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= Doing Business 2017 is the 14th 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 the ranking.

® Data in Doing Business 2017 are current
as of June 1, 2016. The indicators are
used to analyze economic outcomes
and identify what reforms of business
regulation have worked, where and why.
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Foreword

ow in its 14th edition, the Doing

Business report demonstrates the

power of a simple idea: measure
and report the actual effect of a govern-
ment policy.

In the summer of 1983, a group of
researchers working with Hernando de
Soto got all the permits required to open
a small garment business on the outskirts
of Lima, Peru. Their goal was to measure
how long this took. | read de Soto's book,
The Other Path, decades ago, but | was so
astonished by the answer it reported that
| remember it today: 289 days.

De Soto's conjecture, which turned out to
be right, was that measuring and report-
ing would create pressure for improve-
ments in the efficiency of government.
In the foreword to the revised edition of
his book that he wrote in 2002, de Soto
reports that because of changes to regu-
lations and procedures, the same busi-
ness could get all the required permits in
a single day.

In a letter published in the Winter
2006 issue of the Journal of Economic
Perspectives, Simeon Djankov describes
how de Soto’s idea grew into this report.
When Joseph Stiglitz was the World Bank
Chief Economist, he selected the topic and
picked the team for The World Development
Report 2002: Building Institutions for
Markets. Djankov, who was a member of
this team, reached out to Andrei Shleifer,
a professor at Harvard, who had done
research on the effects that different legal
systems had on market development.
Shleifer and co-authors agreed to work
on some background papers for the World

Development Report that would examine
new data on such processes as getting the
permits to start a new business that could
be compared across countries. In 2003,
this data collection effort yielded the first
Doing Business report, which presented five
indicators for 133 countries.

The Doing Business report has had the
same effect on policy in many economies
that de Soto's initial effort had in Peru. In
2005, it was possible to get the permits
to start a business in less than 20 days in
only 41 economies. In 2016, this is possi-
ble in 130 economies. This history should
give us the optimism and impatience to
keep launching new ideas and to keep
striving for better results. The progress to
date should give us optimism. The large
amount that remains to be done should
make us impatient.

Doing Business 2017 highlights the large
disparities between high- and low-income
economies and the higher barriers that
women face to starting a business or
getting a job compared to men. In 155
economies women do not have the same
legal rights as men, much less the sup-
porting environment that is vital to pro-
mote entrepreneurship.! Doing Business
2017 gives prominence to these issues,
expanding three indicators—starting
a business, registering property and
enforcing contracts—to account for gen-
der discriminatory practices. But why the
gender focus?

Research shows that gender gaps exist
in women'’s access to economic oppor-
tunities. While women represent 49.6%
of the world's population, they account



for only 40.8% of the formal workforce.
In emerging markets between 31 and
38% of formal small and medium-size
enterprises have at least one woman
owner, but their average growth rate
is significantly lower than that of male-
owned firms.? Gender gaps in women's
entrepreneurship and labor force par-
ticipation account for an estimated total
income loss of 27% in the Middle East
and North Africa, a 19% loss in South
Asia, a 14% loss in Latin America and
the Caribbean and a 10% loss in Europe.?
Globally, if all women were to be excluded
from the labor force income per capita
would be reduced by almost 40%.*

To capture ways in which governments
set additional hurdles for women entre-
preneurs, Doing Business 2017 considers
for the first time a number of gender-
specific scenarios. The area of company
incorporation, for example, now explores
whether companies owned by women
have the same registration requirements
as companies owned by men. It finds that
in some economies women must submit
additional paperwork or authorizations
from their husbands. In the case of
property transfers there is a new focus
on property ownership and how different
sets of rights between men and women
affect female entrepreneurs’ access to
credit. Finally, when it comes to gender
equality in court, the enforcing contracts
indicator now highlights places where a
woman's testimony is given less weight
in court than a man's, thereby putting
her at a fundamental disadvantage in
commercial dealings. Doing Business now
incorporates these considerations to
better reflect the ease of doing business
for the widest range of entrepreneurs in
a given economy, female entrepreneurs
included. The adjustments build on sev-
eral years of methodology development
and cross-country data collection by
the Women, Business and the Law project,
housed in the Global Indicators Group.

Doing Business 2017 also contains a
discussion of the role business regula-
tory reform may play in the global goal
to reduce income inequality. Of course

there are many determinants of income
inequality, including economic growth
patterns, the levels and the quality of
investments in human capital and the
prevalence of bribery and corruption,
among many others. Yet some are linked
to the regulatory environment for entre-
preneurship. Potential entrepreneurs
are often discouraged from setting up
businesses if the requirements to do
so are overly burdensome. When this
is the case entrepreneurs often resort
to operating within the informal sector
which has less protection for labor condi-
tions and is more vulnerable to economic
shocks. Having simple, transparent rules
for registering a business, paying taxes,
getting credit and registering property
helps create a level playing field for doing
business. Evidence from 175 economies
reveals that economies with more strin-
gent entry regulations often experience
higher levels of income inequality as
measured by the Gini index.®

At its core, Doing Business seeks to pro-
vide quantitative measures of business
regulation in 11 regulatory areas that are
central to how the private sector func-
tions. A growing body of literature shows
that government action to create a sound,
predictable regulatory environment is
central to whether or not economies per-
form well and whether that performance
is sustainable in the long run.® Regulation
can aid to correct and prevent traditional
types of market failures, such as nega-
tive externalities, incomplete markets
and information asymmetries. However,
regulation can also be used as an inter-
vention when market transactions have
led to socially unacceptable outcomes
such as improper wealth distribution and
inequality.” Governments have the ability
to design and enforce regulation to help
ensure the existence of a level playing
field for citizens and economic actors
within a society.®

Business regulations are a specific type
of regulation that can encourage growth
and protect individuals in the private
sector. The role of the private sector is
now almost universally recognized as a
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key driver of economic growth and devel-
opment. Nearly 90% of employment
(including formal and informal jobs)
occurs within the private sector—this
sector has abundant potential that should
be harnessed.® Governments can work
together with the private sector to create
a thriving business environment. More
specifically, effective business regulation
can encourage firm start-up and growth
as well as minimize the chance for
market distortions or failures. Of course,
a discussion of the benefits of business
regulation must be accompanied by a
parallel discussion of its costs. Many
businesses complain about the negative
impacts of excessive regulation—or as
it is more commonly known, “red tape.”
The answer is not always more regula-
tion; rather, the more effective answer
advocated by Doing Business is smarter
regulation, that aims to strike a balance
between the need to facilitate the activi-
ties of the private sector while providing
adequate safeguards for the interests of
consumers and other social groups.

More economies are taking up the chal-
lenge for reform. New Zealand is the econ-
omy with the highest ranking this year,
taking over from Singapore. Sub-Saharan
African economies are also improving
their Doing Business scores at a rate that
is three times that of OECD high-income
economies. This rate of improvement
reflects a low base, but is nonetheless
encouraging. Indeed, over the past decade
there has been more than a doubling in
the number of countries in Sub-Saharan
Africa that are engaged in one or more
business regulatory reforms—a total of 37
economies in this year's report. The over-
arching goal of Doing Business is to help
entrepreneurs in low-income economies
face the easier business conditions of their
counterparts in high-income economies.
The data show persuasively that it is
facilitating that convergence, and for that
we should celebrate.

The story | told above about an idea
launched in 1983 in Peru by Hernando
de Soto reminds us that ideas gain power
as they pass from person to person,
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each of whom improves, extends, or
challenges the contributions of others. In
the best case, this process of exchange
and improvement connects professors
in universities, employees of organiza-
tions such as the World Bank, govern-
ment officials, members of civil society
organizations, business owners and
ordinary citizens. Ideas about improving
our institutions will themselves improve
only if they keep circulating through this

network of people.

We welcome your continued feedback on
the Doing Business project. As | startin the
role of the World Bank's Chief Economist,

I am astonished by how much room for
improvement there is in everything that
people do. This heightens my sense of
impatient optimism about the potential
for meeting the Bank's two goals: ending
extreme poverty and promoting shared
prosperity. Doing Business helps us make
progress on one crucial strategy for
meeting these goals—offering market
opportunities to everyone. It should also
inspire us to be more ambitious about
how to carry out other complementary
strategies. We depend on you, the reader,
to help us shape, improve, extend and
replicate this project. You keep its ideas
in motion. You give them power.
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Overview

he opportunity to find a job or

develop one's business idea is

crucial for most people's personal
satisfaction. It creates a sense of belong-
ing and purpose and can provide an
income that delivers financial stability. It
can raise people out of poverty or prevent
them from falling into it.

But what does one need to find a job or
to start a business, especially if that job
or business is in the private sector? Many
things are needed, but well-functioning
markets—that are properly regulated
so that distortions are minimized—are
crucial. Governments play a pivotal role
in establishing these well-functioning
markets through regulation. If the land
registry is not required to provide reli-
able information on who owns what, for
example, the efficacy of the property
market is undermined making it difficult
for entrepreneurs to acquire property,
put their ideas to practice and create
new jobs. Without well-regulated credit
information sharing systems it is difficult
for credit markets to thrive and be more
inclusive. A properly functioning tax sys-
tem is also key. Where the burden of tax
administration is heavy—making it diffi-
cult to comply with tax obligations—firms
will have an incentive to avoid paying
all taxes due or may opt for informality,
thereby eroding the tax base.

To start a business, entrepreneurs need a
business registration system that is effi-
cient and accessible to all. Doing Business
data on Argentina, for example, show
that it takes 14 procedures to start a new
business, double the global average of just

seven. So it is perhaps unsurprising that
there are only 0.43 formal new businesses
per 1,000 adults in Argentina. By contrast,
in Georgia—where three procedures are
sufficient to start a business—there are
over 5.65 formal new businesses per
1,000 adults.

Failure is part of taking risks and innovat-
ing. For people to be willing to start a
new business there needs to be a well-
developed system in place for closing busi-
nesses that do not succeed. In addition to
the complicated entry processin Argentina,
if the business fails only 23 cents on the
dollar are recovered after going through an
insolvency proceeding. By contrast, in the
Czech Republic the same business failure
would have a recovery rate of 67 cents
on the dollar. This higher recovery rate
also helps to explain the larger number of
new businesses in Prague (at 3.42 formal
new businesses per 1,000 adults) than
in Buenos Aires.

OLD AND NEW FACTORS
COVERED IN DOING
BUSINESS

Doing Business focuses on regulation that
affects small and medium-size enterpris-
es, operating in the largest business city
of an economy, across 11 areas.' Ten of
these areas—starting a business, dealing
with construction permits, getting elec-
tricity, 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

Doing Business 2017
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= Doing Business measures aspects of
regulation that enable or prevent
private sector businesses from
starting, operating and expanding.
These regulations are measured using
1 indicator sets: 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 and labor market regulation.

® Doing Business 2017 expands the paying
taxes indicators to cover postfiling
processes—tax audits, tax refunds and
tax appeals—and presents analysis of
pilot data on selling to the government
which measures public procurement
regulations.

= Using the data originally developed by
Women, Business and the Law, this year
for the first time Doing Business adds a
gender component to three indicators—
starting a business, registering property,
and enforcing contracts—and finds that
those economies which limit women's
access in these areas have fewer women
working in the private sector both as
employers and employees.

= New data show that there has been an
increase in the pace of reform—more
economies are reforming and
implementing more reforms.

= Doing Business has recorded over 2,900
regulatory reforms across 186 economies
since 2004. Europe and Central Asia
has consistently been the region with
the highest average number of reforms
per economy; the region is now close to
having the same good practices in place
as the OECD high-income economies.

A number of counttries in the region—
Georgia, Latvia, Lithuania, and the former
Yugoslav Republic of Macedonia—are
now ranked among the top 30 economies
in Doing Business.

= Better performance in Doing Business is
on average associated with lower levels
of income inequality. This is particularly
the case regarding the starting a business
and resolving insolvency indicator sets.
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and ease of doing business ranking. Doing
Business also publishes indicators on labor
market regulation which are not included
in the distance to frontier score or ease
of doing business ranking. The economic
literature has shown the importance of
such regulations for firm and job creation,
international trade and financial inclusion.
For more discussion on this literature, see
the chapter About Doing Business.

Over time, Doing Business has evolved
from focusing mainly on the efficiency
of regulatory processes to also measure
the quality of business regulation. Doing
Business not only measures whether there
is, for example, a fast, simple and afford-
able process for transferring property but
also whether the land administration has
systems in place that ensure the accuracy
of the information about that transfer.

This year Doing Business expands further
by adding postfiling processes to the
paying taxes indicators, including a gen-
der component in three of the indicators
and developing a new pilot indicator set
on selling to the government (figure 1.1).
Also for the first time this year Doing
Business collects data on Somalia, bring-
ing the total number of economies cov-
ered to 190.

Although conceptually important, these
changes have a small impact on the

FIGURE 1.1
Business?

What is changing in Doing

Paying taxes (adding
postfiling processes)

Indicators
with new
components

Pilot indicator set

Selling to the government

Source: Doing Business database.

distance to frontier and the overall doing
business ranking. In paying taxes, the
new postfiling processes component
accounts for only 25% of the overall
indicator set and, furthermore, there is a
positive correlation between the old and
new part of the indicator? Economies
that have efficient processes for paying
taxes during the regular filing period
also tend to have efficient processes in
the postfiling period. For the most part,
the formal regulatory environment as
measured by Doing Business does not
differentiate procedures according to
the gender of the business owner. The
addition of gender components to three
separate indicators has a small impact
on each of them and therefore a small
impact overall. However, even if busi-
ness regulation as measured by Doing
Business is gender blind in the majority
of economies, this does not mean that
in practice men and women have equal
opportunities as business owners. Firms
owned by women, for example, tend to
be smaller and less profitable than firms
owned by men.?

While economies that do well in the
existing dimensions of the regulatory
environment covered by Doing Business
also tend to do well in the new aspects
measured this year, it nevertheless is
important to document regulatory prac-
tices in these new areas. Doing so helps
to document standards of good practices
in new areas of regulation which policy
makers can use to chart out reforms and
set benchmarks. For more information on
the Doing Business methodology, see the
data notes.

Taxes

The paying taxes indicator set is
expanded this year to include postfiling
processes—those processes that occur
after a firm complies with its regular tax
obligations. These include tax refunds, tax
audits and tax appeals. In particular Doing
Business measures the time it takes to get
a value added tax (VAT) refund, deal with
a simple mistake on a corporate income
tax return that can potentially trigger an

audit and good practices in administrative
appeal processes.

The VAT refund is an integral component
of a modern VAT system. The VAT has
statutory incidence on the final con-
sumer, not on businesses. According to
the tax policy guidelines set out by the
Organisation for Economic Co-operation
and Development (OECD) a VAT system
should be neutral and efficient.* Some
businesses will incur more VAT on their
purchases than they collect on their
taxable sales in a given tax period and
therefore should be entitled to claim the
difference from the tax authorities. Doing
Business data show that OECD high-
income economies process VAT refunds
the most efficiently with an average of
14.4 weeks to issue a reimbursement
(even including some economies where
an audit is likely to be conducted).

To analyze tax audits the Doing Business
case study scenario was expanded to
assume that a company made a simple
error in the calculation of its income tax
liability, leading to an incorrect corporate
income tax return and consequently an
underpayment of due income tax liability.
The firm discovered the error and vol-
untarily notified the tax authority. In 74
economies—even following immediate
notification by the taxpayer—the error in
the income tax return is likely to trigger
an audit. And in 38 economies this error
will lead to a comprehensive audit of the
tax return. OECD high-income econo-
mies as well as Europe and Central Asia
economies have the simplest processes
in place to correct a minor mistake in the
income tax return. For an analysis of the
data for the indicators, see the case study
on paying taxes.

Gender

This year for the first time Doing Business
adds gender components to three indicator
sets included in the distance to frontier
score and ease of doing business ranking.
These are starting a business, register-
ing property and enforcing contracts.
This addition is based on data originally



collected by Women, Business and the
Law® and updated by Doing Business.

Why is it important to incorporate a mea-
sure of gender differences? First, around
half of the world's population is female
and therefore it is important that Doing
Business measures aspects of regulation
that specifically impact this large group.
For some years now the Women, Business
and the Law data have shown, for exam-
ple, that in some economies a female
entrepreneur faces more obstacles than
her male counterpart for a variety of
economic and business activities. To
the extent that these obstacles are
ignored, the Doing Business data will be
incomplete. More importantly, over the
last two decades we have learned a great
deal about the relationship between vari-
ous dimensions of gender inequality and
economic growth.®

There is ample evidence that those
economies that have integrated women
more rapidly into the workforce have
improved their international competi-
tiveness by developing export-oriented
manufacturing industries that tend to
favor the employment of women. For the
most part, legal gender disparities have
been shown to have a strong link with
female labor force participation.” Studies
have also shown a clear link between
economic growth and development and
female labor force participation.®

Gender discrimination limits choices and
creates distortions that can lead to less
efficient outcomes. An employer’s deci-
sion not to hire a woman based solely on
her gender can lead to lower productivity
for that particular firm. Where this prac-
tice is widespread it can have negative
effects at the macro level—an economy’s
output and growth potential can be lower
because of gender discrimination.”

The Women, Business and the Law team
has documented and measured the legal
disparities that are relevant to a woman's
empowerment.  Economies
where there are more gender differences

economic

(as measured by Women, Business and
the Law) perform worse on average on
several important economic and social
development variables: formal years of
education for women compared to men
are lower, labor force participation rates
for women compared to men are lower,
the proportion of top managers who are
women is lower, the proportion of women
in parliament is lower, the percentage of
women that borrow from financial insti-
tutions relative to men is lower and child
mortality rates are higher.”©

Doing Business builds on the work of
Women, Business and the Law by adding
gender components to three indicator
sets this year. Starting a business now
includes two case studies—one where
the entrepreneurs are men and one
where the entrepreneurs are women—in
order to address a previous lack of data
on those economies where women face a
higher number of procedures. Registering
property now measures legal gender
differentiations in property rights for
ownership, use and transfer. And enforc-
ing contracts was expanded to measure
whether women's and men's testimony
have the same evidentiary weight in civil
courts. These three areas were selected
because there is enough evidence to
show their relevance for economic
development and because they fit well
within the Doing Business methodology.
One new area—quotas for women in
corporate boards—was studied but not
included in this year's report because the
evidence in this area has been mixed so
far (box 1.1).

Several studies highlight the importance
of equal opportunities for women entre-
preneurs, creating the need to measure
the differences faced by women entre-
preneurs when starting a new business."
Research also shows the importance
of equal rules regarding property rights
for men and women. One study finds
that after a reform to the family law in
Ethiopia that established more equitable
property rights over marital property
between spouses, there was an increase
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in female labor force participation and
in more productive sectors.”” Another
study finds that after changes were made
to the Hindu Succession Act improving
inheritance rights for women in India,
there was an increase in education for
girls.® Improving land tenure security
benefits all, but a study of Rwanda’s land
tenure regularization program showed
that women benefit the most.™

Twenty-three economies impose more
procedures for women than men to start
a business. Sixteen limit women's ability
to own, use and transfer property. And
in 17 economies, the civil courts do not
value a woman'’s testimony the same way
asaman’s.

Three gender-related measures were
added to the starting a business indicator
set—whether a woman requires permis-
sion to leave the house, whether there are
gender-specific identification procedures
and whether a married woman requires
her husband's permission to start a busi-
ness. In 17 economies a married woman
cannot leave the house without her
husband's permission by law. Although
in practice this law may not be enforced,
it still reduces women's bargaining power
within the household and can under-
mine their ability to pursue a business
venture. In three economies the process
of obtaining official identification is dif-
ferent for men and women. The official
identification document is a pre-requisite
to starting a business. Doing Business has
not traditionally captured the process of
obtaining identification in starting a busi-
ness; it is assumed that the entrepreneur
has identification before deciding to
create a new business. However, when
capturing gender-specific procedures it is
crucial to include female-specific require-
ments. In Benin, for example, a married
woman must present a marriage certifi-
cate when applying for identification but
the same requirement does not apply
to a married man. In four economies a
woman requires her husband's explicit
permission to start a business. This is
the case in the Democratic Republic of
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BOX 1.1 Women in corporate boards

Building on Women, Business and the Law data, this year Doing Business collected data on regulation that imposes quotas for
women in corporate boards as well as sanctions and incentives for meeting those quotas. The data show that nine economies
have such provisions. Seven of the nine economies that define quotas for women in corporate boards or impose penalties for
noncompliance are OECD high-income economies—namely Belgium, France, Germany, Iceland, Israel, Italy and Norway. This
type of regulation exists in other regions of the world but it is less common. The law in India, for example, requires that publicly-
listed companies have at least one director that is a woman. Any business appointing a woman to a management position in
Sierra Leone is now eligible for a tax credit equal to 6.5% of that female manager's compensation.

Although the data were collected, they were not included in the Doing Business indicators because the empirical evidence on the
value of quotas for women in corporate boards is mixed. For example, some studies have questioned the link between women
in the boardroom and firm performance, finding either no relationship between gender diversity and performance or even a
negative relationship.? A Norwegian law mandating 40% representation of women in corporate boards is probably the most
researched regulation in this area. One study finds that there were no significant reductions in gender wage gaps.® Another study
of the same regulation reports a significant drop in stock prices when the law was made public and a deterioration in operating
performance.c Nevertheless, another study found that firms with women in corporate boards undertake fewer workforce reduc-
tions than firms with only male board members.¢

However, there are patterns of positive firm outcomes connected to the presence of women in important decision-making posi-
tions. Quoting a broad range of studies, the World Bank argues that low gender diversity in corporate boards “is seen by many
as undermining a company's potential value and growth. Higher diversity is often thought to improve the board's functioning
by increasing its monitoring capacity, broadening its access to information on its potential customer base, and enhancing its
creativity by multiplying viewpoints. Greater diversity implies that board directors can be selected from a broader talent pool.”
Indeed, there is evidence that companies benefit from fostering an increase in the number of women board directors. A study
comparing the top and bottom quartiles of women board directors at Fortune 500 companies found that where there were higher
numbers of women on the board the companies thrived.! Analyzing financial measures such as return on equity, return on sales,
and return on invested capital, this study established that companies with more women board directors were able to outperform
those with fewer by between 42 and 66%.

