also formed such com-
mittees. In East Asia and the Pacific, they
include Brunei Darussalam; Indonesia; the
Republic of Korea; the Philippines; Taiwan,
China; and Thailand. In the Middle East
and North Africa: the Arab Republic of
Egypt, Kuwait, Morocco, Saudi Arabia
and the United Arab Emirates. In South
Asia: Bangladesh, India and Pakistan. In
Europe and Central Asia: Albania, Croatia,
Georgia, Kazakhstan, Kosovo, the Kyrgyz
Republic, the former Yugoslav Republic
Moldova,
Poland, Tajikistan, Turkey, Ukraine and

of Macedonia, Montenegro,

Uzbekistan. In Sub-Saharan Africa: Benin,



Burundi, the Comoros, the Democratic
Republic of Congo, the Republic of Congo,
Cote d'lvoire, Guinea, Guinea-Bissau,
Kenya, Liberia, Malawi, Mali, Mauritius,
Niger, Nigeria, Rwanda, Senegal, Sierra
Leone, Sudan, Tanzania, Togo, Zambia and
Zimbabwe. And in Latin America and the
Caribbean: Argentina, Brazil, Chile, Costa
Rica, the Dominican Republic, Guatemala,
Jamaica, Mexico, Nicaragua, Panama, Peru
and St. Lucia. Since 2003, governments
have reported more than 3,180 regulatory
reforms, about 920 of which have been
informed by Doing Business."®

Many economies share knowledge on
the regulatory reform process related to
the areas measured by Doing Business.
Among the most common venues for
this knowledge sharing are peer-to-peer
learning events—workshops where offi-
cials from different governments across
a region or even across the globe meet
to discuss the challenges of regulatory
reform and to share their experiences.

Think tanks and other research
organizations

Doing Business data are widely used by
think tanks and other research organiza-
tions, both for the development of new
indexes and to produce research papers.

Many research papers have shown the
importance of business regulation and
how it relates to different economic out-
comes." One of the most cited theoretical
mechanisms on how excessive business
regulation affects economic performance
and development is that it makes it too
costly for firms to engage in the formal
economy, causing them not to invest or
to move to the informal sector. Recent
studies have conducted extensive empiri-
cal testing of this proposition using Doing
Business and other related indicators.
According to one study, for example, a
reform that simplified business registra-
tion in Mexican municipalities increased
registration by 5% and wage employment
by 2.2%—and, as a result of increased
competition, reduced the income of
incumbent businesses by 3%."? Business

registration reforms in Mexico also result-
ed in 14.9% of informal business owners
shifting to the formal economy.”

Efficient and non-distortionary business
regulations are important drivers of pro-
ductivity. A study on India, for example,
shows that inefficient licensing and size
restrictions cause a misallocation of
resources, reducing total factor produc-
tivity by preventing efficient firms from
achieving their optimal scale and allowing
inefficient firms to remain in the market."
The study shows that removing these
restrictions would boost total factor pro-
ductivity by an estimated 40-60%. In the
European Union and Japan, implicit taxes
on capital use were shown to reduce the
average size of firms by 20%, output by
8.1% and output per firm by 25.6%.> A
recent study on Cote d'lvoire, Ethiopia,
Ghana and Kenya demonstrates large
productivity gains following the removal
of firm-level distortions caused by
uneven regulations and a poor business
environment.’® Research also shows that
raising the efficiency level of bankruptcy
laws in select OECD high-income econo-
mies to that of the United States would
increase the total factor productivity of
the former by about 30% through a rise
in bank loans to large firms.”

Considerable effort has been devoted to
studying the link between government
regulation of firm entry and employment
growth. In Portugal, business reforms
resulted in a reduction of the time and
cost needed for company formalization,
increasing the number of business start-
ups by 17% and creating 7 new jobs per
100,000 inhabitants per month. New
start-ups were more likely to be female-
owned, were smaller and headed by less
experienced, less-educated entrepre-
neurs than before the reform, suggesting
that the reform created a more inclusive
environment for aspiring entrepreneurs.'®

In many economies, companies engaged
in international trade struggle with high
trade costs arising from transport, logis-
tics and regulations that impede their
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competitiveness and prevent them from
taking full advantage of their productive
capacity. With the availability of Doing
Business indicators on trading across
borders—which measure the time, pro-
cedural and monetary costs of exporting
and importing—several empirical studies
have assessed how trade costs affect the
export and import performance of econo-
mies. A rich body of empirical research
shows that efficient infrastructure and a
healthy business environment are posi-
tively linked to export performance.’