There is also evidence that companies with greater participation of women in boards tend to have stronger ethical foundations.
According to a report from the index provider MSCI, bribery, fraud or other corporate governance scandals are less common in
corporations with more women on their boards. The dataset used in this analysis included 6,500 boards globally.

. van Dijk and others 2012; Adams and Ferreira 2009.
. Bertrand and others 2014.
. Ahern and Dittmar 2012.
. Matsa and Miller 2013.
. World Bank 2011.
Joy and others 2007.
. Lee and others 2015.
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Congo, where by law a married woman
needs the authorization of her husband
to incorporate a business.

The registering property indicators now
include two aspects regarding ownership
rights. Doing Business measures whether
unmarried men and unmarried women
have equal ownership rights to property.
Only two economies—Swaziland and
Tonga—grant fewer rights to unmarried
women. However, when the same ques-
tion is used to compare the property
rights of married men with married wom-
en, differences arise in 16 economies.

Restrictions on property ownership are
far more common for married women
because these are normally linked to
family and marriage codes.

Restrictions for women on starting a
business are more frequent in economies
in both the Middle East and North Africa
and Sub-Saharan Africa. The restrictions
measured in registering property are
more prevalent in Sub-Saharan Africa,
while those measured in enforcing con-
tracts are more present in the Middle
East and North Africa. However, these
types of restrictions are present in every

region except Europe and Central Asia.
Only one OECD high-income economy
still has a restriction—in Chile the law
provides fewer property rights to married
women than to married men.

Economies with more restrictions for
women tend to have on average lower
female labor force participation and a
lower percentage of female labor force
relative to male. The same relationship
applies to women's participation in firm
ownership and management (figure 1.2).
In fact, the new gender components
added to the distance to frontier have a



FIGURE 1.2  Less equal business regulation is associated with fewer women running firms
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Sources: Doing Business database; Enterprise Surveys database (http://www.enterprisesurveys.org), World Bank.

Note: The relationship between the percentage of firms with female participation in ownership and the difference
in distance to frontier due to the addition of gender components in three topics is significant at the 1% level after
controlling for income per capita. The same applies when the analysis is done using the percentage of firms with a

female top manager.

strong association with outcomes that
represent women'’s economic empower-
ment. These results are associations and
cannot be interpreted in a causal fashion.

Procurement

Public procurement is the process of
purchasing goods, services or works by
the public sector from the private sector.
Overall, public procurement represents
on average 10 to 25% of GDP, making
the procurement market a unique pool
of business opportunities for the private
sector.” This year Doing Business includes
an annex with analysis of a pilot indica-
tor set on public procurement regulation
called “selling to the government.” The
procurement process is studied across

five main areas: accessibility and trans-
parency, bid security, payment delays,
incentives for small and medium-size
enterprises and complaints mechanisms.
For  accessibility
the annex discusses data on whether
information is accessible to prospective
bidders and how that information can be
accessed. For bid security, the indicators
measure the amount that prospective
bidders need to pay upfront in order to
be considered in the bidding process and
the form of the security deposit. For pay-
ment delays, the annex discusses data on
the time it takes for the firm to receive
payment from the government after the
contract is completed and the service has
been delivered. The incentives for small

and transparency,

OVERVIEW

and medium-size enterprises component
measures whether economies have set
up specific legal provisions or policies
to promote fair access for small and
medium-size enterprises to govern-
ment contracts. And for the complaints
mechanism component, the indicators
measure the process to file a grievance
regarding a public procurement project
including who can file a complaint, where
to file a complaint and the independence
of the review body as well as what rem-
edies are granted.

The data show that 97% of the 78
economies analyzed have at least one or
more online portals dedicated to public
procurement and that close to 90% of
economies impose a bid security deposit
requirement that suppliers must fulfill for
their bid to be considered. In 37% of the
economies included in the selling to the
government indicators, payment occurs
on average within 30 days while in 48%
of the economies suppliers can expect
to receive payments between 31 and 90
days following completion of the contract.
This analysis is presented in the annex on
selling to the government and the data are
available on the Doing Business website.

ECONOMIES WITH MORE
BUSINESS-FRIENDLY
REGULATIONS

Doing Business scores economies based
on how business friendly their regulatory
systems are using the distance to frontier
score and the ease of doing business
ranking. The distance to frontier score
measures the distance of each economy
to the “frontier” which represents 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 collected
for the indicator. For the getting electricity
indicators, for example, the frontier is set
at three procedures, 18 days and no cost to
obtain a new electricity connection in the
economy’s largest business city. The worst
for the same group of indicators is set at
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9 procedures, 248 days and 81 times the
economy’s income per capita as the cost.
In addition, the getting electricity indica-
tors measure the reliability of electricity
supply and transparency of tariffs through
an index ranging from O to 8; in this case
8 is the frontier score. For example, in
the case of reliability and transparency,
an economy with a score of 6 would be
considered to be 75% of the way to the
frontier and would have a distance to fron-
tier score of that value. The ease of doing
business ranking is based on economies’
relative positions on the distance to fron-
tier scores on ten different Doing Business
indicator sets. For more details, see the
chapter on the distance to frontier and
ease of doing business ranking.

There was some change in the 20 econo-
mies with the top scores due mainly to
the implementation of business regula-
tory reforms (table 1.1) and, to a much
lesser extent, on account of the methodol-
ogy changes mentioned above. Austria,
Georgia and Latvia join the top 20 econo-
mies this year. Georgia implemented five
reforms as measured by Doing Business.
And Latvia implemented two - it improved
access to credit information (by launching
a private credit bureau) and made it easier

to file taxes (electronically). Although the
top 20 economies already have simple,
effective and accessible business regu-
lations, they continued to implement
reforms this year with a total of 20 reforms
implemented among them. Hong Kong
SAR, China, for example, made starting a
business less costly by reducing the busi-
ness registration fee while Sweden made
it easier to transfer property and Norway
made enforcing contracts easier by intro-
ducing an electronic filing system.
OECD high-income economies have
on average the most business-friendly
regulatory systems, followed by Europe
and Central Asia (figure 1.3). There is,
however, a large variation within those
two regions. New Zealand has a ranking
of 1 while Greece has a ranking of 61; FYR
Macedonia stands at 10 while Tajikistan
is at 128. The Sub-Saharan Africa region
continues to be home to the economies
with the least business-friendly regula-
tions on average. However, this year the
regional improvement in the distance to
frontier score for Sub-Saharan Africa was
almost three times as high as the aver-
age improvement for OECD high-income
economies. Nevertheless, there is still a
long way for Sub-Saharan Africa to go:

it takes 60 days on average to transfer
property in that region, for example, com-
pared to only 22 days for the same trans-
action in OECD high-income economies.

Following the expansion of the scope of
the indicators in last year's report, Doing
Business now provides further clarity on
the differences between well-designed
and badly designed regulation. New data
on the quality of regulation make it easier
to identify where regulation is enabling
businesses to thrive and where it is
enabling rent seeking. Doing Business mea-
sures the quality of regulation by focusing
on whether an economy has in place the
rules and processes that can lead to good
outcomes, linked in each case to Doing
Business measures of efficiency. Scores
are higher for economies that, for example,
have a land administration system that
maintains a dependable database and pro-
duces credible titles that are respected as
reliable by the legal system. Another way
that Doing Business measures regulatory
quality is through the building quality con-
trol index, which evaluates the quality of
building regulations, the strength of qual-
ity control and safety mechanisms, liability
and insurance regimes and professional
certification requirements that ultimately

FIGURE 1.3 The biggest gaps between regulatory efficiency and regulatory quality are in the Middle East and North Africa and in

Sub-Saharan Africa
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Note: The distance to frontier score for requlatory efficiency is the aggregate score for the procedures (where applicable), time and cost indicators from the following indicator
sets: starting a business (also including the minimum capital requirement indicator), dealing with construction permits, getting electricity, registering property, paying taxes
(also including the postfiling index), trading across borders, enforcing contracts and resolving insolvency. The distance to frontier score for regulatory quality is the aggregate
score for getting credit and protecting minority investors as well as the regulatory quality indices from the indicator sets on dealing with construction permits, getting electricity,
registering property, enforcing contracts and resolving insolvency.



TABLE 1.1  Ease of doing business ranking

OVERVIEW

Rank | Economy DTF score | Rank | Economy DTF score | Rank | Economy DTF score
1| New Zealand 87.01 A | 65 | Azerbaijan 67.99 A| 128 | Tajikistan 55.34 A
2 | Singapore 85.05 M| 66 | Oman 67.73 M| 129 | Cabo Verde 55.28
3 | Denmark 8487 A| 67 | Jamaica 67.54 A| 130 | India 55.27 A
4 | Hong Kong SAR, China 8421 M| 68 | Morocco 67.50 A | 131 | Cambodia 5479 A
5 | Korea, Rep. 84.07 AN| 69 | Turkey 67.19 132 | Tanzania 54.48 A
6 | Norway 82.82 A| 70 | Panama 66.19 133 | Malawi 5439 A
7 | United Kingdom 82.74 M 71 Botswana 65.55 AN| 134 | St Kitts and Nevis 53.96
8 | United States 82.45 72 | Brunei Darussalam 65.51 A | 135 | Maldives 53.94
9 Sweden 82.13 A 73 Bhutan 6537 M| 136 Palau 53.81 A

10 | Macedonia, FYR 81.74 M 74 | South Africa 65.20 137 | Mozambique 53.78

11 | Taiwan, China 81.09 A | 75 | Kyrgyz Republic 65.17 AN| 138 | Grenada 53.75

12 Estonia 81.05 M 76 Malta 65.01 | 139 Lao PDR 53.29 A
13 | Finland 80.84 77 | Tunisia 64.89 AN | 140 | West Bank and Gaza 53.21 A
14 | latvia 80.61 A| 78 | China 6428 AN| 141 | Mali 5296 A
15 | Australia 80.26 A | 79 | San Marino 64.11 AN| 142 | Céted'lvoire 5231 A
16 | Georgia 80.20 A | 80 | Ukraine 63.90 AN | 143 | Marshall Islands 51.92 A
17 | Germany 79.87 81 Bosnia and Herzegovina 63.87 AN| 144 | Pakistan 51.77. A
18 | Ireland 7953 AN| 82 | Vietnam 63.83 AN | 145 | Gambia, The 51.70 A
19 | Austria 7892 A 83 | Qatar 63.66 146 | Burkina Faso 5133 A
20 | Iceland 7891 A| 83 | Vanuatu 63.66 AN | 147 | Senegal 50.68 AN
21 Lithuania 78.84 A 85 | Tonga 63.58 148 | Sierra Leone 50.23 A
22 | Canada 78.57 86 | St.Lucia 63.13 149 | Bolivia 49.85 A
23 | Malaysia 78.11 87 | Uzbekistan 63.03 AN| 150 | Niger 49.57 A
24 Poland 7781 A 88 Guatemala 6293 | 151 Micronesia, Fed. Sts. 49.48

25 | Portugal 7740 A| 89 | Samoa 62.17 | 152 | Kiribati 49.19 A
26 | United Arab Emirates 7689 A| 90 | Uruguay 61.85 A| 153 | Comoros 48.69 A
27 | Czech Republic 76.71 A | 91 | Indonesia 61.52 AN | 154 | Togo 48.57 A
28 | Netherlands 7638 AN| 92 | Kenya 61.22 A | 155 | Benin 4852 A
29 | France 7627 A| 93 | Seychelles 61.21 A| 156 | Algeria 47.76 A
30 | Slovenia 76.14 AN| 94 | SaudiArabia 61.11 AN| 157 | Burundi 4737 A
31 Switzerland 76.06 95 El Salvador 61.02 158 | Suriname 47.28 A
32 | Spain 7573 A| 96 | Trinidad and Tobago 60.99 159 | Ethiopia 47.25 A
33 | Slovak Republic 7561 A| 97 | Fii 60.71 160 | Mauritania 47.21 A
34 | Japan 7553 M| 98 | Zambia 60.54 161 | Zimbabwe 47.10 A
35 | Kazakhstan 7509 A| 99 | Philippines 6040 AN | 162 | S3oTomé and Principe 46.75 A
36 | Romania 7426 A | 100 | Lesotho 60.37 A | 163 | Guinea 46.23 A
37 | Belarus 7413 AN| 101 | Dominica 60.27 164 | Gabon 45.88

38 | Armenia 73.63 A | 102 | Kuwait 59.55 165 | lIraq 4561 A
39 | Bulgaria 7351 AN| 103 | Dominican Republic 59.35 AN| 166 | Cameroon 4527 AN
40 | Russian Federation 73.19 104 | Solomon Islands 59.17 A | 167 | Madagascar 4510 A
41 Hungary 73.07 A | 105 | Honduras 59.09 168 | Sudan 44.76

42 Belgium 73.00 106 Paraguay 59.03 169 Nigeria 4463 A
43 Croatia 7299 A | 107 Nepal 58.88 170 Myanmar 4456 A
44 Moldova 7275 A | 108 Ghana 58.82 AN| 171 Djibouti 4450 A
45 | Cyprus 7265 AN| 108 | Namibia 58.82 172 | Guinea-Bissau 4163 A
46 | Thailand 7253 AN| 110 | Srilanka 58.79 AN| 173 | Syrian Arab Republic 41.43

47 Mexico 7229 A | 11 Swaziland 5834 AN| 174 Liberia 41.41

47 | Serbia 7229 AN 112 Belize 58.06 175 | Timor-Leste 40.88

49 | Mauritius 7227 AN| 113 | Antigua and Barbuda 58.04 176 | Bangladesh 40.84 A
50 | ltaly 7225 A| 114 | Ecuador 57.97 AN| 177 | Congo, Rep. 40.58

51 Montenegro 7208 A 115 Uganda 5777 _AN| 178 Equatorial Guinea 39.83

52 | lsrael 7165 AN| 116 | Argentina 57.45 AN| 179 | Yemen, Rep. 39.57

53 | Colombia 70.92 AN| 117 | Barbados 5742 AN| 180 | Chad 39.07 A
54 | Peru 7025 AN| 118 | Jordan 5730 AN| 181 | Haiti 38.66 A
55 | Puerto Rico (U.S.) 69.82 AN| 119 | Papua New Guinea 5729 A| 182 | Angola 38.41

56 | Rwanda 69.81 A | 120 | Iran, Islamic Rep. 57.26 A | 183 | Afghanistan 38.10

57 | Chile 69.56 A | 121 | Bahamas, The 56.65 184 | Congo, Dem. Rep. 37.57 A
58 | Albania 68.90 AN | 122 | Egypt, Arab Rep. 56.64 AN| 185 | Central African Republic 36.25

59 | Luxembourg 68.81 AN|[ 123 | Brazil 56.53 186 | South Sudan 33.48

60 | Kosovo 68.79 M| 124 | Guyana 56.26 AN | 187 | Venezuela, RB 33.37

61 Greece 68.67 125 | St.Vincent and the Grenadines 55.91 188 | Libya 33.19

62 Costa Rica 68.50 | 126 Lebanon 55.90 189 Eritrea 28.05 A
63 Bahrain 68.44 AN| 127 Nicaragua 55.75 AN 190 Somalia 2029 A
64 | Mongolia 68.15 AN

Source: Doing Business database.
Note: The rankings are benchmarked to June 2016 and based on the average of each economy's distance to frontier (DTF) scores for the 10 topics included in this year's

aggregate ranking. For the economies for which the data cover two cities, scores are a population-weighted average for the two cities. An arrow indicates an improvement in the
score between 2015 and 2016 (and therefore an improvement in the overall business environment as measured by Doing Business), while the absence of one indicates either no

improvement or a deterioration in the score. The score for both years is based on the new methodology.
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lead to safe buildings. Efficient business
regulatory systems allow entrepreneurs
to achieve business-related tasks simply,
quickly and inexpensively. Therefore, an
economy scores better on the metric for
regulatory efficiency if it has a system in
place that allows entrepreneurs to start a
business through a small number of steps,
in short time and at lower cost.

Regulatory efficiency and regulatory
quality go hand in hand. Economies that
have efficient regulatory processes as
measured by Doing Business also tend to
have good regulatory quality. However,
the gap between the two measures
varies significantly by region. In OECD
high-income economies, the average
distance to the frontier score for regula-
tory efficiency is 79.4 while regulatory
quality lags at 73.4. In the Middle East
and North Africa and Sub-Saharan Africa
the gap between efficiency and quality is
larger: on efficiency these regions score
65.4 and 56.5 while on quality they score
45.2 and 36.7, respectively.

ECONOMIES WITH THE
LARGEST IMPROVEMENTS
IN BUSINESS REGULATION
IN 2015/16

In 2015/16, 137 economies worldwide
implemented 283 business regulatory
reforms. This represents an increase of
more than 20% compared to last year. In
fact, the number of economies that imple-
mented at least one reform increased
from 122 to 137, indicating that there are
more economies trying to improve in the
areas measured in Doing Business. And
139 economies made an improvement
in the distance to frontier score; doing
business is now easier and less costly in
those economies compared to last year.
With 49 reforms, starting a business
continues to be the indicator set with the
highest number of reforms followed by
paying taxes with 46. Of the economies
in Europe and Central Asia, 96% imple-
mented at least one Doing Business reform.
Sub-Saharan Africa is the region with the

second-highest incidence of reforms, with
77% of economies implementing at least
one reform captured by Doing Business.

Ten economies are highlighted this year for
making the biggest improvements in their
business regulations—Brunei Darussalam,
Kazakhstan, Kenya, Belarus, Indonesia,
Serbia, Georgia, Pakistan, the United
Arab Emirates and Bahrain. The ease of
doing business ranking for these econo-
mies ranges from 144 in Pakistan to 16
in Georgia; on average it is 62. Compared
to previous years there is a lower number
of top improvers from Sub-Saharan Africa
even though this region accounts for over
a quarter of all reforms globally.

There are several possible explanations
for the increase in reform intensity. One
is that economies are increasingly inter-
ested in improving business regulatory
conditions and therefore are reforming
more. Another is that there are more
areas where reforms can be captured
following the expansion of the Doing

Business methodology. The data indicate
that both factors have contributed. A
substantial number of the reforms
implemented this year are in areas that
were added since Doing Business 2015
(figure 1.4). Around 26% of the reforms
implemented in the expanded indicator
sets were only made in these new areas.
And another 17% concern both the new
and old indicators. Indeed, over 40% of
all reforms affected at least one of the
components added since Doing Business
2015. The frequency of reform in the new
areas varies substantially by topic, with
the most reforms occurring within the
enforcing contracts and registering prop-
erty indicators. In registering property, for
example, this year the cadastral maps
have been digitized and made available
online in Jakarta and Surabaya, Indonesia.
The online application provides custom-
ers with access to a spatial database that
allows them to check property bound-
aries. And in enforcing contracts, the
government of Rwanda introduced the
Integrated Electronic Case Management

FIGURE 1.4  Doing Business reforms in 2015/16 in the areas added since Doing

Business 2015
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Source: Doing Business database.

Note: The new components added since Doing Business 2015 are: the building quality control index in dealing with
construction permits, the reliability of supply and transparency of tariffs index in getting electricity, the quality of
land administration index in registering property, 3 points in the strength of legal rights index and 2 points in the
depth of credit information index in getting credit, extent of shareholder governance index in protecting minority
investors, post-filing in paying taxes, quality of judicial processes index in enforcing contracts and strength of

insolvency framework index in resolving insolvency.



System in Kigali city courts and all
commercial courts.

For a full discussion of the 283 reforms
implemented in 2015/16 and more
information on the top improvers, see
the chapter on reforming the business
environment.

ECONOMIES WITH THE
LARGEST IMPROVEMENTS
IN BUSINESS REGULATION
SINCE 2003

Each year Doing Business captures
substantive reforms implemented by
economies across all ten indicator sets
included in the ease of doing business
ranking. Since Doing Business 2005 over
2,900 business regulatory reforms have
been implemented in 186 economies.
Only Kiribati, Libya, Somalia and South
Sudan have not implemented a reform
captured by the Doing Business indicators.
The majority of these reforms have been
made in low-income and middle-income
economies, leading to more significant
improvements in business regulation
compared to high-income economies.
The gap between high-income economies
and low-income economies is therefore
narrowing when it comes to the qual-
ity and efficiency of business regulation
(figure 1.5).

The reform intensity varies considerably
across regions. With over 26 reforms per
economy since 2004, Europe and Central
Asia is the region that has reformed
the most intensely since Doing Business
began gathering data on business regu-
lation. The global average is around 15
reforms per economy. These reforms
have produced significant improvements
in business regulation. Since 2004,
economies in Europe and Central Asia
have improved over 20 points on average
in the distance to frontier score, mov-
ing into second position in the regional
rankings behind the OECD high-income
economies for the most business-friendly
regulations (figure 1.6).

OVERVIEW

FIGURE 1.5 Low-income economies have made bigger improvements over time in the
quality and efficiency of business regulation

Average year-on-year improvement in distance to frontier score
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Source: Doing Business database.

Note: The red line shows the average global improvement in the distance to frontier score since 2004. The measure
is normalized to range from 0 to 100, with 100 representing the frontier. Because of changes over the years in
methodology and in the economies and indicators included, the improvements are measured year on year using
pairs of consecutive years with comparable data.

How did Europe and Central Asia accom-
plish this? The most reformed Doing
Business areas in Europe and Central Asia
are starting a business, paying taxes and
getting credit. Georgia, FYR Macedonia,
Kazakhstan, Belarus, Armenia, and the

Russian Federation have made the most
reforms in Europe and Central Asia,
implementing over 30 reforms each
since 2004. Moreover, seven countries
in the region—Armenia, Belarus, Georgia,
Kazakhstan, Lithuania, FYR Macedonia

FIGURE 1.6  Europe and Central Asia has made a substantially bigger improvement in
business regulation over time than any other region
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and Ukraine—reformed across all Doing
Business indicators. Another 13 economies
implemented reforms in eight to 10 areas
measured by Doing Business. This shows
that economies tend to expand their
reform efforts to encompass multiple
business regulatory environments rather
than choosing a narrow reform path.

The region with the lowest average
number of reforms per economy is East
Asia and the Pacific with 13 reforms
per economy since 2004. This is partly
due to the fact that the Pacific islands
have been slow to reform. The OECD
high-income economies have the lowest
average improvement, mainly because of
reduced room for progress. It is hard to
advance by much when you are already
close to the top.

Reforming the requirements for starting
a business is by far the most common
area for reform—586 reforms have been
captured by the starting a business
indicator set since 2004 (figure 1.7).

Only 14 economies have not improved
their business registration processes.
One of these economies is Republica
Bolivariana de Venezuela, where it takes
230 days to start a new business, signifi-
cantly higher than the global average of
21 days (down from 51 days in 2003). In
the past year, Republica Bolivariana de
Venezuela has actually made the pro-
cess more time consuming—an increase
of 44 days—by limiting the work
schedule of the public sector amidst an
energy crisis.

The indicator set with the second highest
number of reforms is paying taxes, with
443 reforms implemented since 2004.
But reforms captured within the getting
credit indicators—although there were
only 400 recorded—have resulted in a
bigger improvement in the distance to
frontier score. The data also show that
court systems, as captured in both the
enforcing contracts and resolving insol-
vency indicator sets, are the institutions
reformed least frequently.

THE RELATIONSHIP
BETWEEN BUSINESS
REGULATION AND INCOME
INEQUALITY

A recent World Bank report focusing on
poverty and shared prosperity provides
new evidence on the status of income
inequality worldwide. Domestic income
inequality has fallen in more economies
than it has risen since 2008 (across a
sample of 81 economies). However, the
global average for domestic income
inequality is larger today than 25 years
ago.'” Indeed, income inequality is an
important concern. Excessive income
inequality can have many negative
effects, including political instability and
civil unrest. The determinants of income
inequality have been widely studied in
the economic literature—what increases
it, what can reduce it and its negative
consequences. For example, policies
such as early childhood development,
universal education and health care

FIGURE 1.7  Economies have improved regulatory processes the most in the area of starting a business
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the frontier. Because of changes over the years in methodology and in the economies and indicators included, the improvements are measured year on year using pairs of
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and infrastructure investments in roads
and electrification have been shown
to have positive effects in reducing
income inequality.”

Several recent studies link weaker eco-
nomic growth to higher income inequal-
ity, although there is a debate on the
validity of these results.” Growth analysis
is typically based on cross-country data
across multiple years. These data tend
to have statistical characteristics that
make it harder to identify causality and
understand the links between variables.
Furthermore, the data on inequality in a
large cross-country setting and over time
is very limited and often may be imputed
between years. With that caveat in mind,
studies linking economic growth and
inequality find that, for example, higher
income inequality is associated with a
smaller tax base and therefore lower tax
collection and more indebtedness by
governments.”” There is also a gender
component to income disparity; the data
show that where there are higher levels
of gender inequality, there are also higher
levels of income inequality.”® Gender
inequality exists at various levels: edu-
cational, access to assets and overall low
investment in girls and women.?

A considerable body of evidence con-
firms that cross-country differences in
the quality of business regulation are
strongly correlated with differences in
income per capita across economies.??
But can business regulation also be a fac-
tor in understanding income differences
across individuals within an economy?
Business regulation that is transparent
and accessible makes it easier for people
of all income levels to access markets,
develop their businesses and navigate the
bureaucratic world. People of low income
are more likely to benefit from transpar-
ent regulation because, unlike wealthy
individuals, they cannot afford experts to
help them navigate the system and are
more likely to be excluded from economic
opportunities when business regulation is
cumbersome. In fact, research shows that
where business regulation is simpler and

OVERVIEW

FIGURE 1.8 Economies with more business-friendly regulation tend to have lower

levels of income inequality on average
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Sources: Doing Business database; PovcalNet (http://iresearch.worldbank.org/PovcalNet/index.htm), World Bank.
Note: The figure compares distance to frontier score to the Gini index as calculated in PovcalNet. The data ranges
from 2003 to 2013 and includes 713 observations. The correlation between the Gini index and the distance to
frontier score is -0.33. The relationship is significant at the 1% level after controlling for income per capita and

government expenditure.

more accessible, firms start smaller and
firm size can be a proxy for the income
of the entrepreneur.?® Doing Business data
confirms this notion. There is a negative
association between the Gini index, which
measures income inequality within an
economy, and the distance to frontier
score, which measures the quality and
efficiency of business regulation when the
data are compared over time (figure 1.8).

Data across multiple years and econo-
mies show that as economies improve
business regulation, income inequality
tends to decrease in parallel. Although
these results are associations and do not
imply causality, it is important to see such
relation. The results differ by regulatory
area. Facilitating entry and exit in and out
of the market—as measured by the start-
ing a business and resolving insolvency

FIGURE 1.9 Economies where it is easier to start a business tend to have lower levels

of income inequality on average
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Sources: Doing Business database; PovcalNet (http://iresearch.worldbank.org/PovcalNet/index.htm), World Bank.

Note: The figure compares the starting a business indicator distance to frontier score to the Gini index as
calculated in PovcalNet. The data ranges from 2003 to 2013 and includes 713 observations. The correlation
between the Gini index and the distance to frontier score is -0.35. The relationship is significant at the 1% level
after controlling for income per capita and government expenditure.
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FIGURE 1.10 Economies where it is easier to close a business tend to have lower

levels of income inequality on average
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Sources: Doing Business database; PovcalNet (http://iresearch.worldbank.org/PovcalNet/index.htm), World Bank.

Note: The figure compares the resolving insolvency indicator distance to frontier score to the Gini index as
calculated in PovcalNet. The data ranges from 2003 to 2013 and includes 713 observations. The correlation
between the Gini index and the distance to frontier score is -0.40. The relationship is significant at the 5% level
after controlling for income per capita and government expenditure.

indicators—have the strongest link with
income inequality reduction (figures
1.9 and 1.10). These two Doing Business
indicators are focused on equalizing
opportunities and access to markets.

CONTENTS OF THIS YEAR'S
REPORT

This year's report presents six case stud-
ies and two annexes. The case studies
focus on the areas that are included in the
ease of doing business ranking while the
annexes cover areas not included in the
ranking. The case studies and annexes
either present new indicators or provide
further insights from the data collected
through methodology changes imple-
mented in the past two years.

The getting electricity case study high-
lights the importance of a reliable power
supply for business and discusses the
challenges and successes of four
very different economies—Cameroon,
Guatemala, Indonesia and Pakistan. This
year, two case studies on getting credit are
presented, one focusing on the strength
of legal rights index and one focusing

on the depth of credit information. The
case study on the strength of legal rights
index discusses two approaches to the
reform process, one where the economy
completely discards the existing laws and
regulation and creates a new overarching
framework for secured transactions and
another where the economy makes piece-
meal reforms while preserving the existing
overarching framework. The case study on
the depth of credit information highlights
the importance of a well-functioning credit
bureau or registry for financial inclusion
and discusses how they can increase their
coverage by broadening the sources of
information. The case study on protecting
minority investors analyzes the reforms
that focus on the newest parts of the
indicator. Reforms implemented in India
and Switzerland are discussed in detail.
The case study on paying taxes presents
and analyzes the new data on postfiling
processes. Finally, the case study on trad-
ing across borders discusses the impor-
tance of single windows and electronic
systems for simplifying trade logistics and
reducing corruption.

The two annexes present the data analy-
sis for two topics, labor market regulation

and selling to the government. Selling to
the government is a pilot indicator this
year, covering 78 economies.
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1. For 11 economies the data are also collected
for the second largest business city (see table
12A.1in the data notes).
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About Doing Business

he foundation of Doing Business

is the notion that economic activ-

ity, particularly private sector
development, 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 shap-
ing the incentives of economic agents in
ways that promote growth and develop-
ment 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 develop-
ment strategies and policies.

Good rules are a key to social inclusion.
Enabling growth—and ensuring that all
people, regardless of income level, can
participate in its benefits—requires an
environment where new entrants with
drive and good ideas can get started
in business and where good firms can
invest and expand. The role of govern-
ment policy in the daily operations of
domestic 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 expan-
sion 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
quantitative indicators on the regulations
that apply to firms at different stages
of their life cycle. The results for each
economy can be compared with those for
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,
dealing with construction permits, get-
ting electricity, registering property,
getting credit, protecting minority
investors, paying taxes, trading across
borders, enforcing contracts and resolv-
ing insolvency (table 2.1). Doing Business
also measures features of labor market
regulation. Although Doing Business does
not present 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 pres-
ent the data for these indicators.

Doing Business 2017

05 s

= 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 busi-
ness 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.

= 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 39,000 professionals in 190
economies have assisted in providing
the data that inform the Doing Business
indicators over the past 14 years.

= This year's report expands the paying
taxes indicator set to cover postfiling
processes—what happens after a firm
pays taxes—such as tax refunds, tax
audits and administrative tax appeals.

= Doing Business includes a gender
dimension in four of the 11 indicator
sets. Starting a business, registering
property and enforcing contracts
present a gender dimension for the first
time this year. Labor market regulation
already captured gender disaggregated
data in last year's report.
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TABLE 2.1 What Doing Business measures—11 areas of business regulation

Indicator set

What is measured

Starting a business

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

Dealing with construction permits

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

Getting electricity

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

Registering property

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

Getting credit

Movable collateral laws and credit information systems

Protecting minority investors

Minority shareholders’ rights in related-party transactions and in

corporate governance

Paying taxes

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

Trading across borders

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

Enforcing contracts

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

Resolving insolvency

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

Labor market regulation

Flexibility in employment regulation and aspects of job quality

How the indicators are selected

The choice of the 11 sets of Doing
Business indicators has 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 130,000
firms 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.

The design of the Doing Business
indicators has also been informed by
theoretical insights gleaned from exten-
sive research and the literature on the
role of institutions in enabling economic
development. In addition, the background
papers developing the methodology
for each of the Doing Business indicator
sets have established the importance
of the rules and regulations that Doing
Business focuses on for such economic
outcomes as trade volumes, foreign

direct investment, market capitalization
in stock exchanges and private credit as
a percentage of GDP.2

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
requirements for related-party trans-
actions, for example, in the area of
protecting minority investors. Higher
scores are also given for a simplified
way of applying regulation that keeps
compliance costs for firms low—such
as by easing the burden of business
start-up formalities 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 regula-
tion—but those where governments have

managed to create rules that facilitate
interactions in the marketplace without
needlessly hindering 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 represents 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 collected
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 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
regulation relative to the performance
of other economies as measured by
Doing Business.

Doing Business uses a simple averaging
approach for weighting component
indicators, calculating rankings and
determining the distance to frontier
score.® Each topic covered by Doing
Business relates to a different aspect of
the business regulatory environment.
The distance to frontier scores and
rankings of each economy vary, often



considerably, across topics, indicating
that a strong performance by an econo-
my in one area of regulation can coexist
with weak performance in another (figure
21). One way to assess the variability
of 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 dis-
tance to frontier score of 67.50, meaning
that it is two-thirds of the way from the
worsttothebest performance. ltsdistance
to frontier score is 92.34 for starting a
business, 83.51 for paying taxes and 81.12
for trading across borders. At the same
time, it has a distance to frontier score
of 33.89 for resolving insolvency, 45 for
getting credit and 53.33 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 institutions that affect the quality
of an economy's business environment
or its national competitiveness. It does

ABOUT DOING BUSINESS

TABLE 2.2 What Doing Business does not cover

Examples of areas not covered

Macroeconomic stability

Development of the financial system

Quality of the labor force

Incidence of bribery and corruption

Market size

Lack of security

Examples of aspects not included within the areas covered

In paying taxes, personal income tax rates

In getting credit, the monetary policy stance and the associated ease or tightness

of credit conditions for firms

In trading across borders, export or import tariffs and subsidies

In resolving insolvency, personal bankruptcy rules

not, for example, capture aspects of
macroeconomic stability, 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
process 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
international 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 connections). Similar to the

FIGURE 2.1
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An economy'’s regulatory environment may be more business-friendly in some areas than in others
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Source: Doing Business database.

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.
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indicators on trading across borders, all
aspects of commercial legislation are not
covered by those on starting a business
or protecting minority 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
total tax rate, which, in isolation, 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
achieving regulatory objectives, which
can differ across economies. Doing
Business provides a starting point for
this discussion and should be used in
conjunction with other data sources.

AB Ad

Feature

Advantages

Limitations

Use of standardized
case scenarios

Makes data comparable across
economies and methodology
transparent, using case scenarios that
are common globally

Reduces scope of data; only regulatory
reforms in areas measured can be
systematically tracked; the case
scenarios may not be the most
common in a particular economy

Focus on largest
business city?

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

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

Focus on domestic and
formal sector

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

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

Reliance on expert
respondents

Ensures that data reflect knowledge
of those with most experience in

Indicators less able to capture variation
in experiences among entrepreneurs

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 around
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

measured

conducting types of transactions

Focus on the law

can change

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

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

Source: Doing Business database.

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.

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
the largest business city, Doing Business
has complemented its global indica-
tors with subnational studies (box 2.1).
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 comparabil-
ity of data. Some Doing Business topics
are complex, and so it is important
that the standardized cases are defined
carefully. For example, the standardized
case scenario usually involves a limited
liability company or its legal equivalent.
There are two reasons for this assump-
tion. First, private, limited liability
companies are the most prevalent busi-
ness 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 entrepreneurship:
investors are encouraged to venture
into business when potential losses are
limited to their capital participation.

Another assumption underlying the
Doing Business indicators is that entre-
preneurs have knowledge of and comply
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 informal arrangements intended
to bypass the rules where regulation is
particularly onerous—an aspect that
helps explain differences 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
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BOX 2.1 Comparing regulation at the local level: subnational Doing Business studies

Subnational Doing Business studies, which are undertaken at the request of governments, expand the Doing Business analysis be-
yond an economy’s largest business city. They measure variation in regulations or in the implementation of national laws across
locations within an economy (as in Poland) or a region (as in South East Europe).

Data collected by subnational studies over the past three years show that there can be substantial variation within an economy
(see figure). In Mexico, for example, in 2016 registering a property transfer took as few as 9 days in Puebla and as many as 78
in Oaxaca. Indeed, within the same economy one can find locations that perform as well as economies ranking in the top 20 on
the ease of registering property and locations that perform as poorly as economies ranking in the bottom 40 on that indicator.

Different locations, different regulatory processes, same economy

Time to register property (days)
30 Oaxaca (78)
Isiolo (73)

60 58
Wroclaw (51) Mangaung (52)

Mombasa
(41)

40
32
Johannesburg Melilla (26)
Bialystok (23)

20 8

0

Kenya Mexico Poland South Africa Spain
N | east time I Most time Average time

Source: Subnational Doing Business database.

Note: The average time shown for each economy is based on all locations covered by the data: 11 cities in Kenya in 2016, 32 states in Mexico in 2016, 18 cities in
Poland in 2015, 9 cities in South Africa in 2015 and 19 cities in Spain in 2015.

While subnational Doing Business studies generate disaggregated data on business regulation, they go beyond a data collection
exercise. They have been shown to be strong motivators for regulatory reform at the local level:

* Results can be benchmarked both locally and globally because the data produced are comparable across locations within the
economy and internationally. Comparing locations within the same economy—which share the same legal and regulatory
framework—can be revealing: local officials struggle to explain why doing business is more challenging in their jurisdiction
than in a neighboring one.

* Highlighting good practices that exist in some locations but not others within an economy helps policy makers recognize
the potential for replicating these good practices. This can yield discussions about regulatory reform across different levels
of government, providing opportunities for local governments and agencies to learn from one another and resulting in local
ownership and capacity building.

Since 2005 subnational reports have covered 438 locations in 65 economies (see map). Seventeen economies—including the
Arab Republic of Egypt, Mexico, Nigeria, the Philippines, and the Russian Federation—have undertaken two or more rounds of
subnational data collection to measure progress over time. This year subnational studies were completed in Kenya, Mexico and
the United Arab Emirates. Ongoing studies include those in Afghanistan (5 cities), Colombia (32 cities), three EU member states
(22 cities in Bulgaria, Hungary and Romania) and Kazakhstan (8 cities).

Subnational reports are available on the Doing Business website at http://www.doingbusiness.org/subnational.
(continued)
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BOX 2.1 Comparing regulation at the local level: subnational Doing Business studies (continued)

Subnational studies cover a large number of cities across all regions of the world

98 cites  *
in Latin America -
and the Caribbean
\
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Design Unit of The World Bank. The
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The World Bank Group, any
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Source: Subnational Doing Business database.

workers—and these workers remain
outside the protections of labor law
and, more generally, other legal protec-
tions 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 occur-
rence of informality and give policy
makers 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
smallest and poorest economies, for

which little or no data are available from
other sources. The data are collected
through several rounds of communica-
tion with expert respondents (both
private sector practitioners and govern-
ment officials), through responses to
questionnaires, conference calls, written
correspondence and visits by the team.
Doing Business relies on four main sources
of information: the relevant laws and reg-
ulations, Doing Business respondents, the
governments of the economies covered
and the World Bank Group regional staff
(figure 2.2). For a 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: around
60% of the data embedded in the Doing

Business indicators are based on a reading
of the law. In addition to filling out ques-
tionnaires, Doing Business respondents
submit references to the relevant laws,
regulations and fee schedules. The Doing
Business team collects the texts of the rel-
evant laws and regulations and checks the
questionnaire responses for accuracy. The
team will examine the civil procedure code,
for example, to check the maximum num-
ber of adjournments in a commercial court
dispute, and read the insolvency code to
identify if the debtor can initiate liquidation
or reorganization proceeding. These and
other types of laws are available on the
Doing Business law library website.® Since
the data collection process involves an
annual update of an established database,
having a very large sample of respon-
dents is not strictly necessary. In
principle, the role of the contributors
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FIGURE 2.2 How Doing Business collects and verifies the data

Questionnaire
development

The Doing Business team updates
the questionnaires and consults
with internal and external experts.

Data collection and analysis

The Doing Business team distributes
the questionnaires, analyzes the
relevant laws and regulations along
with the information in the
questionnaires.

The Doing Business team travels to
around 30 economies.

The Doing Business team engages in
conferences calls, video conferences
and in-person meetings with
government officials and private
sector practitioners.

Governments and World Bank Group
regional teams submit information on
regulatory changes that could
potentially be included in the global

Report

launch

preliminary information on reforms
with governments (through the World
Bank Group's Board of Executive
Directors) and World Bank Group
regional teams for their feedback.

The Doing Business team analyzes the
data and writes the report. Comments
on the report and data are received
from across the World Bank Group

)
I
I
I
I
I
I
I
I
I
The Doing Business team shares 1
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I
through an internal review process. 1

The report is published,
followed by media outreach
and findings dissemination.

count of regulatory reforms.

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 contributors rose by 58%
between 2010 and 2016.

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 deal-
ing with construction permits, enforcing
contracts and resolving insolvency—the
time component and part of the cost
component (where fee schedules are
lacking) are based on actual practice
rather than the law on the books. This
introduces a degree of 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 standardized case.

Doing Business respondents

More than 39,000 professionals in 190
economies have assisted in providing
the data that inform the Doing Business
indicators over the past 14 vyears.’
This year's report draws on the inputs of
more than 12,500 professionals.® Table
12.2 in the data notes lists the number of
respondents for each indicator set. The
Doing Business website shows the num-
ber 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
construction permits, trading across bor-
ders and getting electricity. Information
that is incorporated into the indicators is
also provided by certain public officials
(such as registrars from the company
or property registry).

The Doing Business approach is to work
with legal practitioners or other profes-
sionals who regularly undertake the
transactions 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

involved.

time estimate for each step is given by
practitioners with significant and routine
experience in the transaction.

There are two main reasons that
Doing Business does not survey firms.
The first relates to the frequency with
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which firms engage in the transactions
captured by the indicators, which is gener-
ally 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 infor-
mation, which firms are unlikely to be fully
familiar with. For example, few firms will
know about all the many legal procedures
involved in resolving a commercial dispute
through the courts, even if they have gone
through the process themselves. But a liti-
gation lawyer should have little difficulty in
providing the requested information on all
the processes.

Governments and World Bank
Group regional staff

After receiving the completed ques-
tionnaires from the Doing Business
respondents, verifying the information
against the law and conducting follow-
up inquiries to ensure that all relevant
informationis 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 with regional
staff of the World Bank Group. Through
this process government
and World Bank Group staff working on
most of the economies covered can alert

authorities

the team about, for example, regulatory
reforms not included by the respondents
or additional achievements of regulatory
reforms already captured in the database.
The Doing Business team can then turn to
the local private sector experts for further
consultation and, as needed, corrobora-
tion. In addition, the team responds for-
mally to the comments of governments
or regional staff and provides explana
jons 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 2015 to October
2016 the team received and responded
to more than 240 queries on the data. If
changes in data are confirmed, they are
immediately reflected on the website.

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
chosen 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
regulation 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
regulatory reform is needed, including
areas well beyond those measured by
Doing Business.