Improving infrastructure efficiency and
trade logistics bring documented benefits
to an economy's balance of trade and
individual traders. However, delays in
transit time can reduce exports: a study
analyzing the importance of trade logis-
tics found that a 1-day increase in transit
time reduces exports by an average of 7%
in Sub-Saharan Africa.?’® Another study
found that a 1-day delay in transport time
for landlocked economies and for time-
sensitive agricultural and manufacturing
products has a particularly large negative
impact, reducing trade by more than 1%
for each day of delay.? Delays while clear-
ing customs procedures also negatively
impact a firm's ability to export, particu-
larly when goods are destined for new
clients.? And in economies with flexible
entry regulations, a 1% increase in trade
is associated with an increase of more
than 0.5% in income per capita, but has
no positive income effects in economies
with more rigid regulation.?® Research
has also found that—although domestic
buyers benefit from having goods of
varying quality and price to choose
from—import competition only results in
minimal quality upgrading in OECD high-
income economies with cumbersome
regulation while it has no effect on quality
upgrading in non-OECD economies with
cumbersome  regulation.*  Therefore,
the potential gains for consumers from
import competition are reduced where
regulation is cumbersome.

Doing Business measures aspects of busi-
ness regulation affecting domestic firms.
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However, research shows that better
business regulation—as measured by
Doing Business—is associated with high-
er levels of foreign direct investment.?
Furthermore, foreign direct investment
can either impede or promote domestic
investment depending on how business
friendly entry regulations are in the
host economy. In fact, foreign direct
investment has been shown to crowd
out domestic investment in economies
with costly processes for starting a
business.?® Another study showed that
economies with higher international
market integration have, on average,
easier and simpler processes for starting
a business.”’

Recent empirical work shows the impor-
tance of well-designed credit market
regulations and well-functioning court
systems for debt recovery. For example,
a reform making bankruptcy laws more
efficient significantly improved the recov-
ery rate of viable firms in Colombia.?® In
a multi-economy study, the introduction
of collateral registries for movable assets
was shown to increase firms' access to
finance by approximately 8%.%° In India
the establishment of debt recovery tri-
bunals reduced non-performing loans by
28% and lowered interest rates on larger

loans, suggesting that faster processing
of debt recovery cases cut the cost of
credit.*° Anin-depth review of global bank
flows revealed that firms in economies
with better credit information sharing
systems and higher branch penetration
evade taxes to a lesser degree.’' Strong
shareholder rights have been found to
lower financial frictions, especially for
firms with large external finance relative
to their capital stock (such as small firms
or firms in distress).*?

There is also a large body of theoretical
and empirical work investigating the
distortionary effects of high tax rates and
cumbersome tax codes and procedures.
According to one study, business licens-
ing among retail firms rose 13% after a
tax reform in Brazil.*®* Another showed
that a 10% reduction in tax complexity is
comparable to a 1% reduction in effective
corporate tax rates.**

Labor market regulation—as measured by
Doing Business—has been shown to have
important implications for the labor mar-
ket. According to one study, graduating
from school during a time of adverse eco-
nomic conditions has a persistent, harmful
effect on workers' subsequent employ-
ment opportunities. The persistence of

this negative effect is stronger in econo-
mies with stricter employment protection
legislation.®® Rigid employment protection
legislation can also have negative distribu-
tional consequences. A study on Chile, for
example, found that the tightening of job
security rules was associated with lower
employment rates for youth, unskilled
workers and women.®

By expanding the time series dimension
and the scope of the data, Doing Business
hopes to continue being a key reference for
the debate on the importance of business
regulation for economic development
both within and outside the World Bank
Group (box 2.3).

Indexes

Doing Business identified 17 different data
projects orindexes that use Doing Business
as one of its sources of data.* Most of
these projects or institutions use indica-
tor level data and not the aggregate ease
of doing business ranking. The indicator
set most widely used is starting a busi-
ness, followed by labor market regulation
and paying taxes. These indexes typically
combine Doing Business data with data
from other sources to assess an economy
along a particular aggregate dimension
such as competitiveness or innovation.