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 con-
tracts. 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, objec-
tive data providing unique insights into



good practices worldwide as they have
come to understand the importance of
business regulation as a driving force of
competitiveness. To ensure the coordina-
tion of efforts across agencies, econo-
mies such as Colombia, Malaysia and
Russia 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
40 other economies have also formed
such committees. 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: India and
Pakistan. In Europe and Central Asia:
Albania, Croatia, Georgia, Kazakhstan,
Kosovo, the Kyrgyz Republic, the for-
mer Yugoslav Republic of Macedonia,
Moldova, Montenegro, Poland, Tajikistan,
Ukraine and Uzbekistan. In Sub-Saharan
Africa: the Democratic Republic of Congo,
the Republic of Congo, Cote d'lvoire,
Burundi, Guinea, Kenya, Liberia, Malawi,
Mali, Mauritius, Nigeria, Rwanda, Sierra
Leone, Togo, Zambia and Zimbabwe.
And in Latin America: Chile, Costa Rica,
the Dominican Republic, Guatemala,
Mexico, Panama and Peru. Governments
have reported more than 2,900 regula-
tory reforms, 777 of which have been
informed by Doing Business since 2003.1°

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

organizations, both for the develop-
ment 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
outcomes." One of the most cited theo-
retical 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, caus-
ing them not to invest or to move to
the informal economy. Recent studies
have conducted extensive empirical
testing of this proposition using Doing
Business and other related indicators.
According to one study, for example,
a reform that simplified business
registration 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 resulted in 14.9% of
informal business owners shifting to
the formal economy.™

Considerable effort has been devoted
to studying the link between govern-
ment regulation of firm entry and
employment  growth. In  Portugal
business reforms resulted in a reduc-
tion 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. But
although these start-ups were smaller
and more likely to be female-owned
than before the reform, they were also
headed by less experienced and poorly-
educated entrepreneurs with
sales per worker.™

lower

In many economies companies engaged
in international trade struggle with high
trade costs arising from transport, logis-
tics and regulations, impeding their com-
petitiveness and preventing them from
taking full advantage of their productive
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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 but delays in transit
time can reduce exports: a study analyz-
ing 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."® 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
regulations are cumbersome.

Doing Business measures aspects of busi-
ness regulation affecting domestic firms.
However, research shows that better
business regulation—as measured by

21
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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.?® An in-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 dis-
tortionary 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 complex-
ity 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 market. According to one study,
graduating from school during a time
of adverse economic conditions has a
persistent, harmful effect on workers’
subsequent employment opportunities.
The persistence of this negative effect
is stronger in countries with stricter
employment protection legislation.”!
Rigid employment protection legislation
can also have negative distributional
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.*

Indexes

Doing Business identified 17 different
data projects or indexes that use Doing
Business as one of its sources of data.*
Most of these projects or institutions
use indicator level data and not the
aggregate ease of doing business rank-
ing. Starting a business is the indicator
set most widely used, 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. The
Heritage Foundation’s Index of Economic
Freedom, for example, has used six
Doing Business indicators to measure
the degree of economic freedom in the
world.** Economies that score better in
these six 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 Doing Business indicators in four other
indexes that measure technological readi-
ness, human capital development, travel
and tourism sector competitiveness and
trade facilitation. These publicly acces-
sible 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 individually, Doing
Business indicators remain a useful start-
ing point for a rich body of analysis across
different areas and dimensions in the
research world.

Doing Business has contributed substan-
tially to the debate on the importance
of business regulation for economic
development. By expanding the time
series and the scope of the data with the
recent methodology expansion, Doing
Business hopes to continue being a key
reference going forward.

NEW AREAS INCLUDED IN
THIS YEAR'S REPORT

This year's Doing Business report includes
data for one new economy, Somalia,
expands the paying taxes indicators,
includes gender dimensions in four
indicator sets and adds a new annex on
selling to the government.

For any new indicators or economies
added to the distance to frontier score
and the ease of doing business ranking,
the data are presented for the last two
consecutive years to ensure that there
are at least two years of comparable data.

Paying taxes

The paying taxes indicator set is the last
to be expanded as part of the methodol-
ogy improvement process started three
years ago that affects 9 of the 10 areas
covered in the ease of doing business
ranking. Only the starting a business
indicators remain under the original
methodology.

The paying taxes indicator set assesses
the number of payments, time and total
tax rate for a firm to comply with all
tax regulations. This year's report adds
a new indicator to include postfiling
processes. Under postfiling processes,



Doing Business measures value added tax
refund, corporate income tax audits and
administrative tax appeals. Under value
added tax refunds, Doing Business mea-
sures how long it takes to comply and to
obtain back the value added tax paid on
a capital purchase (including any value
added tax audits associated with it).
Under the corporate income tax audits,
Doing Business focuses on the time it
takes and the process to complete a tax
audit when a firm mistakenly declares
a lower tax liability than it should have.
Doing Business also measures good prac-
tices in the tax appeals process, such as
independence from the tax collecting
agency, but those are not scored. In
this year's report there is a case study
dedicated to analyzing the results of this
methodology expansion.

Adding gender components

This year's Doing Business report presents
a gender dimension in four of the indica-
tor sets: starting a business, registering
property, enforcing contracts and labor
market regulation. Three of these areas
are included in the distance to frontier
score and in the ease of doing business
ranking, while the fourth—Ilabor market
regulation—is not.

Doing Business has traditionally assumed
that the entrepreneurs or workers dis-
cussed in the case studies were men.
This was incomplete by not reflecting
correctly the Doing Business processes
as applied to women—which in some
economies may be different from the
processes applied to men. Starting
this year, Doing Business measures the
starting a business process for two case
scenarios: one where all entrepreneurs
are men and one where all entrepre-
neurs are women. In economies where
the processes are more onerous if the
entrepreneur is a woman, Doing Business
now counts the extra procedures applied
to roughly half of the population that
is female (for example, obtaining a
husband's consent or gender-specific
requirements for opening a personal
bank account when starting a business).

Within the registering property indica-
tors, a gender component has been
added to the quality of land administra-
tion index. This component measures
women's ability to use, own, and transfer
property according to the law. Finally,
within the enforcing contracts indicator
set, economies will be scored on having
equal evidentiary weight of women's
and men's testimony in court.

The labor market regulation indicators
have included data on gender compo-
nents for the past two years. These data
include: whether nonpregnant and non-
nursing women can work the same night
hours as men; whether the law mandates
equal remuneration for work of equal
value; whether the law mandates non-
discrimination based on gender in hiring;
whether the law mandates paid or unpaid
maternity leave; the minimum length
of paid maternity leave; and whether
employees on maternity leave receive
100% of wages.

Selling to the government

The analysis uses a new pilot indicator
set, selling to the government, which
measures public procurement regulation
and is presented as an annex to this
year's report. The procurement process
is analyzed across five main areas: acces-
sibility and transparency, bid security,
payment delays, incentives for small and
medium-size enterprises and complaints
mechanisms. Accessibility and trans-
parency covers whether information is
accessible to prospective bidders and
how that information can be accessed.
The analysis on bid security discusses the
amount that prospective bidders need to
pay upfront in order to be considered in
the bidding process and the form of the
security deposit. For payment delays, the
annex presents the time it takes for the
firm to receive payment from the govern-
ment after the contract is completed and
the service has been delivered. The incen-
tives for small and medium-size enter-
prises component measures whether
economies have set up specific legal
provisions or policies to promote fair
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access for small and medium-size firms
to government contracts. And for the
complaints  mechanism  component,
the annex discusses the process to file
a grievance regarding a public procure-
ment project, including who can file a
complaint, where to file a complaint and
the independence of the review body and

what remedies are granted.

NOTES

1. Data from the World Bank Enterprise
Surveys and Doing Business complement
each other as two sides of the same coin.
They both provide useful information on the
business environment of an economy, but
in significantly different ways. The scope of
Doing Business is narrower than the Enterprise
Surveys. However, by focusing on actionable
indicators related to business regulation,
Doing Business provides a clear roadmap
for governments to improve. Doing Business
uses standardized case scenarios while
the Enterprise Surveys use representative
samples. For more on the Enterprise Surveys
and the differences between the Enterprise
Surveys and Doing Business, see the website at
http://www.enterprisesurveys.org.

2. These papers are available on the Doing
Business website at http://www.doingbusiness
.org/methodology.

3. For getting credit, indicators are weighted
proportionally, according to their contribution
to the total score, with a weight of 60%
assigned to the strength of legal rights index
and 40% to the depth of credit information
index. In this way each point included in these
indexes has the same value independent of
the component it belongs to. Indicators for all
other topics are assigned equal weights. For
more details, see the chapter on the distance
to frontier and ease of doing business ranking.

. Hallward-Driemeier and Pritchett 2015.

5. Schneider 2005; La Porta and Shleifer 2008.

6. For the law library, see the website at
http://www.doingbusiness.org/law-library.

7. The annual data collection exercise is an
update of the database. The Doing Business
team and the contributors examine the
extent to which the regulatory framework
has changed in ways relevant for the features
captured by the indicators. The data collection
process should therefore be seen as adding
each year to an existing stock of knowledge
reflected in the previous year's report, not as
creating an entirely new data set.

8. While about 12,500 contributors provided
data for this year's report, many of them
completed a questionnaire for more than
one Doing Business indicator set. Indeed, the
total number of contributions received for
this year's report is more than 15,700, which
represents a true measure of the inputs
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received. The average number of contributions
per indicator set and economy is more than
seven. For more details, see http:/www
.doingbusiness.org/contributors
/doing-business.

The focus of the Doing Business indicators
remains the regulatory regime faced by
domestic firms engaging in economic activity
in the largest business city of an economy.
Doing Business was not initially designed to
inform decisions by foreign investors, though
investors may in practice find the data useful
as a proxy for the quality of the national
investment climate. Analysis done in the
World Bank Group's Global Indicators Group
has shown that countries that have sensible
rules for domestic economic activity also tend
to have good rules for the activities of foreign
subsidiaries engaged in the local economy.
These are reforms for which Doing Business

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

The papers cited here are just a few examples
of research done in the areas measured by
Doing Business. Since 2003, when the Doing
Business report was first published, 2,182
research articles discussing how regulation

in the areas measured by Doing Business
influences economic outcomes have been
published in peer-reviewed academic journals.
Another 6,296 working papers have been
posted online.

Bruhn 2011,

Bruhn 2013.

Branstetter and others 2013.

Portugal-Perez and Wilson 2011.

Freund and Rocha 2011.

Djankov, Freund and Pham 2010.

Martincus, Carballo and Graziano 2015.
Freund and Bolaky 2008.

. Amiti and Khandelwal 2071.

Corcoran and Gillanders 2015.

. Munemo 2014.

. Norbéck, Persson and Douhan 2014.
. Giné and Love 2010.

. Love, Martinez-Peria and Singh 2013.
. Visaria 2009.

Beck, Lin and Ma 2014.

. Claessens, Ueda and Yafeh 2014.
. Monteiro and Assuncéo 2012.
. Lawless 2013.

Kawaguchi and Murao 2014.

. Montenegro and Pagés 2003.
. The 17 indexes are: the Millennium Challenge

Corporation’s Open Data Catalog; the
Heritage Foundation’s Index of Economic
Freedom (IEF); the World Economic Forum's
Global Competitiveness Index (GCI),
Networked Readiness Index (NRI, jointly
with INSEAD), Human Capital Index (HCI),
Enabling Trade Index (ETI) and Travel and
Tourism Competitiveness Index (TTCD);
INSEAD's Global Talent Competitiveness
Index (GTCI) and Global Innovation Index
(G, jointly with Cornell University and the
World Intellectual Property Organization);
Fraser Institute's Economic Freedom of the
World (EFW); KPMG's Change Readiness

34.

Index (CRI); Citi and Imperial College
London’s Digital Money Index; International
Institute for Management Development’s
World Competitiveness Yearbook; DHL's
Global Connectedness Index (GCI);
PricewaterhouseCoopers' Paying Taxes 2016:
The Global Picture; and Legatum Institute's
Legatum Prosperity Index.

For more on the Heritage Foundation’s Index
of Economic Freedom, see the website at
http:/heritage.org/index.



Reforming the Business
Environment in 2015/16

fficient business regulation leads to

greater market entry, job creation,

higher productivity and improved
levels of overall economic development.
Even though the scope of the Doing
Business indicators is limited by neces-
sity, there is well-established evidence
that moving from the lowest quartile of
improvement in business regulation to
the highest quartile is associated with
significant increases in annual economic
growth per capita.? A large body of lit-
erature indicates that the simplification
of business entry regulation results in
higher numbers of new businesses and an
increased rate of employment.? Research
covering 172 economies in the period
from 2006 to 2010 shows that each
additional business regulatory reform
is associated with an average increase
of 0.15% in economic growth. Indeed,
business regulatory reforms might have
helped to mitigate the effects of the 2008
global financial crisis since economies
that undertook more reforms experienced
higher economic growth rates.*

Regulation is necessary to maintain
efficient, safe and orderly societies. Doing
Business focuses on the development of
streamlined, necessary and competent
regulatory practices that facilitate private
sector development rather than create
unnecessary bureaucratic obstacles and
opportunities for rent seeking. Doing
Business advocates adherence to estab-
lished good practices like free access to
information, transparency of fees and the
use of online services. Since the publica-
tion of the first Doing Business report,

governments around the world have
implemented over 2,900 reforms striving
to align domestic business regulation with
the good practices advocated by Doing
Business. Many governments use Doing
Business indicator sets to formulate and
monitor their reform efforts. The Indian
government, for example, has committed
to improving its Doing Business ranking by
steadily implementing reforms across all
indicators (box 3.1).°

In Japan the government aims to improve
the economy's Doing Business ranking from
19 (@among 31 OECD high-income econo-
mies) to the top three. To achieve this
goal, Haidar and Hoshi (2015) outlined
31 reform recommendations classified
into six different categories depending on
whether the reform was administrative or
legal and on the level of potential politi-
cal resistance.® Proposed administrative
changes with low political resistance
include the electronic submission and
processing of export and import docu-
ments, fast-track procedures for property
transfers and the consolidation of bureau-
cratic processes at the Legal Affairs Office.
Administrative changes with medium
political resistance focus on the reduction
of the number of procedures to obtain a
construction permit, development of spe-
cialized commercial courts and expansion
of case management systems. An admin-
istrative change that will most likely face
high political resistance is the introduction
of performance measures for judges due
to the division of power between the
legal system, the government and the
business environment.”
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= |n the year ending June 1, 2016, 137
economies implemented 283 total
reforms across the different areas
measured by Doing Business, an
increase of over 20% from last year.

= Doing Business has recorded more than
2,900 regulatory reforms making it
easier to do business since 2004.

= The economies showing the most
notable improvement in performance
on the Doing Business indicators
in 2015/16 were Brunei Darussalam,
Kazakhstan, Kenya, Belarus
and Indonesia.

= Reforms inspired by Doing Business
have been implemented by economies
in all regions. But Europe and
Central Asia continues to be the
region with the highest share of
economies implementing at least one
reform—96% of economies in the
region have implemented at least one
business regulatory reform.

= Starting a business continues to be
the most common reform area with
49 reforms, followed by paying
taxes with 46.

= |ncreasingly, the competitiveness of cities
is seen as an important driver of job
creation and economic growth. By
focusing on cities, subnational Doing
Business studies contribute to the
improvement of their competitiveness,
providing information to policy
makers on how to reform the business
regulatory environment.
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BOX 3.1 India has embarked on an ambitious reform path

The current government of India was elected in 2014 on a platform of increasing job creation, mostly through encouraging
investment in the manufacturing sector. Soon after the elections policy makers realized that for this to occur substantial im-
provements would need to be made to the country's overall business regulatory environment. The Doing Business indicators have
been employed as one of the main measures to monitor improvements in India's business climate. As a result of the election
platform-driven reform agenda, over the past two years the Doing Business report has served as an effective tool to design and
implement business regulatory reforms.

The data presented by the Doing Business indicators have led to a clear realization that India is in need of transformative reforms.
The country has embarked on a fast-paced reform path, and the Doing Business 2017 report acknowledges a number of substantial
improvements. For example, India has achieved significant reductions in the time and cost to provide electricity connections to
businesses. In 2015/16 the utility in Delhi streamlined the connection process for new commercial electricity connections by allow-
ing consumers to obtain connections for up to 200 kilowatt capacity to low-tension networks. This reform led to the simplification
of the commercial electricity connection process in two ways. First, it eliminated the need to purchase and install a distribution
transformer and related connection materials, as the connection is now done directly to the distribution network, leading to a re-
duction in cost. Second, the time required to conduct external connection works by the utility has been greatly reduced due to the
low-tension connection and there is no longer a need to install a distribution transformer. As a result, the time needed to connect to
electricity was reduced from 138 days in 2013/14 to 45 days in 2015/16. And in the same period, the cost was reduced from 846%
of income per capita to 187%.

Over the past three years, the utility in Delhi has substantially reduced the time and cost of obtaining an electricity connection
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Source: Doing Business database.

Furthermore, India has made paying taxes easier by introducing an electronic system for paying employee state insurance contri-
butions. In the area of trade, as of April 2016 the Customs Electronic Commerce Interchange Gateway portal allowed for the elec-
tronic filing (e-filing) of integrated customs declarations, bills of entry and shipping bills, reducing the time and cost for export and
import documentary compliance. The portal also facilitates data and communication exchanges between applicants and customs,
reducing the time for export and import border compliance. Additionally, an Integrated Risk Management System has become fully
operational and ensured that all the consignments are selected based on the principles of risk management. Furthermore, the gov-
ernment of India adopted the Companies (Amendment) Act (No. 21) in May 2015. The amendments were published in the official
gazette and immediately entered into force upon notification by the Ministry of Corporate Affairs. As a result, the minimum capital
requirement for company incorporation was abolished and the requirement to obtain a certificate to commence business opera-
tions was eliminated. To improve court efficiency, the passage of the Commercial Courts, Commercial Divisions and Commercial
Appellate Divisions Act of 2015 established effective mechanisms for addressing commercial cases. And in May 2016 the govern-
ment of India enacted the Insolvency and Bankruptcy Code (IBC), which—when it comes into effect—will overhaul the 60-year-old
framework for company liquidation and introduce new insolvency practices.

The experience of implementing reforms based on Doing Business data has demonstrated to the government the significance of
establishing clear stakeholder feedback mechanisms to close the gaps between policy formulation and implementation. Finally, the
government has also acknowledged the need to implement reforms across the country—not just in Mumbai and Delhi, which are
the cities covered by Doing Business. Lawmakers have recommended the implementation of a large number of reforms across all
states, going beyond the scope of Doing Business.



Regulatory reforms inspired by Doing
Business have been implemented by
economies in all regions. Rwanda, which
ranks second in Africa in Doing Business
2017, is an example of an economy
that used Doing Business as a guide to
improve its business environment. From
Doing Business 2005 to Doing Business
2017 Rwanda implemented a total of 47
reforms across all indicators. Rwanda
is one of only 10 economies that have
implemented reforms in all of the Doing
Business indicators and every year since
Doing Business 2006.2 These reforms are in
line with Rwanda's Vision 2020 develop-
ment strategy, which aims to transform
Rwanda from a low-income economy
to a lower-middle-income economy by
raising income per capita from $290 to
$1,240 by 2020.°

Doing Business is widely used by policy
makers in Sub-Saharan Africa to advance
their reform agendas. Some of these
economies have established units
dedicated to specific reform action plans
targeting the Doing Business indica-
tors. In Kenya, for example, the Ease of
Doing Business Delivery Unit operates
under the leadership of the Ministry
of Industrialization and the Deputy
President, meeting on average every two
weeks to discuss progress on an estab-
lished action plan. The meeting is chaired
by either the Deputy President or the
Minister of Industrialization, while sev-
eral stakeholder agencies are responsible
for implementing measures stated in the
action plan.

In Burundi, the investment climate reform
agenda is overseen by the Office of the
Second Vice President. The dedicated
Doing Business Intelligence Committee
comprises several ministers and is sup-
ported by an executive secretariat, which
assumes the day-to-day work and reform
coordination as well as public-private
dialogue and communication on current
reforms. Nigeria's government, which
came to power in 2015, has placed
a strong emphasis on increasing the
country’s competitiveness. In early 2016
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Nigeria established the Presidential
Enabling Business Environment Council,
which is chaired by the Vice President;
the Federal Minister of Industry, Trade
and Investment is the vice-chairman. The
Council's main mandate is the supervi-
sion of the competitiveness and invest-
ment climate agenda at the federal and
state levels, while the Enabling Business
Environment Secretariat is charged with
day-to-day reform implementation.

Similarly, the Prime Minister of Cote
d'lvoire is the champion of the invest-
ment climate reform agenda and chairs
the National Interdepartmental Doing
Business Committee. The prerogative of
this committee, which includes public
and private sector stakeholders, is to for-
mulate the reform agenda and to ensure
the high-level monitoring of its imple-
mentation. Its permanent secretariat
assumes coordination and implementa-
tion of the established reform agenda.
In Zimbabwe, the Office of the President
and Cabinet oversees the Doing Business
reform initiative using a Rapid Results
Initiative approach. The Chief Secretary
to the President and Cabinet is the stra-
tegic sponsor of the Initiative. Permanent
Secretaries from more than 10 ministries
are responsible for implementing mea-
sures outlined in the action plan for each
of the Doing Business indicators.

Recently some reform efforts have
advanced beyond the geographic bound-
aries of individual states. In 2015, 10
economies came together to form the
Association of Southeast Asian Nations
(ASEAN) Economic Community, a
single market economy for goods, ser-
vices, capital and labor, which—once it is
realized—could result in a market
larger than the European Union or
North America. This year the 10 ASEAN
economies implemented a total of 31
reforms across the Doing Business indica-
tors—including six reforms in the area of
paying taxes and six reforms in the area
of getting credit. Malaysia, for example,
introduced an online system for filing
and paying goods and services tax and

strengthened credit reporting by begin-
ning to provide consumer credit scores.

ASEAN can also learn from other Asia-
Pacific Economic Cooperation (APEC)
economies how to reform and create a
uniform business environment. The APEC
Ease of Doing Business (EoDB) initiative
set a goal of an APEC-wide improvement
of 25% by 2015 in five Doing Business
indicators: starting a business, dealing
with construction permits, getting credit,
trading across borders and enforcing
contracts. This goal—of making doing
business faster, cheaper and easier—was
endorsed by APEC leaders in 2009.
By 2015 APEC economies reached an
improvement of 12.7% and launched
the EoDB Action Plan (2016-2018) to
further this effort. The new target was an
improvement of 10% by 2018 in the exist-
ing five priority areas using the baseline
data of 2015'° The main overarching
objectives across the recommendations
are simplifying and streamlining business
processes, creating electronic platforms
and establishing a single-interface service.

HIGHLIGHTS OF REFORMS
MEASURED IN DOING
BUSINESS IN 2015/16

The private sector is universally recog-
nized as being a key driver of economic
growth and development. Nearly 90%
of employment, including formal and
informal jobs, occurs within the private
sector, which has an abundant potential
that should be harnessed." Governments
in many economies work together with
the private sector to create a thriving
business environment. One way of doing
this is through implementing effective
business regulation that ensures that all
actors have fair and equal opportunities to
participate in a competitive market. More
specifically, effective business regulation
can encourage firm creation and growth
and minimize market distortions or fail-
ures. Doing Business continues to capture
dozens of reforms implemented through
its 11 indicator sets.
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BOX 3.2 Subnational Doing Business studies in Mexico and Colombia: reforming through competition and collaboration

In 2005 Mexico requested that the World Bank expand the Doing Business benchmarks beyond Mexico City to assess the business
regulatory environment across states, arguing that the capital city was not representative of Mexico as a whole. A decade later
subnational Doing Business studies have been replicated across the globe, measuring 438 locations in 65 economies and recording
583 regulatory reforms. The strong demand for subnational Doing Business studies proves that comparisons among locations within
the same economy and the sharing of good practices are strong drivers of reform.

By leveraging the methodology of Doing Business and combining it with a strong engagement strategy with local authorities, sub-
national Doing Business studies increase ownership of the reform agenda at all levels of government. The results from repeated
benchmarking exercises in Colombia and Mexico—three and six rounds, respectively—and the growing commitment from govern-
ment partners in these countries provide examples of how subnational Doing Business studies can be used as a public policy tool to
identify local differences, guide reform efforts and track progress over time.

Over the course of the subnational series in Mexico, the number of states reforming has increased considerably. Greater buy-in
from different government institutions has also expanded the range of reforms. The first two rounds recorded reforms in the major-
ity of the states, but not all. However, soon after the first study, competition and collaboration spurred the reform momentum and,
since 2012, all the 32 states have embarked on an active path to reform. States and municipalities began to expand their reform
efforts to a larger number of areas. They did this by strengthening intragovernmental collaboration—between state, municipal
and national authorities—and reaching out to the judiciary. With the support of the judiciary, Mexico introduced legal reforms to
facilitate contract enforcement. Between 2012 and 2016 the Mexican states of Colima, Estado de México, Puebla, San Luis Potos{
and Sinaloa reformed in all four areas measured by the project. Subnational Doing Business has recorded a total of 252 regulatory
improvements across all states in Mexico to date.

In Mexico the top improvers started out as the worst performers

Distance to frontier score for starting a business (0-100)
90

e (Colima
70 & e Estado de México
°
Guerrero
65 @ Other states
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Source: Doing Business database.
Note: Among Mexican states Colima, Estado de México and Guerrero have made the most improvement on the starting a business indicator set since 2007.

In Colombia 100% of locations reformed after the first benchmark in 2008. The third round in 2012 covered 23 locations and
recorded a total of 62 reforms across all indicators. Those locations that had initially ranked poorly—the large business centers
such as Medellin, Bucaramanga and Cartagena—improved the most that year. The findings of the subnational studies spurred
technical assistance programs implemented by the national government to support local reforms. The fourth round, in 2017, will
expand the geographic coverage to measure all departments (states) in Colombia for the first time.

The findings of subnational Doing Business studies not only encourage competition but also inspire peer-to-peer learning initia-
tives by highlighting good practices in an economy. Peer-to-peer learning can be one of the most powerful drivers of reforms,
particularly when good practices are replicated within the cities of the same economy. Cities with inefficient business regulation
benefit the most from such practice, learning from a wealth of information available on national good practices. It is therefore
not uncommon to see cities that performed poorly in a business regulatory area to show a steep improvement in the next
round of measurement. (continued)
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BOX 3.2 Subnational Doing Business studies in Mexico and Colombia: reforming through competition and collaboration
(continued)

In Colombia the cities of Neiva and Cartagena stand out. Neiva, which ranked last in Colombia’s subnational Doing Business study
in 2008, established an “anti-red tape” committee, bringing together the municipality, chamber of commerce, business asso-
ciations and representatives of national agencies, such as the police and the tax authority. This committee met every month to
propose changes to the regulatory environment and monitor progress. As a result, Neiva launched a one-stop shop for business
registration which connected the municipal and state governments, eliminating 11 procedures required to start a business and
speeding up the process by five weeks.

After finishing near the bottom of the ranking on the ease of starting a business twice in a row, the Mayor of Cartagena put
forward an ambitious plan to eliminate the bottlenecks identified by subnational Doing Business. In a joint effort between the city
and the private sector, Cartagena was able to implement reforms that reduced the time to register a company by half and costs
by over 60%. As a result, Cartagena rose from a ranking of 21 on the ease of starting a business in 2008 to a ranking of 6 in 2012.

Mexican states have also made marked improvements in their performance in the subnational Doing Business studies. In 2007
Colima, Estado de México and Guerrero were several of the states where it was most challenging to start a business. It took on
average two months and 18% of income per capita for entrepreneurs to formally start their business. In 2016 it takes entrepre-
neurs in Colima, Estado de Mexico and Guerrero no more than two weeks to start a business and on average their costs have
been reduced by half.

Competitive cities can be drivers of job creation and economic growth. By focusing on cities, the subnational Doing Business
studies contribute to the improvement of their competitiveness, providing information to policy makers on how to reform the
business regulatory environment. Ultimately, competitive cities can help eliminate extreme poverty and promote prosperity

for all citizens.?

a. Kilroy, Mukhim and Negri 2015.

In 2015/16, 137 economies implemented
283
measured by Doing Business. The most
reformed indicators this cycle are start-
ing a business, paying taxes and getting
credit. The region with the highest share
of reforms across all topics is Europe and
Central Asia, continuing a trend begun

reforms across different areas

Sub-Saharan Africa made a net of at least
three reforms making it easier to do
business in 2015/16.

The 10 economies showing the most

notable improvement in performance on

the Doing Business indicators in 2015/16
were Brunei Darussalam, Kazakhstan,
Kenya, Belarus, Indonesia, Serbia, Georgia,
Pakistan, the United Arab Emirates and
Bahrain (table 3.2). These economies
together implemented 48 business

well over a decade ago (table 3.1). Indeed, TABLE 3.1  Economies in Europe and Central Asia have the highest share of reformers
96% of economies in the region have in 2015/16
implemented at least one business regu- Number of reforms in Region with the highest share
latory reform recorded by Doing Business Area of reform 2015/16 of reformers in 2015/16
2017. Kazakhstan, Georgia and Belarus Starting a business 49 Middle East & North Africa
are regional leaders on the total count Dealing with construction permits 18 Europe & Central Asia
of reforms, implementing seven, five and Getting electricity 21 Europe & Central Asia
four reforms, respectively. Registering property 22 Europe & Central Asia

o Getting credit 34 East Asia & Pacific
In 2015/16, 29 economies implemented — -

. . Protecting minority investors 19 Europe & Central Asia

a net of at least three reforms improving
their business regulatory systems or _Faying taxes 46 Europe & Central Asia
related institutions as measured by Doing ~ Trading across borders 32 South Asia
Business. These 29 include economies Enforcing contracts 18 Europe & Central Asia
from all income groups: low-income Resolving insolvency 24 Sub-Saharan Africa

(seven economies), lower-middle-income
(nine), upper-middle-income (eight) and
high-income (five). Ten economies in

Source: Doing Business database.

Note: The labor market requlation indicators also recorded 21 regulatory changes in the Doing Business 2017
report. These changes are not included in the total reform count.
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TABLE 3.2 The 10 economies improving the most across three or more areas measured by Doing Business in 2015/16

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
Darussalam 72 5.28 v v v v v v
Kazakhstan 35 4.71 v v v v v v v
Kenya 92 3.52 v v v v v
Belarus 37 3.22 v v v v
Indonesia 91 2.95 v v v v v v v
Serbia 47 2.59 v v v
Georgia 16 2.45 v v v v v
Pakistan 144 2.08 v v v
United Arab
Emirates 26 2.07 v v v v v
Bahrain 63 2.05 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 score improved. First, Doing Business selects the economies
that implemented reforms making it easier to do business in 3 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 from the previous year. The improvement in their score is calculated not by using the data published in 2015 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.

regulatory reforms across all of the areas
measured by Doing Business. Overall, the
10 top improvers implemented the most
regulatory reforms in the areas of getting
electricity and registering property—with
seven reforms for each indicator set.
These economies also actively reformed
in the areas of starting a business and
protecting minority investors, with six
reforms in each area. Kazakhstan and
Georgia joined the list of top improvers
for the fourth time in the past 12 years.

Two economies from East Asia and
the Pacific made it to the list of 10 top
improvers. Brunei Darussalam made the
biggest advance toward the regulatory
frontier in 2015/16, thanks to six business
regulatory reforms. Brunei Darussalam,
for instance, increased the reliability of
power supply by implementing an auto-
matic energy management system to
monitor outages and service restoration.
To improve access to credit, it began dis-
tributing consumer data from utility com-
panies. Brunei Darussalam also passed a
new insolvency law, offering protections
for secured creditors during an automatic

stay in reorganization proceedings. In
addition, Brunei Darussalam strength-
ened minority investor protections by
making it easier to sue directors in case
of prejudicial related-party transactions
and by allowing the rescission of related-
party transactions that harm companies.

Indonesia made starting a business easier
by abolishing the paid-in minimum capital
requirement for small and medium-size
enterprises and encouraging the use of
an online system for name reservation. In
Jakarta, a single form to obtain company
registration certificates and trading licens-
es was also created. Getting electricity
was made easier in Indonesia by reduc-
ing the time for contractors to perform
external work thanks to an increase in the
stock of electrical material supplied by the
utility. In Surabaya, getting electricity was
also made easier after the utility stream-
lined the process for new connection
requests. In addition, Indonesia digitalized
its cadastral records and launched a
fully automated geographic information
system, making it easier to register a prop-
erty. Moreover, Indonesia established a

modern collateral registry and introduced
a dedicated procedure for small claims for
commercial litigation. In the area of trad-
ing across borders, it improved the cus-
toms services and document submission
functions of the Indonesia National Single
Window. Finally, Indonesia made paying
taxes easier by introducing an online
system for filing tax returns and paying
health contributions.

Economies in Europe and Central Asia
continued to reform actively in 2015/16.
Kazakhstan and Georgia increased the
reliability of the electricity supply by
starting to penalize utilities for having
poor power outage indicators. Both
economies also strengthened minority
investor protections by increasing share-
holder rights in major decisions, clarify-
ing ownership and control structures
and requiring greater corporate trans-
parency. In the area of trading across
borders, Kazakhstan made exporting
less costly by eliminating two docu-
ments previously required for customs
clearance; Georgia made import and
export documentary compliance faster



by improving its electronic document
processing system. Belarus improved
its business climate by establishing a
one-stop shop at the electricity utility,
launching an electronic geographic infor-
mation system for property registration,
providing consumer credit scores to
banks and regulated financial institu-
tions and by introducing remedies in
cases where related-party transactions
are harmful to the company. Owing to
streamlined processes and time limits,
Serbia reduced the time needed to start
a business, obtain a building permit and
transfer property.

Pakistan and Bahrain improved access to
credit information by adopting new regu-
lations that guarantee by law borrowers’
rights to inspect their credit data. Trading
across borders also became easier by
improving infrastructure and streamlin-
ing procedures in Bahrain and introducing
a new electronic platform for customs
clearance Among other
reforms, the United Arab Emirates made
dealing with construction permits easier
by implementing risk-based inspec-
tions and streamlining the final joint
inspection with the process of obtaining
a completion certificate. The United Arab
Emirates also reduced the time required
to obtain a new electricity connection by
implementing a new program with strict
deadlines for

in Pakistan.

reviewing applications,
carrying out inspections and installing
meters. Additionally, the United Arab
Emirates introduced compensation for
power outages.

Removing obstacles to start

up a business

Studies have shown that removing exces-
sive bureaucratic formalities in the start-
up process has numerous benefits for
both economies and entrepreneurs. Some
of these gains include higher levels of
firm formalization, economic growth and
greater profits.”” Governments embark on
various reform paths to improve business
incorporation processes and encourage
entrepreneurship. In 2015/16, 49 reforms
were captured by the starting a business
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indicator set, ranging from removing
redundant processes required to operate
formally to expanding the use of modern
technology and creating or improving
one-stop shops.

Onerous incorporation processes cost
entrepreneurs time and money. During
2015/16 one-third of the reforms captur-
ed by the starting a business indicators
involved streamlining the formalities for
registering a business. The government
of Sri Lanka, for example, waived the
stamp duty onissued shares. Similarly, by
repealing a requirement to have registra-
tion documents signed before a commis-
sion of oaths Ireland, Kenya and Uganda
significantly reduced the time needed
by entrepreneurs to start a business.
All of these actions have significantly
reduced the number of interactions
between entrepreneurs and government
officials, thereby lowering opportunities
for rent-seeking.

Governments continue to improve their
efficiency through the use of technology.
In the past year, Doing Business data show
that economies that implement online
procedures see a reduction in the time
taken to start a business (figure 3.1). In
2015/16, 20% of economies reforming
company startup processes either intro-
duced or improved online portals. The

Nigerian Corporate Affairs Commission,
for example, launched an online registra-
tion portal allowing companies to reserve
their names electronically. Rwanda now
has a fully functioning electronic portal
that combines company registration,
information on tax obligations and duties
and value added tax registration—saving
entrepreneurs an average of two days
and eliminating two interactions with
government officials.

Several economies also reformed their
one-stop shops for business registration
in 2015/16. Cyprus merged the process
of registration for value added tax and
corporate income tax. Likewise, Malta's
companies register and inland revenue
department merged their operations
to allow the automatic generation of
tax identification numbers. The Arab
Republic of Egypt created a unit inside its
one-stop shop to facilitate and streamline
interactions between entrepreneurs and
various governmental agencies. Egyptian
entrepreneurs now have fewer direct
interactions with regulatory agencies
when completing both registration and
postregistration procedures.

Streamlining the process of
obtaining a building permit
The construction industry is a vital sector
of an economy. It stimulates growth by

FIGURE 3.1
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attracting sizeable investments and sup-
porting supply chains, thereby generating
employment and contributing to the
process of capital formation.” Research
suggests that the construction industry
is responsible for 6% of global GDP—or
a 5% share of GDP in developed econo-
mies and an 8% share in developing
economies.” Over the past three years
economies have mostly focused their
construction-permitting
streamlining procedures and improving
coordination among the various agencies
involved in the process. Other common
areas of improvement included reducing
the time and cost incurred by build-
ers, followed by improving electronic
platforms and building quality control
processes (figure 3.2).

reforms on

Inthe area of construction, five of 18 econ-
omies reduced the time it takes to obtain
a building permit in 2015/16. Algeria
and Cameroon, for example, enforced
the processing time limits prescribed by
law. Similarly, the Democratic Republic of
Congo improved building quality controls
and compliance with legal time limits
to obtain a building permit. Zimbabwe
streamlined the approval process for
construction permits by improving inter-
agency coordination between the Harare
City Council and architectural agencies.

Five economies—Cameroon, Cote d'lvoire,
Madagascar, the Philippines and the
United Arab Emirates—improved their
performance on the building quality con-
trol index by increasing the transparency
of building regulations. In the Philippines,
for example, the Department of Building
Official Services of Quezon City updated
its website to list the required pre-
approvals needed to obtain a construction
permit. With respect to cost reduction,
both France and San Marino reduced the
fees for obtaining a building permit.

Botswana's Gaborone City Council abol-
ished a requirement to present a rates
clearance certificate when applying for a
building permit, thereby easing bureau-
cratic requirements. Poland eliminated a

FIGURE 3.2  Construction reforms have mostly focused on streamlining procedures

over the past three years
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requirement to obtain technical conditions
for utilities and clearance from the public
roads administrator. Kazakhstan intro-
duced a single window portal to streamline
the approvals process to obtain a building
permit. The Russian Federation abolished
the requirement to obtain an approval to
fence construction sites in St. Petersburg.
Capitalizing on advancements in modern
technology, Serbia made it mandatory to
request a building permit online through
the e-permit system. Likewise, Singapore
enhanced its electronic one-stop shop,
making the process of obtaining approvals
from different authorities easier. Finally,
Albania's Constitutional Court lifted a
moratorium on issuing construction per-
mits. As a result, the issuance of building
permits has been resumed.

Making access to electricity
more efficient and reliable

A reliable electricity supply—as well as
an efficient connection process—is linked
to better firm performance, especially in
industries that require a steady supply
of electricity.”” In fact, a reliable electric-
ity supply is associated with higher firm
production efficiency and higher levels
of foreign direct investment!® A more
efficient connection process is associated
with positive electricity sector outcomes,
such as higher rates of electrification

and lower numbers of bribe payments.”
Economies can substantially improve
their business environment by investing
in the electricity sector.

One index included in the getting
electricity indicator set is the qual-
ity of supply and transparency of tariffs
index. In 2015/16, seven economies—
Algeria, Brunei Darussalam, Bulgaria,
Georgia, Kazakhstan, the Lao People's
Democratic Republic and the United Arab
Emirates—implemented reforms in this
capacity. To improve the reliability of the
power supply the utility in Bulgaria is now
using an automatic energy management
system, SCADA (Supervisory Control
and Data Acquisition), to monitor power
outages and to restore the service. And
the utility in Algeria improved the level of
transparency in the electricity sector by
publishing electricity tariffs online.

Of the 21 reforms captured by the get-
ting electricity indicators, 17 economies
implemented reforms improving the
efficiency of the electricity connection
process. Such reforms included the
streamlining of connection procedures,
the reduction of connection fees
and the creation of one-stop shops.
Belarus, for example, established a
one-stop shop at the utility that fulfills
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FIGURE 3.3 Kenya's reform led to a reduction in time and streamlined connection procedures
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all utility connection-related services,
including the design and construction
of the distribution line. Kenya stream-
lined the process of getting electricity
by introducing the use of a geographic
information system that allows the util-
ity to provide price quotes to customers
without conducting a site visit. Moreover,
all substations, transformers and meters
are now mapped on the system which is
also linked to well-documented cadastral
maps. Customers simply submit all
required documentation and wait for
quotes to be directly prepared by the util-
ity office (figure 3.3).

Recent amendments to the Construction
Law of Poland eliminated the need for
an excavation permit, which previously
was required for the utility to extend low
voltage grids and build medium voltage
transformer stations. The utility is now
able to carry out external connection
works without having to wait for an
excavation permit to be issued. As a
result of this reform Poland decreased the
total time needed to obtain an electricity
connection by 11 days.

Improving the quality of land
administration

Registered property rights are neces-
sary to support investment, productivity

and growth.”® Evidence from economies
around the world suggests that property
owners with registered titles are more
likely to invest®—and they have a higher
likelihood of getting credit when using
property as collateral. It is essential that
governments have reliable, up-to-date
information in cadasters and land reg-
istries to correctly assess and collect
taxes. In 2015/16, 22 economies made it
easier for businesses to register property
by increasing the efficiency of property
transfers and improving the quality of
land administration. In 17 of these econo-
mies, reforms improved the reliability of
infrastructure and the transparency
of information of land administration
systems (figure 3.4).

Among the 190 economies included in
Doing Business, Rwanda made the largest
improvement on the registering prop-
erty indicators in 2015/16. The Rwanda
Natural Resources Authority introduced a
fast track procedure for commercial prop-
erty transfers, and improved the transpar-
ency of the land registry by establishing a
land administration services complaints
mechanism and by publishing statistics
on property transfers. Mexico—another
significant improver—modernized its land
management infrastructure. Over the past
two years, the Mexico City government

acquired new information technology
infrastructure which enabled it to digitize
all recorded land titles and create an elec-
tronic database of land ownership.

Among all regions, Sub-Saharan Africa
accounts for the largest number of reforms
in 2015/16, a total of seven out of 22.
Zambia, for example, decreased the prop-
erty transfer tax. Senegal improved the
transparency of information by publishing
a list of all required documents, service
standards and official fees needed to com-
plete any type of property transaction. In
Europe and Central Asia, four economies
implemented changes pertinent to the
registering property indicators. In 2015,
Belarus introduced the new geographic
information  system which provides
free access to information on land plot
boundaries and technical information on
geospatial location. Additionally, Serbia
reduced the time required to transfer a
property while Georgia increased cover-
age of all maps for privately held land plots
in Thilisi.