BOX 2.3 Recent Doing Business research drawing on new data from Doing Business and World Bank

Enterprise Surveys

The Doing Business team conducted several studies in 2016/17 analyzing how the current data on business regulations from
Doing Business and the World Bank Enterprise Surveys are associated with various economic and institutional outcomes. These

studies found that:

» Small and medium-size firms are more likely to be credit constrained. In addition, a more advanced credit information system
is associated with lower levels of credit constraints, particularly for smaller firms, firms that are not externally audited or

firms that lack a quality certification.?

« Fiscal pressures encourage regulatory reform. However, the effect of fiscal imbalances on reform weakens when govern-
ments can rely on low borrowing costs.

* Service unreliability is a significant factor in low-income economies, where power outages fluctuate significantly from year
to year. Furthermore, burdensome electricity connections are associated with utility corruption and higher electricity sector
constraints reduce firm demand for energy inputs.©

* There is a significant negative relationship between corruption and firm productivity when business regulation is high, but
there is no significant relationship when business regulation is low.¢

a. Chavez 2017.

b. Djankov, Georgieva and Ramalho 2017a.
c. Arlet 2017.

d. Amin and Ulku 2017.



The Heritage Foundation’'s Index of
Economic Freedom, for example, has used
22 Doing Business indicators to measure
the degree of economic freedom in the
world in four areas, including rule of law,
government size, regulatory efficiency and
market openness.® Economies that score
better in these four areas also tend to have
a high degree of economic freedom.

Similarly, the World Economic Forum
uses Doing Business data in its Global
Competitiveness Index to demonstrate
how competitiveness is a global driver
of economic growth. The organization
also uses 13 Doing Business indicators in
five indexes that measure institutions,
product market efficiency, labor market
efficiency, financial market development
and business dynamism. These publicly
accessible sources expand the general
business environment data generated
by Doing Business by incorporating it into
the study of other important social and
economic issues across economies and
regions. They prove that, taken individu-
ally, Doing Business indicators remain a
useful starting point for a rich body
of analysis across different areas and
dimensions in the research world.

NOTES

1. Djankov 2016.

2. These papers are available on the Doing
Business website at http:/www
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see http://www.doingbusiness.org
/contributors/doing-business.

These are reforms for which Doing Business
is aware that information provided by

Doing Business was used in shaping the
reform agenda.
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From June 2, 2016, to June 1, 2017, Doing
Business recorded 264 regulatory reforms
making it easier to do business—with
119 economies implementing at least
one reform across the different areas
measured by Doing Business.

The economies that showed the most
notable improvement in Doing Business
2018 are Brunei Darussalam, Thailand,
Malawi, Kosovo, India, Uzbekistan,
Zambia, Nigeria, Djibouti and El Salvador.

Starting a business and getting credit
were the areas with the highest incidence
of reforms in 2016/17, with 38 reforms
recorded in each area. Simplifying
registration formalities was the most
common feature of reforms making it
easier to start a business. The most
common feature of reforms making it
easier to get credit was the introduction of
new credit bureaus and registries.

Europe and Central Asia continued to

be the region with the highest share of
economies (79%) implementing at least
one business regulation reform, a trend
that began over a decade ago. Sub-
Saharan Africa, however, was the region
with the highest total number of reforms
in 2016/17, with 83 reforms recorded
across all areas measured

by Doing Business.

East Asia and the Pacific had the highest
number of economies recording the
greatest overall number of reforms
making it easier to do business in
2016/17. Brunei Darussalam and Thailand
each implemented eight reforms while
Indonesia implemented seven reforms.

Reforming

the Business Environment

in2016/17

Starting a business in Thailand used to take 27.5 days. Today, thanks to a series of
business regulation reforms, the process takes only 4.5 days. First, Thailand eliminated
the requirement that companies obtain a company seal. Previously, every certificate
of shares had to be signed by at least one director and bear the company seal. And
second, Thailand repealed the requirement to obtain approval of the company's
work regulations from the Labor Department. Before the reform, companies with
more than 10 employees were required to submit their work regulations to the Labor
Department for approval. The company's work regulations are now checked during
regular labor inspections. Thailand's case is not unique. In all, 38 economies reduced
the complexity and cost of business incorporation processes in 2016/17, making it
easier and faster for entrepreneurs to start a business.