Indonesia implemented measures to digi-
tize land plans and maps in both Jakarta
and Surabaya. As a result of these efforts,
the cadastral maps were made publicly
available through an online portal. The
new online platform provides open
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FIGURE 3.4 Seventeen economies improved their score on the quality of land administration index in 2015/16
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access to the geospatial information sys-
tem, allowing clients to review and verify
boundaries of land plots in Indonesia.
Pakistan was the sole economy in
South Asia to reform property transfers.
Starting in 2007, the Punjab province
of Pakistan launched the Land Records
Management and Information Program
to strengthen the capacity of land admin-
istration institutions in Lahore. During a
five-year period, the project deployed
an automated land records system and
improved the quality of services provided
by the land agency.

Strengthening access to credit

Nine economies—Armenia, Brunei
Darussalam, The Gambia, Indonesia, the
former Yugoslav Republic of Macedonia,
Malawi, Nigeria, Papua New Guinea
and Vanuatu—implemented reforms to
strengthen access to credit by transform-
ing and adopting new laws regarding
secured transactions, including in some
cases by creating an operational unified
collateral registry. The parliament enacted
a new law in Armenia which establishes
a modern and unified collateral registry.
Indonesia made registrations, amend-
ments and cancellations at the collateral

registry available to the general public
through an online portal, Fidusia Online.
The Gambia introduced a new law which
established a centralized, notice-based
collateral registry, a reform that increased
The Gambia's legal rights index score by
4 points. Furthermore, Malawi and Papua
New Guinea introduced new secured
transactions legislation and established
modern unified collateral registries.
Both registries are now fully operational,
resulting in an improvement in the ability
of small businesses to obtain credit as
they can now use firm assets as collateral.

Twenty-seven economies implemented
reforms improving their credit information
systems in 2015/16 (figure 3.5). Guyana
and Tanzania made the largest improve-
ments by expanding borrower coverage.
Tanzania’s credit bureau, Creditinfo,
expanded its borrower coverage from
497% to 6.48% of the adult popula-
tion, aided in part by signing agreements
with retailers and merchants to share
credit data on their customers. Similarly,
Creditinfo Guyana, which became
operational in May 2015, expanded its
borrower coverage from 2.40% to 16.40%
of the adult population through obtaining

data from one microfinance institution,
one trade creditor and one water utility
company as well as from six private com-
mercial banks.

Over the past Doing Business cycle, six
economies established legal frameworks
to improve the functioning of credit report-
ing markets, most of them in Sub-Saharan
Africa. Mozambique, for example, enacted
anew law that allows the establishment of
a credit bureau. The national assemblies of
Burkina Faso and Togo passed the Uniform
Law,?° providing the legal framework for the
establishment, licensing, organization of
activities and supervision of credit
bureaus. This same law was previously
adopted in Cote d'lvoire, Mali, Niger and
Senegal, where new credit bureaus
became operational in February 2016.

Several other economies improved fea-
tures of existing credit reporting systems.
In six economies, credit bureaus and
registries began offering credit scores to
banks and other financial institutions to
help them assess the creditworthiness of
borrowers. In Thailand, for example, the
National Credit Bureau started offering
consumer and commercial credit scoring.
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FIGURE 3.5 Main reform features in the area of getting credit—credit information
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Note: The scale represents the number of economies with the particular reform feature.

Credit scores pool information across
many creditors as well as some public
information sources. Such scores offer
lenders information that is otherwise
unavailable to any individual creditor,
including total exposure, number of
outstanding loans and previous defaults.
This, in turn, aids the decision making of
lenders when assessing loan applications.

Brunei Darussalam, China, Tanzania and
Tunisia expanded the scope of information
collected and reported by credit reporting
service providers by distributing data from
retailers or utility companies. Economies
also enacted reforms guaranteeing
borrowers' rights to access and inspect
their data. In Bahrain, for example, clients
of a credit bureau have the right to obtain a
free credit report once every 12 months, to
add information to their credit report and
to file a complaint or objection related to
the accuracy or limitation of the informa-
tion contained in their credit report. In
Pakistan there is a legal obligation for a
credit bureau to provide a borrower with a
copy of a credit report.

Strengthening the rights of
minority shareholders

Firm-level research on a sample of nearly
1,000 firms in the United States shows
a robust negative association between
restrictions on shareholder rights and the

market value of firms relative to the total
value of their assets. The more share-
holder rights are limited the more under-
valued firms tend to be.?’ Moreover, an
analysis of controlled companies—where
ownership is concentrated typically in the
hands of the founding family—highlights
that sound corporate governance should
be comprised of two strategies: enhanc-
ing the rights of minority shareholders
and moderating the powers of the con-
trolling shareholder.??

To comply with internationally-accepted
good practices, in 2015/16 19 economies
strengthened the rights of minority
shareholders. Georgia enacted amend-
ments to the Law on Securities Market
and the Law on Entrepreneurs. These
amendments directly address sharehold-
ers' rights with respect to preemptive
rights, voting rights, ownership and con-
trol. As a result, Georgia's score increased
from 6 to 7 on the extent of shareholder
rights index and from 4 to 8 on the extent
of ownership and control index.

Fiji, Morocco, Saudi Arabia and Vietnam
introduced greater requirements for
corporate transparency into their laws
and regulations. Such laws promote
detailed disclosure of primary employ-
ment, appointments and remuneration
of directors, ensure detailed and advance

notice of general meetings of sharehold-
ers, oblige members of limited liability
companies to meet at least once per year
and allow shareholders to add items
to the meeting agenda. These reforms
resulted in an improvement in the scores
of these four economies on the corporate
transparency index.

Croatia, Kenya, Mauritania, Niger, Sri
Lanka and Ukraine introduced legal
changes focused on mitigating the
potential prejudicial effect of conflicts
of interest, particularly in the context of
related-party transactions. Croatia, for
example, now requires that directors
disclose in detail to the management
board and supervisory board of their
company all relevant facts about the
nature, relationship and existence of their
conflicts of interest before considering
any proposed resolution to enter into a
major transaction. Likewise, in Ukraine,
interested directors and interested
shareholders are now excluded from the
vote approving the transaction in which
they have a conflict of interest. Lastly,
Sri Lanka introduced a Code of Best
Practices on Related Party Transactions in
2013, at first on a voluntary basis. Since
January 2016 all companies listed on the
Colombo Stock Exchange must comply
with its requirements, which include
board approval of such transactions and
detailed disclosure by board members.

Enhancing electronic tax filing
systems

Properly developed, effective taxation
systems are crucial for a well-functioning
society. In most economies taxes are the
main source of federal, state and local
government revenues that are needed
to fund projects related to health care,
education, public transport and unem-
ployment benefits, among others. The
corporate tax burden has a direct impact
on investment and growth. And tax
administration efficiency is as important
to businesses as effective tax rates.”> A low
cost of tax compliance and efficient tax-
related procedures are advantageous for
firms. Overly complicated tax systems are
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associated with high levels of tax evasion,
large informal sectors, more corruption
and less investment.?* Tax compliance
systems should be designed so as not to
discourage businesses from participat-
ing in the formal economy. Modern tax
administrations seek to optimize tax col-
lections while minimizing administration
costs and taxpayer compliance costs.

Of the 46 reforms captured by the pay-
ing taxes indicators, 26 economies either
implemented new online systems for filing
and paying taxes or improved the already
existing online platforms in 2015 (figure
3.6). ltaly, for example, introduced two
improvements to its online system used
by business taxpayers for filing labor taxes
and mandatory contributions. Employers
are now only required to enter personal
information about employees once—at
the beginning of employment and then it
is carried forward automatically to future
periods—and the payment process for
labor taxes and mandatory contributions
has been upgraded. The system now
allows the previous period's payment
request to be copied into the current
one—it retains all relevant information
such as taxpayer identification and the
purpose and destination of the payment.

Singapore was one of the first economies
to introduce an electronic system for
public administration. In 1992 the Inland
Revenue Authority of Singapore devel-
oped an integrated and computerized tax
administration system, making internal
processes more efficient by freeing staff
from unproductive bureaucratic tasks.
As a result, between 1992 and 2000 the
time needed to issue tax assessments
decreased from 12-18 months to 3-5
months.?> Singapore continues to improve
its tax compliance system even though it is
among the best performers on the paying
taxes indicators. In 2015 the online system
underwent further upgrades, allowing for
fewer delays in filing returns for corporate
income tax and value added tax.

Other reforms were enacted to lower
tax costs for businesses. Profit tax rates
were reduced in nine economies while
seven economies—Angola, Hungary, Italy,
Jamaica, Jordan, Kosovo and Spain—
either allowed more corporate expense
deductions or higher fixed asset tax
depreciation. The Dominican Republic
decreased its corporate income tax
rate while Jordan increased the depre-
ciation rates for certain fixed assets.
And eight economies abolished certain

FIGURE 3.6  Electronic systems for filing and paying taxes save compliance time worldwide
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taxes. Azerbaijan, for instance, abolished
vehicle tax for residents.

Facilitating international trade
through electronic solutions
Largely because of the progress made
in tariff reduction over the last several
decades, the focus of global trade policy
and reforms has now shifted from trade
tariffs to trade facilitation. A better
logistics performance in the trade sec-
tor is strongly associated with trade
growth, export diversification and eco-
nomic growth.?® In 2013, World Trade
Organization (WTO) member countries
signed the Trade Facilitation Agreement
(TFA) committing to implement border
management policies that make it easier
to export and import goods across bor-
ders. A recent study suggests that, if the
TFA is fully implemented by all member
countries, the time spent in customs
would be reduced by an average of 1.6
days for imports and 2 days for exports.
By the time of the TFA's full implemen-
tation the estimated global welfare gain
is expected to be $210 billion per year,
with estimates ranging from $16 to
$33 annually for each resident of WTO
member countries.?’

Among trade reformers, many economies
made trading across borders easier by
improving their existing electronic
systems for both imports and exports,
reducing the cost and time of documen-
tary and border compliance (figure 3.7).
Argentina, for example, introduced a new
Import Monitoring System for products
qualified for automatic licenses which
is less restrictive and faster than the one
previously used. Georgia reduced docu-
ment processing times by enhancing its
electronic document processing system
as well as introducing an advanced elec-
tronic document submission option. The
latter allows electronic registration of
containers shipped by sea, eliminating the
outdated process of manual registration
of containers. Kosovo reduced the time
and cost of documentary and border
compliance for exporting by advancing its
automated customs data management
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FIGURE 3.7

Implementation of electronic systems had the most significant impact on

time reduction among those economies reforming in trade in 2015/16
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Note: The time reduction captures reforms that were implemented and had a positive impact on time for the trading
across borders indicators from from June 2015 to June 2016. The reforms recorded during this period can be aggregated
into four wide-ranging categories: electronic systems, customs administration, inspections and infrastructure.

system, streamlining customs clearance
processes and implementing the Albania-
Kosovo Transit Corridor.

Another common feature of trade reforms
in 2015/16 is the introduction of—and
for some economies, the advancement
of—the ASYCUDA (Automated System
for Customs Data) World system, an
automated customs data management
system that facilitates both export and
import processes. In Afghanistan the
customs department introduced a series
of technical improvements to the online
document processing system. Both
Grenada and Jamaica made significant
upgrades to their electronic platforms,
resulting in a substantial decrease in
the time required for international trade
processes. Their systems allow for the
electronic submission of customs decla-
rations and supporting trade documents.
As a result, customs brokers no longer
need to go to several customs clear-
ance officers or government agencies to
validate documents. Kosovo, Nepal and
St. Lucia also eliminated the use of paper
documents by upgrading their ASYCUDA
World systems, allowing for payments
and submissions of export declarations
to be done electronically.

Enhancing judicial efficiency
Efficient contract enforcement is essential
to economic development and sustainable
growth.?® Economies with an efficient
judiciary in which courts can effectively
enforce contractual obligations have
more developed credit markets and a
higher level of overall development.?®
A stronger judiciary is also associated
with more rapid growth of small firms*
and enhanced judicial system efficiency
can improve the business climate,
foster innovation, attract foreign direct
investment and secure tax revenues.’
Conscious of the important role played
by judicial efficiency, governments have
been active in reforming different aspects
measured by the Doing Business enforcing
contracts indicators. Worldwide, revisions
of alternative dispute resolution legisla-
tion and applicable civil procedure rules
was the most common reform feature
in 2015/16. However, none of the low-
income economies made reforms in this
area (figure 3.8).

Low-income and middle-income econo-
mies, predominantly in Sub-Saharan Africa
and East Asia, have focused their reform
efforts on strengthening judicial infra-
structure. Cote d'lvoire and Indonesia, for

example, introduced dedicated simplified
procedures for the resolution of small
claims. Similarly, India and Niger strength-
ened their institutions by introducing
dedicated venues to resolve commercial
disputes. The presence of specialized
commercial courts or divisions can make
a significant difference in the effective-
ness of a judiciary. Specialized courts
can reduce the number of cases pending
before main first-instance courts, leading
to shorter resolution times within the main
trial court. Commercial courts and divi-
sions also tend to promote consistency
in the application of the law, increasing
predictability for court users.

Other economies, mainly high-income
economies, have focused their reform
efforts on attaining a higher level of
court automation. Brunei Darussalam,
Hungary, Norway and Spain have
introduced an electronic system to file
initial complaints with the competent
court. Electronic filing streamlines and
accelerates the process of commencing
a lawsuit. Reducing in-person interac-
tions with court officers also minimizes
potential opportunities for corruption and
results in speedier trials, better access to
courts and more reliable service of pro-
cess. These features also reduce the cost
to enforce a contract—court users save in
reproduction costs and courthouse visits
while courts save in storage, archiving
and court officers' costs.

Some economies have pushed their
automation efforts even further by intro-
ducing sophisticated and comprehensive
electronic case management systems.
In January 2016, for example, Rwanda
implemented the Integrated Electronic
Case Management System, a web-based
application that integrates five main insti-
tutions of the justice sector, throughout
Kigali's courts*? Among other features,
the system allows for the automatic regis-
tration of lawsuits, electronic organization
and scheduling of cases and automated
claims processing. Rwandan authorities
expect the system to result in consider-
able cost and time savings along with
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FIGURE 3.8 Revisions of applicable civil procedure rules and ADR rules has been the

most common reform feature in 2015/16
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increased transparency and more reliable
statistical data on court operations.

Many economies have concentrated their
reform efforts on making complex revi-
sions of their civil procedure laws. A third
of reforms in 2015/16 entailed approvals
of entirely new codes of civil procedure.
Bolivia, Brazil, Ecuador, Kazakhstan, Niger
and the Syrian Arab Republic are among
the economies that implemented such
reforms. Several economies, mainly in
the Europe and Central Asia region, have
approved changes to their mediation
laws in an attempt to strengthen alterna-
tive dispute resolution mechanisms.

Promoting efficient bankruptcy
regimes

Bankruptcy laws are strongly linked to
collateral eligibility requirements, access
of firms to loans and long-term debt and
the level of firms’' financing relative to
their size.*® When it comes to bankruptcy
reforms, speeding up the resolution of
debt disputes may improve the likelihood
of timely repayment. Increasing the pro-
tection of creditors and their participation
in bankruptcy proceedings may lower the
cost of debt and lead to a higher aggregate
credit level. Moreover, economies that
introduce new reorganization mechanisms

may reduce failure rates among firms.3*
Efficient bankruptcy regimes with orderly
procedures for the sale and distribution of
assets can improve loan terms, leverage
ratios and bank recovery rates.®

Doing Business recorded 24 reforms in
the area of resolving insolvency, mainly
in Sub-Saharan African economies, in
2015/16. Substantial regulatory reform
efforts have been undertaken by the 17
member states of the Organization for
the Harmonization of Business Law in
Africa, known by its French acronym
OHADA. The organization adopted a
revised Uniform Act Organizing Collective
Proceedings for Wiping Off Debts in 2015,
which introduced a simplified preventive
settlement procedure for small companies
and a new conciliation procedure for
companies facing financial difficulties,
encouraging an agreement between a
debtor and main creditors. The OHADA
Uniform Act also introduced provisions on
cross-border insolvency that were imple-
mented in all 177 OHADA member states.
Similarly, Kenya adopted a new Insolvency
Act which closely follows the insolvency
framework of the United Kingdom. The
new law introduced the mechanism of
administration—a form of reorganiza-
tion that allows insolvent companies to

continue operating while negotiating a
settlement with creditors.

Another region with active reformers in
the area of insolvency is East Asia and
the Pacific, where Brunei Darussalam,
Thailand and Vanuatu made notable
progress. Brunei Darussalam completely
overhauled its insolvency framework.
Prior to the reform, insolvency provisions
for liquidation of corporate entities were
included in the Companies Act and some
rules were incorporated in the Bankruptcy
Act, which applied to individuals. The lat-
est reform created a designated legal act
encompassing all provisions related to
corporate insolvency and reflecting many
modern good practices. Companies in
Brunei Darussalam now have access to
reorganization proceedings in the form
of judicial management. Although the
insolvency reform in Thailand was less
comprehensive it represented a signifi-
cant achievement in line with initiatives
implemented in other economies in East
Asia and the Pacific. Thailand expanded
the application of its reorganization
framework so that not only large com-
panies—but also small and medium-size
enterprises—can take advantage of this
mechanism. This step is expected to
provide relief to many viable companies
which otherwise would be forced to
cease operations.

Changing labor market
regulation

Regulation is important to ensure efficient
functioning of labor markets and adequate
protection for workers. Studies have
shown that labor market regulation can
have an impact on aggregate job flows,
productivity and informality.3® The chal-
lenge for governments is to strike the right
balance between flexibility of employment
regulation and worker protection.?” In
2015/16, 21 economies changed labor
rules. Some made their labor regulation
more flexible, others more stringent and
in some economies the changes were in
both directions. Most of the reforms were
implemented in Sub-Saharan Africa and
EU member states.



Nine economies changed regulation of
fixed-term contracts. Norway amended
the legislation to allow the use of fixed-
term contracts for permanent tasks for a
12-month period. Angola permitted the
use of fixed-term contracts for perma-
nent tasks and extended their maximum
duration to 120 months. Kazakhstan
reformed the legislation to allow for two
extensions of fixed-term contracts. By
contrast, several economies made regu-
lation of fixed-term contracts more rigid.
In Zambia fixed-term contracts can no
longer be used for permanent tasks. The
Netherlands, Poland, Portugal and the
United Arab Emirates reduced the maxi-
mum duration of fixed-term contracts
and in Zimbabwe the maximum duration
of fixed-term contracts was left to the
discretion of the Employment Council.

Two economies introduced minimum
wages in 2015/16. Myanmar established
the first national minimum wage and Séo
Tomé and Principe introduced the first
minimum wage for the private sector. In
addition, Mexico eliminated geographic
differences related to minimum wages.

Several economies changed regulation of
working hours. Cyprus and Hungary, for
example, amended the legislation to allow
stores to be open on Sundays. Kazakhstan
reduced the premium for work on weekly
holidays and Angola changed the premi-
ums for overtime and night work as well
as work on weekly holidays.

Moreover, seven economies changed
the legislation governing redundancy
rules and costs. In Kazakhstan, employ-
ers are no longer required to reassign an
employee to a different position within
the company before making the employee
redundant. The Netherlands introduced
severance pay for redundancy dismissals
for employees with at least two years
of continuous employment. Zimbabwe
significantly reduced the severance
package for redundancy dismissals,
which was previously among the high-
est in the world. Angola and Myanmar
increased severance pay requirements for
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some workers and decreased for others,
depending on the length of job tenure.
The Comoros reduced the length of notice
period and the amount of severance pay
for redundancy dismissals and Saudi
Arabia increased the notice period for
redundancy dismissals.

Finally, in 2015/16 four economies
reformed legislation in the area of job
quality. The Democratic Republic of
Congo enacted a law that prohibits
gender discrimination in hiring and
Liberia adopted a Decent Work Act
that establishes equal remuneration
for work of equal value. Cabo Verde
introduced unemployment insurance
while Brazil expanded eligibility for
unemployment benefits.
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TABLE 3.3 Who reduced regulatory complexity and cost or strengthened legal institutions in 2015/16—and what did they do?

Feature

Economies

Some highlights

Making it easier to start a business

Simplified preregistration and
registration formalities (publication,
notarization, inspection, other
requirements)

Barbados; Benin; Bolivia; Equatorial Guinea; Fiji;
Hong Kong SAR, China; Ireland; Kenya; Myanmar;
Niger; Papua New Guinea; Saudi Arabia; Sierra
Leone; Sri Lanka; Thailand; Uganda; Vanuatu

Benin eliminated the need to notarize company bylaws. Equatorial
Guinea made the process of starting a business easier by eliminating
the need to obtain a copy of the business founders' criminal records.
Ireland made starting a business easier by removing the requirement
for a founder to swear before a commissioner of oaths when
incorporating a company. Thailand made starting a business easier by
creating a single window for registration payment.

Abolished or reduced paid-in
minimum capital requirement

Algeria; Angola; Bahrain; Bosnia and Herzegovina;
Burkina Faso; Chad; Indonesia; Mali; Oman; Qatar

Mali reduced the cost of starting a business by reducing the paid-in
minimum capital required to register a company. Oman made starting
a business easier by removing the requirement to pay the minimum
capital within three months of incorporation.

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

Brazil; China; Colombia; Cyprus; Ecuador; Israel;
Kazakhstan; Republic of Korea; Lao PDR;
Madagascar; Malawi; Malta; Oman; Rwanda; Serbia;
Turkey

Brazil made starting a business faster by implementing an online
portal for business licenses in Rio de Janeiro. Lao People’s Democratic
Republic made starting a business faster by implementing simplified
procedures for obtaining a license and registered company seal.

Introduced or improved
online procedures

The Bahamas; Cyprus; Czech Republic; Indonesia;
Republic of Korea; Morocco; Nigeria; Rwanda; South
Africa

The Bahamas made starting a business easier by allowing local
limited liability companies to register online. Indonesia made starting
a business easier by allowing the use of the online system for name
reservation.