Reform pays off. Reducing administrative
burdens, simplifying regulation, strength-
ening competition and cutting red tape are
reforms that are positively associated with
higher manufacturing productivity growth
in low-income economies and aggregate
productivity growth in middle-income
economies." There is ample evidence of
the positive impact of reforming in the
Doing Business areas with a historically
higher number of reforms—namely start-
ing a business, paying taxes and trading
across borders. Regulatory reforms that
make it easier to start a formal business,
for example, are associated with an
increase in the number of registered firms
and with a higher level of employment and
productivity.? The composition and quality
of taxation can have a significant impact
on productivity and economic growth.?
Tax policies can negatively impact produc-
tivity by creating disincentives for firms to
engage in innovative activities or distort-
ing the capital-labor allocation when con-
sidering labor taxes, including mandatory
social contributions. Research shows that
eliminating such fiscal barriers would lift

real GDP growth rates by about 1 percent-
age point per year on average over the next
two decades.* Improving infrastructure
efficiency and trade logistics bring docu-
mented benefits to an economy's external
trade balance and individual traders but
transit delays can reduce exports. A study
analyzing the importance of trade logistics
found that a 1-day increase in transit time
reduces exports by an average of 7% in
Sub-Saharan Africa.

WHO REFORMED THE MOST
IN 2016/17?

From June 2, 2016, to June 1, 2017, Doing
Business recorded 264 regulatory reforms
making it easier to do business—with 119
economies implementing at least one
reform across the different areas mea-
sured by Doing Business (see table 3A1 at
the end of this chapter). However, start-
ing a business, getting credit and trading
across borders are the topics with the
highest incidence of reforms in 2016/17
(table 3.1).



TABLE 3.1

REFORMING THE BUSINESS ENVIRONMENT IN 2016/17

Economies in Europe and Central Asia recorded the highest share of

reforms making it easier to do business in 2016/17

Number of reforms Region with the highest share of
Area of reform in 2016/17 reformers in 2016/17
Starting a business 38 South Asia
Dealing with construction permits 22 Sub-Saharan Africa
Getting electricity 20 Europe & Central Asia
Registering property 29 Europe & Central Asia
Getting credit 38 South Asia
Protecting minority investors 21 South Asia
Paying taxes 30 East Asia & Pacific
Trading across borders 33 South Asia
Enforcing contracts 20 South Asia
Resolving insolvency 13 South Asia

Source: Doing Business database.

Note: The labor market regulation indicators also recorded 17 regulatory changes in the Doing Business 2018
report. These changes are not included in the total reform count.

The region with the highest share of econ-
omies reforming across all topics is Europe
and Central Asia, continuing a trend that
began over a decade ago. Indeed, 79%
of economies in the region implemented
at least one business regulation reform
recorded by Doing Business 2018. With
five reforms, Uzbekistan is the regional
leader on the total count of reforms, fol-
lowed by Lithuania and Azerbaijan with
four reforms each. However, Sub-Saharan
Africa is the region with the highest total

TABLE 3.2

number of reforms in 2016/17 with 83
reforms recorded across all areas mea-
sured by Doing Business. Three-quarters
of economies in the region implemented
at least one business regulation reform
in 2016/17. Similarly, 75% of economies
in South Asia have implemented at least
one business regulation reform captured
in Doing Business 2018.

East Asia and the Pacific has the great-
est number of economies recording the

greatest overall number of reforms mak-
ing it easier to do business in 2016/17,
Brunei Darussalam and Thailand each
implemented eight reforms  while
Indonesia implemented seven reforms.
Latin America and the Caribbean and
the OECD high-income group had the
smallest shares of economies imple-
menting business regulation reforms.
The Middle East and North Africa was
also among the regions with a relatively
small share of economies reforming
(65%). Nonetheless, Saudi Arabia
implemented six reforms.

The 10 economies showing the most
notable improvement in performance
on the Doing Business indicators in
2016/17 were Brunei
Thailand, Kosovo, India,
Uzbekistan, Zambia, Nigeria, Djibouti
and El Salvador (table 3.2). These econ-
omies together implemented 53 busi-

Darussalam,
Malawi,

ness regulation reforms across 10 of
the areas measured by Doing Business.
Overall, the 10 top improvers imple-
mented the most regulatory reforms
in the area of getting credit (eight
reforms), starting a business, dealing
with construction permits and paying
taxes (seven reforms in each area).