Introduced or improved one-stop
shop

Arab Republic of Egypt; Indonesia; Malta; Niger;
Rwanda; United Arab Emirates

Making it easier to deal with construction permits

Reduced time for processing
permit applications

Algeria; Cameroon; Democratic Republic of Congo;
Irag; Zimbabwe

The Arab Republic of Egypt and Niger made starting a business easier
by merging procedures at the one-stop shop.

Algeria enforced legal time limits to process building permit
applications. Cameroon put in place a reception desk to check for
the completeness of building permit applications upon submission
to reduce processing times.

Streamlined procedures

Albania; Botswana; Kazakhstan; Poland; Russian
Federation; Serbia; Singapore; United Arab Emirates

Botswana abolished the requirement to submit a rates clearance
certificate. Poland eliminated the requirements to obtain technical
conditions for utilities, as well as the clearance from the administrator
of the public road.

Adopted new building regulations

Albania

Albania lifted the moratorium on issuing construction permits
in June 2015.

Improved building control process

Cameroon; Cote d'lvoire; Madagascar; Philippines;
United Arab Emirates

Cote d'lvoire made procedural information concerning the process of
obtaining a building permit openly accessible. The Philippines increased
the transparency of building regulations by publishing the required
pre-approvals to obtain a building permit.

Reduced fees

France; San Marino

France adopted a fixed fee schedule for warehouses and slightly
reduced the tariff per square meter for building fees. San Marino set
a fixed fee for building permits.

Introduced or improved
one-stop shop

Making it easier to get electricity

Improved regulation of connection
processes and costs

Serbia; Singapore

Belarus; Lithuania

Serbia made it mandatory to request a building permit online through
the e-permit system. Singapore improved its one-stop shop, CORENET
(Construction and Real Estate Network) e-submission system.

Belarus made it cheaper to obtain a new electricity connection by
setting fixed prices for connections to electric networks and revising
the connection fee structure.

Improved process efficiency

Albania; Azerbaijan; Belarus; Czech Republic;
Dominican Republic; Hong Kong SAR, China; India;
Indonesia; Iraq; Kazakhstan; Lithuania; Moldova;
Poland; Portugal; United Arab Emirates

Lithuania introduced time limits for the utility to connect clients.
The Dominican Republic made getting an electricity connection
faster by enacting time limits for the utility to approve electrical
connection plans. Portugal made getting an electricity connection
faster by reducing the time required to approve electrical
connection requests.

Streamlined approval process

Brunei Darussalam; Hong Kong SAR, China; Kenya

Hong Kong SAR, China, streamlined the processes of reviewing
applications as site inspections can now be conducted without
involving the customer. Kenya introduced the use of a geographic
information system which eliminated the need to conduct a site visit.

Facilitated more reliable power
supply and transparency of tariff
information

Algeria; Brunei Darussalam; Bulgaria; Georgia;
Kazakhstan; Lao PDR; United Arab Emirates

The utility in Lao PDR started fully recording the duration and
frequency of outages to compute annual SAIDI and SAIFI. Algeria
made getting electricity more transparent by publishing electricity
tariffs on the websites of the utility and the energy regulator.
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TABLE 3.3 Who reduced regulatory complexity and cost or strengthened legal institutions in 2015/16—and what did they do?

Feature

Economies

Some highlights

Making it easier to register property

Increased reliability of infrastructure

Belarus; Indonesia; Mauritius; Mexico; Pakistan;
Puerto Rico (U.S.)

Indonesia digitized its cadastral records and set up a geographic
information system. In Pakistan the Punjab province launched the Land
Records Management and Information Program in order to strengthen
the capacity of land administration institutions in Lahore. In Puerto
Rico (U.S.), the Registry of Immovable Property was digitized and the
majority of land records became accessible in digital format.

Increased transparency of
information

Guyana; Kenya; Qatar; Senegal; Singapore; United
Arab Emirates; Uzbekistan; Zimbabwe

Senegal made the list of documents, service standards and official fees
to complete a property transaction available online and also updated
the cadastral map. The United Arab Emirates published the list of
service standards for any operation at the Dubai Land Department.

Reduced taxes or fees

The Bahamas; Comoros; Zambia

The Bahamas decreased the property transfer tax from 10% to 2.5%
of the property value. Zambia reduced the property transfer tax from
10% to 5% of the property value.

Increased administrative efficiency

Morocco; Rwanda; Sweden

Sweden introduced a new administrative process for automatic
registration of mortgages and renewal of ownership.

Setting up effective time limits Serbia Serbia introduced effective time limits for the registration of property
rights at the real estate cadaster.
Increased geographic coverage Georgia Georgia reached full coverage of all maps for privately held land plots

Strengthening legal rights of borrowers and lenders

Created a unified and/or
modern collateral registry
for movable property

Armenia; The Gambia; Indonesia; FYR Macedonia;
Malawi; Nigeria; Papua New Guinea

in the main business city.

Armenia strengthened access to credit by adopting a new law on
secured transactions that establishes a modern and centralized
collateral registry.

Introduced a functional and
secured transactions system

The Gambia; FYR Macedonia; Malawi; Papua New
Guinea

The Gambia strengthened access to credit by adopting the Security
Interests in Moveable Property Act. The new law on secured
transactions implements a functional secured transactions system. The
law regulates functional equivalents to loans secured with movable
property, such as financial leases and sales with retention of title.

Allowed for general description of
assets that can be used as collateral

FYR Macedonia

The former Yugoslav Republic of Macedonia implemented new laws
which allow for the general description of assets granted as collateral.

Expanded range of movable assets
that can be used as collateral

Papua New Guinea

Papua New Guinea introduced a new law that broadens the scope
of assets which can be used as collateral to secure a loan.

Granted absolute priority to
secured creditors or allowed
out-of-court enforcement

The Gambia; Papua New Guinea; Vanuatu

The Gambia introduced a new law that allows out-of-court enforcement.

Granted exemptions to secured
creditors from automatic stay in
insolvency proceedings

Brunei Darussalam

Improving the sharing of credit information

Expanded scope of information
collected and reported by credit
bureau or registry

Brunei Darussalam; China; Tanzania; Tunisia

Brunei Darussalam adopted a new insolvency law that contemplates
protections for secured creditors during an automatic stay in
reorganization proceedings.

In Brunei Darussalam the credit registry began distributing data from
two utility companies in its credit reports with information on their
clients’ payment histories.

Improved regulatory framework for
credit reporting

Armenia; Burkina Faso; Mozambique; Myanmar;
Togo; Zimbabwe

Zimbabwe strengthened its credit reporting system by amending an
act to allow for the establishment of a credit registry.

Established a new credit bureau
or registry

Cote d'Ivoire; Latvia; Mali; Malta; Niger; Senegal;
Solomon Islands

Cote d'lvoire, Mali, Niger and Senegal established a new credit
bureau, Creditinfo VolLo, which banks can consult to assess the
creditworthiness of consumer and commercial borrowers.

Guaranteed by law borrowers' right
to inspect data

Bahrain; Pakistan

Bahrain introduced amendments to the Central Bank of Bahrain and
Financial Institutions Law guaranteeing borrowers' right to inspect
their own data.

Introduced bureau or registry credit
scores as a value added service

Belarus; Cambodia; China; Malaysia; Morocco;
Thailand

In Cambodia the credit bureau began offering credit scoring in June 2015
to facilitate the assessment of the repayment capacity of borrowers.

Introduced online access to the
credit information

Mauritania

Mauritania provided banks and financial institutions online access to
the data of the credit registry.

Expanded borrower coverage by
credit bureau or registry

Guyana; Lesotho; Pakistan; Tanzania

Guyana expanded the number of borrowers listed by its credit bureau
with information on their borrowing history from the past five years to
more than 5% of the adult population.
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TABLE 3.3 Who reduced regulatory complexity and cost or strengthened legal institutions in 2015/16—and what did they do?

Feature

Economies

Some highlights

Strengthening minority investor protections

Increased disclosure requirements
for related-party transactions

Croatia; Kenya; Mauritania; Sri Lanka; Ukraine

Croatia amended its companies act to require that directors disclose in
detail all relevant facts about the nature, relationship and existence of
their conflicts of interest in a proposed transaction.

Enhanced access to information in
shareholder actions

FYR Macedonia; Niger

Niger amended its civil procedure code and addressed the allocation of
legal expenses at the conclusion of a civil action.

Expanded shareholders' role in
company management

Belarus; Arab Republic of Egypt; Fiji; Georgia; Kazakhstan;
FYR Macedonia; Morocco; Saudi Arabia; Ukraine;
United Arab Emirates; Uzbekistan; Vanuatu; Vietnam

Vanuatu's new companies act stipulates that the sale of 50% of the
assets of a company must be approved by the shareholders and that
changes to their rights must be approved by the affected shareholders.

Increased director liability

Making it easier to pay taxes

Introduced or enhanced
electronic systems

Belarus; Brunei Darussalam; Kenya; Mauritania;
Ukraine; Vietnam

Albania; Argentina; Brunei Darussalam; Cyprus; El
Salvador; Georgia; India; Indonesia; Italy; Jamaica;
Japan; Kosovo; Latvia; Malaysia; Moldova; Mongolia;
Montenegro; Netherlands; Philippines; Portugal;
Singapore; Spain; Tajikistan; Turkey; Uganda; Uruguay

Vietnam adopted a law that mandates that liable directors repay profits
derived from a transaction in which they had a conflict of interest.

Albania launched an upgraded online platform for filing corporate income
tax, value added tax and labor contributions as of January 1, 2015. One
consolidated online return for mandatory contributions and payroll taxes
was integrated within the online system. The Philippines introduced
online filing and payment of health contributions as of April 1, 2015.

Reduced profit tax rate

Dominica; Dominican Republic; Guatemala; Peru;
Portugal; San Marino; Senegal; Tajikistan; Uzbekistan

Portugal reduced the corporate income tax rate from 23% to 21%
as of January 1, 2015. Senegal reduced the maximum corporate
income tax collectable. San Marino allowed companies incorporated
after January 1, 2014, to benefit from a 50% corporate income tax
reduction for the first six years of activity.

Reduced labor taxes and
mandatory contributions

Japan (Osaka); Netherlands; New Zealand;
Uzbekistan

The Netherlands reduced the rates for health insurance contribution,
special unemployment contribution and unemployment insurance
contribution as of January 1, 2015.

Reduced taxes other than profit tax
and labor taxes

Algeria; Angola; Argentina; Cyprus; Italy;
Montenegro; Netherlands; Singapore; Slovak
Republic; Spain; Tajikistan

Algeria reduced tax on professional activity from 2% to 1% of
turnover as of July 1, 2015. Cyprus increased the discount rate for
immovable property tax from 15% to 20% in 2015.

Merged or eliminated taxes other
than profit tax

Azerbaijan; Bosnia and Herzegovina; Jamaica; Japan;
New Zealand; Puerto Rico (U.S.); Singapore; Spain;
Vietnam

Bosnia and Herzegovina abolished the tourist fee at the end of January
2015. Puerto Rico (U.S.) abolished the national gross receipt tax in 2015.

Allowed for more deductible
expenses or depreciation

Angola; Hungary; Italy; Jamaica; Jordan; Kosovo;
Spain

Angola increased the tax deduction for bad debt provisions from 2%
to 4%. Italy increased the rate of the notional interest deduction from
4% 10 4.5% in 2015.

Simplified tax compliance processes
or decreased number of tax filings
or payments

Algeria; Angola; Burundi; Georgia; Mauritania;
Portugal; Senegal; Slovak Republic; Togo; Vietnam

Making it easier to trade across borders

Introduced or improved electronic
submission and processing of
documents for exports

Afghanistan; Azerbaijan; Georgia; Haiti; India;
Indonesia; Islamic Republic of Iran; Jamaica; Jordan;
Kosovo; Kuwait; Madagascar; Mauritania; Nepal;
Oman; Pakistan; Paraguay; St. Lucia; Togo; Uganda;
Vietnam

Burundi introduced a new unique tax return and eliminated the
personalized value added tax declaration form. Mauritania reduced the
frequency of filing and payment of value added tax returns.

Georgia reduced export document processing time from 48 hours
to 2 hours by improving its document processing system. Jamaica
and Nepal reduced export documentary compliance time. Kosovo
introduced electronic payments electronic submission of export
declarations and reduced export documentary compliance time. Oman
and Paraguay introduced a new online single window that decreased
export border compliance time.

Introduced or improved electronic
submission and processing of
documents for imports

Afghanistan; Argentina; Azerbaijan; Brazil;
Georgia; Ghana; Grenada; Haiti; India; Indonesia;
Islamic Republic of Iran; Jordan; Kosovo; Kuwait;
Madagascar; Mauritania; Morocco; Nepal; Niger;
Oman; Pakistan; Rwanda; St. Lucia; Togo; Vietnam

Argentina introduced a new Import Monitoring System, which reduced
the time for import documentary compliance from 336 hours to 192 hours.
Ghana, Niger and Rwanda removed the pre-arrival assessment inspection
for imports which reduced import documentary compliance time.

Entered a customs union or signed
a trade agreement with major trade
partner for exports and imports

Kosovo; Kyrgyz Republic

The Kyrgyz Republic reduced time for exporting by 10 hours and the
cost of exporting by $85 by becoming a member of the Eurasian
Economic Union. Albania and Kosovo launched an Albania-Kosovo
Transit Corridor that decreased the export compliance time by 15 hours.

Strengthened transport or port
infrastructure for exports

Jordan

Infrastructure improvements in Jordan decreased border compliance
time by 2.1 hours for exports.

Strengthened transport or port
infrastructure for imports

Bahrain; Haiti; Jordan

Bahrain, Jordan and Haiti improved infrastructure and streamlined
procedures which decreased export border compliance.

Reduced documentary burden for
exports and imports

Antigua and Barbuda; Kazakhstan

Antigua and Barbuda removed the tax compliance certificate for import
customs clearance, which decreased the time and costs for import docu-
mentation. Kazakhstan removed two documents required for customs
clearance, which reduced the export documentary compliance time.
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TABLE 3.3 Who reduced regulatory complexity and cost or strengthened legal institutions in 2015/16—and what did they do?

Feature

Economies

Some highlights

Making it easier to enforce contracts

Expanded the alternative dispute
resolution framework

Armenia; Brazil; Moldova

Armenia, Brazil and Moldova introduced laws regulating voluntary
mediation and setting incentives for the parties to attempt mediation.

Introduced a small claims court
or a dedicated procedure for
small claims

Cote d'Ivoire; Indonesia

Cote d'Ivoire and Indonesia each introduced a fast-track procedure
to be used for the resolution of small claims. Both allow litigants to
represent themselves during this procedure.

Introduced or expanded specialized
commercial court

India; Niger

India and Niger each introduced dedicated venues to resolve
commercial disputes.

Introduced significant changes to
the applicable civil procedure rules

Bolivia; Brazil; Ecuador; Greece; Kazakhstan; Niger;
Syrian Arab Republic

Bolivia and Ecuador each introduced a new Code of Civil Procedure
regulating pre-trial conference. Kazakhstan and Niger each added
measures of case management to their new rules on civil procedure.

Introduced electronic filing

Brunei Darussalam; Hungary; Norway; Spain

Brunei Darussalam, Hungary, Norway and Spain introduced an
electronic filing system for commercial cases, allowing attorneys
to submit the initial summons online.

Expanded court automation

Making it easier to resolve insolvency

Introduced a new
restructuring procedure

Brunei Darussalam; Rwanda; Ukraine

Benin; Brunei Darussalam; Burkina Faso; Cameroon;
Central African Republic; Chad; Comoros; Democratic
Republic of Congo; Republic of Congo; Céte d'Ivoire;
Equatorial Guinea; Gabon; Guinea; Guinea-Bissau;
Kenya; Mali; Niger; Poland; Senegal; Togo

Brunei Darussalam and Ukraine introduced a system allowing court
users to pay court fees electronically. Rwanda introduced an electronic
case management system for the use of judges and lawyers.

Poland introduced new restructuring mechanisms and established a
centralized restructuring and bankruptcy register.

Improved the likelihood of
successful reorganization

Brunei Darussalam; Kenya; Thailand

Brunei Darussalam made changes to its insolvency framework,
including provisions authorizing post-commencement credit during
insolvency proceedings and establishing rules for priority repayment of
post-commencement creditors.

Improved provisions on treatment
of contracts during insolvency

Brunei Darussalam; Kenya; Vanuatu

Vanuatu allowed avoidance of undervalued transactions concluded
prior to commencement of insolvency proceedings.

Regulated the profession of
insolvency administrators

Brunei Darussalam; Kenya

Kenya updated its insolvency framework, including stricter
requirements for qualifications of insolvency administrators.

Strengthened creditors’ rights

Changing labor legislation

Altered hiring rules

Kazakhstan; FYR Macedonia

Angola; Kazakhstan; Mexico; Myanmar; Netherlands;
Norway; Poland; Portugal; Sdo Tomé and Principe;
United Arab Emirates; Zambia; Zimbabwe

Kazakhstan provided additional protections to creditors in the process
of voting on the reorganization plan.

Norway amended the legislation to allow the use of fixed-term
contracts for permanent tasks. Myanmar introduced a national
minimum wage and Sdo Tomé and Principe introduced a minimum
wage for the private sector.

Amended regulation
of working hours

Angola; Cyprus; France; Hungary; Kazakhstan; Liberia

Cyprus and Hungary changed the legislation to allow stores to be
open on Sundays. Kazakhstan reduced the premium for work on
weekly holidays.

Changed redundancy rules and cost

Angola; Comoros; Kazakhstan; Myanmar;
Netherlands; Saudi Arabia; Zimbabwe

Kazakhstan eliminated the requirement to reassign an employee
to a different position before making the employee redundant.
The Netherlands introduced severance pay for redundancy dismissals
for employees with at least two years of continuous employment.
Zimbabwe significantly reduced the severance package for
redundancy dismissals.

Reformed legislation regulating
worker protection and social
benefits

Brazil; Cabo Verde; Democratic Republic of Congo;
Liberia

The Democratic Republic of Congo enacted a law that prohibits gender
discrimination in hiring. Liberia established equal remuneration

for work of equal value. Cabo Verde introduced an unemployment
insurance scheme.

Source: Doing Business database.

Note: Reforms affecting the labor market regulation indicators are included here but do not affect the ranking on the ease of doing business.
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= The getting electricity indicators
measure the reliability of electricity
supply using data on the duration and
frequency of power outages, among
other metrics.

= A broad range of variables impact the
reliability of electricity supply. These
include the electricity generation
adequacy, the condition of power
system infrastructure, utility financial
and operational performance and
energy sector regulation.

= Evidence from four lower-middle-
income economies with varying levels
of reliability suggests that continuous
investment in infrastructure is essential
to ensure a reliable electricity supply.

= |ndonesia implemented structural
changes to its energy sector, increased
investment in infrastructure and
introduced regulatory initiatives to
improve overall power reliability.

= Guatemala liberalized its energy sector
and adopted different tariff strategies
while maintaining incentives to enable
cost recovery. These measures, coupled
with the presence of an overarching
regulatory body, fostered a high level
of power reliability in Guatemala City.

® |n the cases of Cameroon and Pakistan,
inadequate end-user tariff levels and
high transmission and distribution
losses had an impact on the overall
financial standing of utilities—and, in
turn, on the reliability of supply.

= The experience of these economies
suggests that utilities must ensure a
healthy financial position so they can
invest the necessary resources to increase
the reliability of electricity supply.

Getting Electricity
Factors affecting the reliability

of electricity supply

ince 201 Doing Business, through

its getting electricity indicator set,

has recorded the time, cost and
number of procedures required for a
small to medium-size business to legally
connect a commercial warehouse to the
electrical grid. Starting in 2015, the reli-
ability of supply and the price of electric-
ity have also been measured. Reliability
is measured through quantitative data
on the duration and frequency of power
outages as well as through qualitative
information, which includes—among
other things—the mechanisms put
in place by the utility for monitoring
power outages. These measures are
important because a reliable electricity
supply is critical for enterprises to oper-
ate and grow. According to 2016 World
Bank Enterprise Survey data, business
owners in around 30% of developing
economies perceive unreliable electric-
ity services as a major obstacle to their
activities. In Sub-Saharan Africa, where
economies suffered an average of 690
hours of outages in 2015, the annual
economic growth drag of a weak power
infrastructure is estimated to be about
two percentage points.? In addition to
negatively affecting business operations,
an unreliable supply can compromise
an economy's overall well-being. For
example, Beirut residents cope with an
average of three hours with no electricity
every day. Residents in other areas of the
country must endure 12 hours of daily
power outages. The average Lebanese
household must then resort to generator
usage, spending $1,300 on electricity
each year—equivalent to almost 15% of
income per capita.’?

Minimizing the number and the duration
of power outages is critical for societies
at large. Although electricity is ultimately
provided by a distribution utility (the
“last step” in the supply chain), it is not
the only entity responsible for providing a
stable supply, as many other actors play
an important role throughout the process
of generation, transmission and distribu-
tion of electricity. This case study focuses
on lower-middle-income  economies
with varying levels of electricity supply
reliability. By comparing different aspects
of their energy sectors, this chapter high-
lights some key elements and actors that
can drive, or prevent, a reliable electricity

supply.*

FACTORS AFFECTING THE
PROVISION OF ELECTRICITY

A power system consists of three main
components: generation power plants,
which use resources like hydropower,
coal or renewables to produce electricity;
the transmission network, consisting of
a high voltage network (usually above
35 kilo-volts) used to transmit electric-
ity from the generation station to the
distribution network; and the distribution
network, a low-to-medium-voltage net-
work that is used to deliver electricity to
customers (figure 4.1).