The 10 economies improving the most across three or more areas measured by Doing Business in 2016/17

Reforms making it easier to do business
Ease of
doing | Change Dealing with Protecting Trading

business | in DTF | Startinga | construction | Getting | Registering | Getting | minority | Paying | across | Enforcing | Resolving
Economy rank score | business permits electricity property credit investors | taxes | borders | contracts | insolvency
Brunei 56 5.77 4 v v v v 4 v v
Darussalam
Thailand 26 5.65 v v v v v v v v
Malawi 110 5.42 v v v v
Kosovo 40 4.94 4 v v
India 100 4.66 v v v v v v 4 4
Uzbekistan 74 4.50 v v v v v
Zambia 85 3.94 v v v
Nigeria 145 3.82 v v v v v
Djibouti 154 3.79 v v v v v
El Salvador 73 3.56 v v v v

Source: Doing Business database.

Note: Economies are selected on the basis of the number of reforms and ranked on how much their distance to frontier (DTF) score improved. First, Doing Business selects the economies
that implemented reforms making it easier to do business in three or more of the 10 areas included in this year's aggregate distance to frontier score. Regulatory changes making it
more difficult to do business are subtracted from the number of those making it easier. Second, Doing Business ranks these economies on the increase in their distance to frontier score
due to reforms from the previous year (the impact due to changes in income per capita and the lending rate is excluded). The improvement in their score is calculated not by using the
data published in 2016 but by using comparable data that capture data revisions and methodology changes. The choice of the most improved economies is determined by the largest
improvements in the distance to frontier score among those with at least three reforms.
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Among the 10 top improvers, Brunei
Darussalam made the biggest advance
toward the regulatory frontier for the
second consecutive year by implement-
ing eight reforms making it easier to do
business. Brunei Darussalam removed
post-incorporation procedures  and
implemented new building guidelines for
construction, eliminating the requirement
to obtain a hoarding permit and to submit
both the commencement and completion
notice to the one-stop shop. Additionally,
Brunei Darussalam adopted a new secured
transactions law that strengthened the
rights of borrowers and creditors and
strengthened minority investor protec-
tions by increasing shareholders’ rights
and role in major corporate decisions,
clarifying ownership and control structures
and requiring greater corporate transpar-
ency. The economy also introduced an
electronic case management system for
use by judges and lawyers and introduced
an online system for filing and payment
of the contributions to the employee
provident fund. Finally, in 2016/17 Brunei
Darussalam enhanced its National Single
Window for goods clearance.

Thailand, the other economy in East Asia
and the Pacific that made it to the list
of the 10 top improvers, implemented
changes in eight areas measured by Doing
Business. Thailand streamlined the post-
registration process to start a new busi-
ness. Thailand also adopted a new secured
transactions law that strengthened the
rights of borrowers and creditors, intro-
duced an automated risk-based system
for selecting companies for tax audit and
increased the automation and efficiency
of enforcement processes in Bangkok. In
addition, Thailand strengthened its land
administration system by implementing a
geographic information system and scan-
ning the majority of maps in Bangkok.

Three Sub-Saharan African economies—
Nigeria, Malawi and Zambia—made it to
the list of 10 top improvers in 2016/17.
Nigeria made starting a business faster
by introducing the electronic approval
of registration documents. Nigeria also

increased the transparency of dealing
with construction permits by publishing
all relevant regulations, fee schedules and
pre-application requirements online. In
addition, Nigeria improved access to credit
information by legally guaranteeing bor-
rowers the right to inspect their own data
and by starting to provide credit scores to
banks, financial institutions and borrow-
ers. Nigeria also introduced new central-
ized electronic payment channels for
the payment of all federal taxes. Malawi
halved the fees charged by the city council
and reduced the time to process building
plan approvals. It also improved access to
credit information by establishing a new
credit bureau. Zambia made exporting
and importing easier by implementing
the ASYCUDA World data management
system and made tax compliance easier
by introducing an online platform for filing
and paying taxes. All three economies
introduced or made amendments to their
secured transactions laws.

Kosovo and Uzbekistan are the two
economies in Europe and Central Asia that
made the biggest advances toward the
frontier in 2016,/17. Kosovo recorded three
reforms making it easier to do business,
including adopting a new law that estab-
lishes clear priority rules inside bankruptcy
for secured creditors and clear grounds
for relief from a stay for secured credi-
tors during reorganization procedures.
Uzbekistan, which recorded five reforms,
streamlined the process of obtaining an
electricity connection by introducing a
“turnkey” service at the utility that fulfills
all connection-related services, including
the design and construction completion of
the external connection.

With eight reforms making it easier to do
business in 2016/17, India was the only
economy in South Asia to join the list of
the 10 top improvers. India made obtaining
a building permit faster by implementing
an online Single Window System for the
approval of building plans; the new system
allows for the submission and approval
of building plans prior to requesting the
building permit. India also streamlined

the business incorporation process by
introducing the SPICe form (INC-32),
which combined the application for the
Permanent  Account Number (PAN)
and the Tax Account Number (TAN)
into a single submission. Furthermore,
following improvements to the online
system in 2016, the time needed to
complete the applications for Employee’s
Provident Fund Organization (EPFO)
and the Employee's State Insurance
Corporation (ESIC) decreased. The joint
application for the Mumbai Value Added
Tax (VAT) and the Profession Tax (PT)
also was fully implemented in January
2017. India also strengthened access to
credit by amending the rules on priority
of secured creditors outside reorganiza-
tion proceedings and adopting a new
insolvency and bankruptcy code that
introduced a reorganization procedure
for corporate debtors. In trading across
borders, India reduced border compliance
time by improving infrastructure at the
Nhava Sheva Port in Mumbai. Export and
import border compliance costs were also
reduced in both Delhi and Mumbai after
merchant overtime fees were abolished.
Thanks to the increased use of electronic
and mobile platforms, since July 2016
importers under the Authorized Economic
Operator (AEO) program have been able
to clear cargo faster through simplified
customs procedures.

With four reforms—captured in the
indicators for dealing with construction
permits, getting electricity, paying taxes
and trading across borders—El Salvador
is the only economy in Latin America
and the Caribbean on this year's list of
10 top improvers. Similarly, Djibouti (with
five reforms) is the only economy in the
Middle East and North Africa region on
the list.

REMOVING OBSTACLES TO
STARTING A BUSINESS

Entrepreneurs in many economies con-
tinue to face significant barriers to entry
when starting a business. Burdensome



and costly regulation can prevent
entrepreneurs from entering the formal
economy, negatively impacting both the
public and private sectors. Formalization
allows entrepreneurs and employees to
access the legal and financial services
available to registered companies (such
as obtaining loans and social
rity benefits). There is clear evidence
that streamlining regulatory procedures
busi-

Secu-

can encourage business entry,
ness growth, job creation and rising
national incomes.

Thirty-eight economies made starting a
business easier in 2016/17 by reducing
the procedures, time or cost associ-
ated with the process. Two-thirds of
these economies simplified registration
formalities by, for example, abolishing
requirements to obtain various approv-
als or consolidating several registration
processes into one. Others streamlined
postregistration procedures by eliminat-
ing the need to obtain a general business
license or company seal. And still others
set up or improved one-stop shops,
reduced or eliminated minimum capital
requirements and set up online platforms
for entrepreneurs. Of the 38 economies
that reformed in this area, 12 implement-
ed complex improvements associated
with two or more types of reforms.

Equatorial Guinea advanced the most
toward the frontier in starting a business
in 2016/17. It did this by abolishing the
requirement to obtain an authorization
of establishment from the Office of
the Prime Minister to start a business.
Previously, it took four months on aver-
age for each new business to obtain
this authorization.

Niger, another economy that notably
improved the ease of starting a business,
reduced its minimum capital require-
ment, allocated more personnel to its
one-stop shop—resulting in a reduc-
tion in the time required to register a
company—and allowed for the publica-
tion of the notice of company incorpora-
tion online free of charge.

REFORMING THE BUSINESS ENVIRONMENT IN 2016/17 [ EEH

Since its inception, Doing Business has
captured at least one reform making it
easier to start a business in almost 95%
of economies. These reforms have made
it faster and easier for firms to launch
and formally operate. Fifteen years ago,
it took entrepreneurs worldwide 52 days
on average to start and formally operate
a firm. Today, it takes 20 days.
Simplifying registration requirements
can range from merging registration
procedures to eliminating redundant
processes. Several economies in Sub-
Saharan Africa took steps to streamline
these formalities in 2016/17 (figure 3.1).
By eliminating the requirement that
a woman must obtain her husband's
permission to operate a business, the
Democratic Republic of Congo made
it easier for women to register firms.
And by combining multiple business
registration procedures, the Democratic
Republic of Congo also reduced the time
required to start a business by nearly a
business week.

STREAMLINING THE
PROCESS OF OBTAINING
A BUILDING PERMIT

The construction sector is a critical
indicator of the health of an economy. An
abundance of stalled construction proj-
ectsis avisible sign of economic hardship,
while a booming construction industry is
indicative of economic growth. Although
various obstacles remain—including the
fragmented nature of the construction
industry and its hesitancy to adapt to
technological change—governments
around the world are focused on imple-
menting reforms that reduce the time
and cost to obtain permission to build.®
In 2016/17, five of the 22 economies
that reformed their construction permit-
ting processes focused their reforms on
reducing the time to obtain the building
permit itself (figure 3.2).

Cote d'lvoire, which showed the most
significant improvement in this area in

FIGURE 3.1

Economies in South Asia and Sub-Saharan Africa have the highest share

of reforms making it easier to start a business in 2016/17
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FIGURE 3.2 Many economies made getting construction permits faster in 2016/17
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2016/17, established a one-stop shop for
building permits and published deadlines,
costs and procedures related to obtaining
the urban planning certificate. As a result,
Coéte d'lvoire reduced the number of
required procedures by four and the time
to process applications by 210 days.

Notable progress was also made elsewhere
in Sub-Saharan Africa, where 15 econo-
mies reformed multiple aspects of their
construction permitting processes. Gabon
streamlined procedures and reduced the
time to obtain a building permit by setting
up an internal pre-approval meeting of
relevant technical experts who examine
the application prior to a formal committee
meeting. Gabon also made its building reg-
ulations, fee schedules and requirements
to obtain a building permit available online.
Similarly, Benin and Ghana improved
transparency by making regulations con-
cerning construction openly accessible
online while Rwanda increased quality
control during construction by introducing
risk-based inspections. Kenya reduced
construction fees by eliminating clear-
ance fees from the National Environment
Management Authority and the National
Construction Authority. Malawi halved
building permit fees. Tanzania streamlined

its permitting process by improving the
efficiency of its one-stop shop and increas-
ing the frequency of building permit council
meetings to once a month.

In Europe and Central Asia, Ukraine
reduced the cost of construction by
significantly lowering mandatory inves-
tor contributions to Kyiv's social and
engineering-transport infrastructure.
Lithuania reduced the time needed to
obtain technical conditions and the build-
ing permit. Uzbekistan streamlined the
process for obtaining approvals of land
plot allocations from various agencies.

MAKING ACCESS TO
ELECTRICITY MORE
EFFICIENT AND RELIABLE

World Bank Enterprise Surveys data
show that business owners in develop-
ing economies identify access to reliable
electrical services as the fourth largest
obstacle to doing business.” However,
electricity sector constraints vary. A dif-
ficult connection process is associated
with utility corruption and may hamper
firms,® while an unreliable electricity
supply is linked to low firm productivity.’

Both an efficient connection process and
safeguards to mitigate outage risks are
crucial to business owners. Effective cus-
tomer protections and regulations also
provide predictability for firms, enabling
them to better forecast risks.

Given the importance of the electricity
sector, many economies aim to improve
access to electricity and the quality of
supply to strengthen the operating envi-
ronment for small and medium-size
enterprises. Doing Business
reforms in 20 economies making it easier
to get electricity in 2016/17. Of these,
12 economies focused on improving the
connection process and eight on the reli-
ability of electricity supply.

recorded

The most common feature of elec-
tricity reforms in the past year was
improvement to the connection pro-
cess. Regulatory changes that reduce
the number of interactions required
between the utility or other third parties
and customers when they apply for an
electricity connection are an effective
way to improve the connection process.
Armenia successfully reduced the num-
ber of interactions required in 2016/17
by installing a geographic information
system, eliminating the need for a site
inspection to issue the technical condi-
tions. As a result, the total time to obtain
a connection was reduced from 138 days
in 2016 to 127 days in 2017.

In the Dominican Republic and Kenya
changes were made to improv