The reliability of electricity supply is
determined by multiple interdependent
factors. This case study focuses on
four main areas which directly impact
the power sector: electricity generation
adequacy, power system infrastructure,
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utility financial and operational perfor-
mance, and energy sector regulation
(figure 4.2).

Electricity generation is the basis of any
power system, and generation adequacy is
determined by the availability of resources
as well as by their cost. If an economy has
sufficient domestic energy resources and
the necessary technological conditions,
generation may be assured at a lower
cost compared to economies that rely on
imported fossil fuels. Additionally, energy
self-reliance may ensure a higher reliabil-
ity of supply as it reduces an economy'’s

vulnerability to supply shortages in the
global commodity markets.

The upkeep and the technical condition
of a power system'’s infrastructure direct-
ly affect its operation and, therefore, the
duration and frequency of power cuts.
Poor upkeep is further exacerbated when
an economy faces exogenous shocks
or inclement weather. In Zambia, for
example, poorly maintained distribution
lines coupled with insufficient rainfall
due to the EI Nifio weather phenom-
enon resulted in electricity shortages
in 2015—with Lusaka experiencing 137
hours of outages per customer. Such

FIGURE 4.2 Various factors affect the reliability of electricity supply
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power cuts undermine the economy;
each minute of outage costs $9,000 to
the Zambian mining sector.”

The financial performance of a utility
dependsonitsability to generate sufficient
revenue to cover the costs of providing
electricity and to ensure the profitability
of its operations. End-user tariffs are a
central aspect of the sector's financial
performance because the revenues of
all market players in an energy system—
including the generation, transmission
and distribution companies—come from
electricity bills. In principle, tariffs take
into account the costs involved in the
operation of the power system. However,
when tariffs do not allow for full cost
recovery, insufficient revenues accrued
by distribution utilities can create finan-
cial constraints across the power system.
This may force cutbacks on maintenance
spending and capital investments, result-
ing in increased production costs and a
deterioration of power system reliabil-
ity. In addition to tariff pricing, a utility’s
operational performance is crucial for the
electricity sector as without proper atten-
tion to market factors, its ability to ensure
electricity provision can be compro-
mised. Ownership structure in the power
sector varies greatly across economies,
including purely public, private, or mixed
partnership. Regardless of a utility's own-
ership type, having an efficient manage-
ment structure is essential.

Finally, it is the role of the energy regula-
tor to set the “rules of the game"” for all
players. Since the electricity market is
often monopolistic, only an independent
regulator is in a position to supervise the
price of electricity and ensure consumer
protection. In terms of electricity reliability,
the regulator may set objectives regarding
utilities’ performance as well as deterrents
to reduce the duration and frequency
of outages. An example of a financial
deterrent can be setting a threshold for
the number and/or duration of power out-
ages. In that case, when outages surpass
a certain threshold, the regulator can
impose penalties or allow for customers to

a5
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receive compensation. Doing Business data
reveal that low- and lower-middle-income
economies using such financial deterrents
had 53 power cuts on average in 2015,
while economies in the same income
group without financial deterrents to limit
outages had three times more outages.

RELIABILITY ACROSS FOUR
ECONOMIES

To assess the power reliability in differ-
ent economies across the dimensions
highlighted, this study looks at four lower-
middle-income economies. Guatemala
and Indonesia are examples of economies
that provide a reliable electricity supply in
the main business cities, having registered
low levels of outages in 2015, according to
Doing Business data (table 4.1.). Cameroon
and Pakistan, however, have outages
on a regular basis and are examples of
economies providing an unreliable supply
for customers (table 4.2.).¢ For the other
aspects analyzed, the majority of the data
are from 2014. In some cases, newer data
were available but the same base year was
chosen for cross-comparability purposes.

Reliable electricity supply
Indonesia

From an energy perspective, Indonesia
faces considerable challenges: it has the
fourth largest population globally, a com-
plex geography and falling oil reserves.
Nevertheless,
a high level of electrification with 96%
of the total population having access to
electricity in 2012, up from 67% in 1990.7
Furthermore, the frequency and duration
of power outages in Jakarta and Surabaya
today are low compared to other econo-
mies in East Asia and the Pacific. System
average interruption
(SAIFI) data suggest that a business in
Jakarta only suffered two outages in 2015,
almost nine times less than the regional
average. As electricity outages and tariff

Indonesia has achieved

duration index

levels are relatively low in Java,?® where
over half of Indonesians live, it is then not
surprising to observe that the World Bank
Enterprise Surveys report that less than

1% of firms in Indonesia see electricity
as their "biggest obstacle”—compared
to almost 10% of firms worldwide. This
reflects a well-performing power sector
in Indonesia’s largest municipalities, yet
major investments had to be made to
overcome several challenges.

In the 1990s, power outages were a
common occurrence in Jakarta. Rising
electricity demand coupled with the
1997 Asian financial crisis placed a
heavy strain on the system. Generation
activities—as well as transmission and
distribution—were conducted exclusively
by Perusahaan Listrik Negara (PLN), the
state-owned, vertically-integrated utility.
However, the 1999 electricity law opened
up the electricity generation market to
the private sector. With the entrance of
new actors, installed generation capac-
ity was able to expand substantially. At
the end of 2014, independent power
producers and private utilities accounted
for approximately 30% of Indonesia's
installed generation capacity.’

In parallel to the partial liberalization
of the sector, the government of
Indonesia also devised ambitious
infrastructure investment plans to meet
rising electricity demand.’® Between
2004 and 2014, generation capac-
ity doubled from 26.4 gigawatts to 53.0
gigawatts" through a mix of private and
public investments. These investments
allowed the country to diversify electric-
ity production and reduce reliance on
oil, of which Indonesia is a net importer,
increasing the share of natural gas (21%),
hydropower (7%) and geothermal power
(5%) in its generation mix."”

While
power reliability is largely attributed to
infrastructure development, regulatory
deterrents to prevent utility underper-
formance may also have contributed to
minimizing power cuts. Per government
regulation, customers experiencing out-
ages beyond certain levels are eligible
for compensation from PLN. And Doing
Business data now suggest that PLN

Indonesia’s success vis-a-vis

in Jakarta is a good performer if the
time needed to get a new permanent
electricity connection is used as a proxy
to gauge utility efficiency.”® It took 59
days to get a new electrical connection
in Jakarta in 2016 compared to 101 days
in 2009. This improvement is the result
of better customer engagement and
the streamlining of administrative pro-
cesses as highlighted by several reforms
recorded by Doing Business.

A stable electricity supply in Indonesia
has been achieved over the past decades
mostly by supply-side initiatives. On the
demand side, the country has not sought
to limit consumption through tariffs. In
fact, the pricing policy pursued by the
government aims to balance the financial
standing of the utility with the afford-
ability of electricity tariffs. Tariffs are,
therefore, set below market levels, but
PLN is compensated through subsidies
that allow for a profit margin of 7%."
Tariffs are also routinely reviewed by the
regulator. End-user tariffs were raised by
15% in 2013, for example, to help improve
PLN's financial performance in the wake
of rising energy prices.

Even though access to reliable electricity
has improved in Java, Indonesia still faces
considerable challenges going forward.
According to the Indonesian Ministry
of Energy and Mineral Resources, over
12,000 villages in the country are still
without electricity and approximately
65% of them are in six provinces in
eastern Indonesia.” In the coming years, it
will be crucial for the country to pursue its
Indonesia Terang (Bright Indonesia) plan by
building island-based generation capac-
ity infrastructure and expanding access to
electricity across the archipelago.

Guatemala

Substantial improvements to the reli-
ability of electricity supply have been
achieved in Guatemala, particularly in
the capital. Although some regions still
struggle to provide a reliable electricity
supply, residents of Guatemala City had,
on average, less than three outages in



2015 compared to an average 13 power
cuts in the other main business cities of
Latin America and the Caribbean. This
is quite a feat considering concerns two
decades ago about potential shortfalls
in generation capacity due to rising
demand—which increased by 7% annu-
ally on average between 1986 and 2012.%
As in Indonesia, Guatemala’s first push
to boost capacity involved opening the
energy sector to private participation.

Unlike its Southeast Asian counterpart,
however, Guatemala unbundled the
entire energy sector in 1996 through a
general electricity law. Competition was
introduced, with private and public play-
ers entering the generation, transmis-
sion, electricity trading and distribution
segments. As a result, the Instituto

Nacional de Electrificacion (INDE), which
previously controlled all assets from
generation to distribution, now operates
15% of Guatemala’s installed generation
capacity. The remaining 85% is oper-
ated by a variety of private companies.”
The private sector is also present in the

electricity transmission sector and in the
distribution sector, where the privately-
owned Energuate controls 60% of the
market share.®

Within two decades of its adoption, the
electricity law spurred a series of invest-
ments which have more than tripled
Guatemala’s installed capacity from 1.0
gigawatts to 3.7 gigawatts."” This increase
in capacity was accompanied by a diversi-
fication of the energy mix, notably through
tariff and tax incentives, thereby encour-
aging the use of renewable resources. In
1996, 31% of Guatemalan electricity was
generated from oil, and biofuel accounted
for 13%.%° Twenty vyears later, biofuel's
share has grown to 38% and the share
of oil-based generation has fallen to
12%.”" Furthermore, the Central American
regional electricity market has provided
some flexibility to Guatemala, allowing it
to export its excess supply of electricity
(or to import it when needed).?

Following the liberalization program, the
government recognized the need to create

TABLE 4.1 Reliability of supply and transparency of tariff index for Guatemala
and Indonesia

Guatemala | Indonesia
Reliability of supply and transparency of tariff index (0-8) 7 6
Total duration and frequency of outages per customer a year (0-3) 2 2
System average interruption duration index (SAIDI) in 2015 3.7 2.6
System average interruption frequency index (SAIFI) in 2015 2.6 1.7
Mechanisms for monitoring outages (0—1) 1 1
Does the distribution utility use automated tools to monitor outages? Yes Yes
Mechanisms for restoring service (0—1) 1 1
Does the distribution utility use automated tools to restore service? Yes Yes
Regulatory monitoring (0-1) 1 1
Does a regulator monitor the utility's performance on reliability of supply? Yes Yes
Financial deterrents aimed at limiting outages (0—1) 1 1
Does the utility either pay compensation to customers or face fines by the Yes Yes
regulator (or both) if outages exceed a certain cap?
Communication of tariffs and tariff changes (0-1) 1 0
Avre effective tariffs available online? Yes Yes
Avre customers notified of tariff changes at least 1 month ahead of time? Yes No

Source: Doing Business database.

Note: SAIDI is the average total duration of outages over the course of a year for each customer served, while
SAIFI is the average number of service interruptions experienced by a customer in a year. For Indonesia, SAIDI/SAIFI

data are for Jakarta only.
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a regulatory framework to oversee the
new competitive market. The national
electricity commission, an independent
regulatory body, was established in 1996.
The commission sets the market rules,
monitors power outages and imposes
financial penalties on utilities when exces-
sive service interruptions occur. End-user
tariffs are also regulated by the commis-
sion and are classified into two categories:
a "regular rate"—which is determined
based on the blended costs of supply
from generation companies, as well as
transmission and distribution costs—and
a subsidized “social rate” for consum-
ers with monthly demand of up to 300
kilowatt-hours.” Utilities can thus recu-
perate their capital investments while, at
the same time, consumers are protected
from price gouging.®*

Doing Business data also suggest that
the improved reliability in Guatemala
City may be partly attributed to effective
utility management. Doing Business ranks
Guatemala among the highest in Latin
America and the Caribbean for utility
performance; it takes just 39 days to get
a new connection to the electrical grid
in Guatemala compared to the regional
average of 66 days.

Unreliable electricity supply
Cameroon

Cameroon was one of the first Sub-
Saharan African economies to liberalize its
energy sector. The adoption of the 1998
Electricity Sector Law led to the priva-
tization of the vertically-integrated and
state-owned utility, the Société Nationale
d'Electricité  (SONEL).”> Nonetheless,
the total installed generation capacity
remained largely stagnant between 2000
(0.8 gigawatts) and 2012 (1.0 gigawatts)?®
in view of Cameroon'’s rising energy needs
and population growth. As a result,
Cameroon faces a severe electricity sup-
ply deficit—even though about half of the
population is not connected to the grid.?’
Douala residents experienced on average
almost two hours of outages each week
in 2015. This has likely impacted business
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behavior; approximately 35% of firms in
Cameroon own a generator.?®

Cameroon’s privatization program has
not resulted in a sharp rise in installed
capacity nor has it established a fully
competitive market. Power generation is
open to independent private sector par-
ticipation, yet the sector remains largely
dominated by one company, ENEO
Cameroon (formerly SONEL). Because
the power sector is not fully unbundled,
the transmission and distribution sectors
are also operated by ENEO Cameroon,
which struggles with transmission losses.
For example, 35% of the electricity gener-
ated from hydro-powered and gas plants
is lost through electricity transmission.?”
In this context, the government recently
announced the establishment of a new
state-owned entity, the Société Nationale
de Transport de I'Electricité (Sonatrel),
which will take over the transmission
sector with the goal of upgrading the
power infrastructure.

Cameroon relies entirely on domestical-
ly-sourced resources, with hydropower
accounting for 71% of generated elec-
tricity, and oil and gas making up the
balance.*° While it could export electric-
ity to neighboring economies thanks
to an abundance of natural resources,
that potential is under-exploited.”
Cameroon’s heavy reliance on hydro-
electricity has also meant that droughts
often result in prolonged outages. This
was the case in 2015 as power outages
brought activities at the Douala port to
a standstill for several days.*> To prevent
such scenarios in the future, Cameroon
is aiming to diversify its energy mix and
boost generation capacity through a
series of tax-based incentives for renew-
able electricity generation projects.

The electricity sector law of 1998 created
the Agence de Régulation du Secteur de
I'Electricité (ARSEL), a regulatory agency
responsible for setting end-user tariffs.
The agency's duties also include the moni-
toring of power outages and the levying of
penalties on utilities for non-compliance

with outage limits. Nevertheless, such
penalties were not imposed between
2012 and 2015 as ARSEL opted instead
to hold tariffs steady, thereby providing
customers with lower tariffs in real terms
in “compensation” for excessive outages.>

Cameroon's energy sector faces consider-
able challenges. However, Doing Business
data suggest that reliability issues in
Douala stem more from the generation
mix and infrastructure than from utility
management. Obtaining a new electricity
connection, for example, takes on average
64 days in Cameroon, about half the aver-
age time in the Sub-Saharan Africa region.

Pakistan

Pakistan is in the midst of an energy cri-
sis. The rapid expansion of the economy
in recent decades has led to increased
energy demand. In 2011, electricity
shortages exceeded 7.0 gigawatts, equal
to about one-third of peak demand.?*
And while Pakistan was able to increase
its level of electrification from 60% in

1990 to 94% in 2012,*> the frequency
and duration of outages remain high
in its two largest cities. Doing Business
data show that Karachi and Lahore were
among the cities that experienced the
most outages globally in 2015. Indeed,
World Bank Enterprise Survey data report
that for 45% of enterprises in Pakistan,
a lack of reliable electricity supply is
the largest obstacle to the operation of
their business.

After three decades of energy sector
expansion, privatization in Pakistan began
in 1994 with the unbundling of the Water
and Power Development Authority and
the opening of power generation to inde-
pendent producers. Subsequent reforms,
such as the provision of incentives for
private investments, were pursued in the
late 1990s leading to an inflow of private
capital and an increase in generation
capacity.*® However, declining investment
following the 1997 Asian financial crisis
coupled with surging local demand result-
ed in a severe electricity deficit. Between

TABLE 4.2 Reliability of supply and transparency of tariff index for Cameroon

and Pakistan

Cameroon Pakistan
Reliability of supply and transparency of tariff index (0-8) 3 0
Total duration and frequency of outages per customer a year (0-3) 0 0
System average interruption duration index (SAIDI) in 2015 89 861.7
System average interruption frequency index (SAIFI) in 2015 233 387.2
Mechanisms for monitoring outages (0-1) 0 1
Does the distribution utility use automated tools to monitor outages? No Yes
Mechanisms for restoring service (0—1) 0 1
Does the distribution utility use automated tools to restore service? No Yes
Regulatory monitoring (0-1) 1 1
Does a regulator monitor the utility's performance on reliability of supply? Yes Yes
Financial deterrents aimed at limiting outages (0—1) 1 1
Does the utility either pay compensation to customers or face fines by the Yes Yes
regulator (or both) if outages exceed a certain cap?
Communication of tariffs and tariff changes (0-1) 1 0
Avre effective tariffs available online? Yes Yes
Are customers notified of tariff changes at least 1 month ahead of time? Yes No

Source: Doing Business database.

Note: Under the getting electricity methodology if SAIDI/SAIFI is 100 or more then the economy is not eligible
to score on the reliability of supply and transparency of tariff index. For Pakistan, SAIDI/SAIFI data are

for Karachi only.



2004 and 2008, commercial electricity
consumption increased by approximately
8% per year. In addition, the electricity
sector’s share of total public investment
fell from 51% in the mid-1990s to 26% by
20103 As a result, generation capacity
was not able to keep up with demand.

Pakistan's generation sector is com-
prised of different players with private
power producers providing about 30%
of the total generation capacity. On the
distribution end, the sector is operated
by 10 state-owned regional utilities and
a private company, K-Electric, which
serves Karachi. Almost all of the utilities,
however, experience the same sets of
challenges: shortfalls in electricity supply,
chronic transmission and distribution
losses*® and insufficient exploitation of
existing capacity.

Pakistan's electricity generation mix
consists mainly of thermal power (69%)
and hydropower (28%).%° Gas is sourced
domestically but the economy is a net
importer of oil, which makes the electric-
ity sector reliant on imports and exposed
to market fluctuations. Repeated hikes in
global oil prices have at times strained
the public—and utility—finances, but
the oil share of electricity generation has
grown since the 1990s.%° Considering
this situation, Pakistan has undertaken a
power sector reform agenda to address
its generation shortfall by further devel-
oping its hydropower potential. In this
context, hydropower investment projects
supported by multilateral institutions
such as the World Bank Group have
recently been announced.”

The regulator, the National Electric
Power Regulatory Authority (NEPRA),
was established in 1998 as an autono-
mous body without any government
administrative control. However, while
NEPRA has jurisdiction on tariffs, all deci-
sions need to be approved by the state,
which has led successive governments
to set tariff levels in a discretionary
manner. Consequently, end-user prices
have been set below the cost of supply

with the difference being paid to the
utility through extensive government
subsidies**—which are sizeable both in
relation to GDP and total general govern-
ment expenditures.** Delays in disbursing
these subsidies have at times contributed
to debts that have strained the finances
of generation companies, undermining
investments and the upkeep of the distri-
bution network.

The unreliability of the electricity sector
in Pakistan may also be attributed to
the state of utility financial and opera-
tional performance. According to Doing
Business data, it takes well over 100 days
for a business to connect to electricity in
Lahore and Karachi and a new connec-
tion costs about 1,770% of the national
income per capita, a cost that is among
the highest in South Asia.

DRIVERS OF SUPPLY
RELIABILITY

Evidence suggests that adequate invest-
ment in electricity generation is essential
to ensure a reliable electricity supply.
Without investment, generation capac-
ity can quickly be overtaken by rising
demand, as occurred in Cameroon and
Pakistan. The experiences of Guatemala

GETTING ELECTRICITY

and Indonesia show that investment
can be implemented through a strategy
pursuing sectoral liberalization or with a
vertically-integrated public utility con-
tinuing to play a major role in the energy
sector, so long as there are incentives to
ensure generation adequacy (figure 4.3).

The highlighted good performers
underscore the importance of not only
investing in productive capacity but also
of maintaining the power system infra-
structure. Aging infrastructure results in
increased losses and a deterioration in
the reliability of supply. It is also useful to
diversify the energy mix to decrease the
dependence on a given resource. A coun-
try that is over-reliant on hydropower, for
example, might be particularly exposed
to droughts, while a country that strongly
relies on imported oil may be vulnerable
to fluctuations in global crude prices.

Other factors impacting the reliability of
supply are tariff levels, bill collection rates
and transmission and distribution losses.
In many economies, tariffs are calculated
taking into account all costs associated
with the generation, transmission and
distribution of electricity, as well as profit
margins and infrastructure maintenance
costs. Subsidies, if needed, typically
target certain groups of customers for

FIGURE 4.3  Generation capacity from 2000 to 2012
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whom affordability is an issue, but
utilities in general should not carry the
financial burden of tariffs set below
market levels. Bill collection rates are also
relevant because under-collection results
in revenue losses, which exacerbate the
financial shortfalls that plague the sector.
In turn, this poses challenges to the abil-

ity of utilities to pay their suppliers.

Pakistan's power sector also grapples
with financial challenges. In 2014 electric-
ity tariffs were charged at 20.8 cents per
kilowatt-hour,* but the bill collection rate
was below 80%.> Because tariffs were
set at below cost-recovery level, genera-
tion costs were not entirely recuperated
through end-user tariffs. This resulted in
chronic debt for the power system.*®

Transmission and distribution losses,
which serve as a metric of operational
efficiency for a utility, also affect the
financial performance and the reliability
of electricity supply. In Cameroon and
Pakistan, transmission and distribution
losses stand at approximately 30%, com-
pared to 10% or less in Guatemala and
Indonesia (figure 4.4). These losses can
be divided into technical and commercial
losses. Technical losses are due to the
natural resistance of the electric cables
to the flow of the electric current. They
depend on the distance from generators
to customers, on the voltage level and
the quality of infrastructure, among other
factors. Commercial losses are caused by
non-payment due to theft, non-registered
consumption or improper metering. In
OECD high-income economies, com-
mercial losses are minimal and stood at
6.5% in 2012.% By contrast, the majority
of losses in Cameroon and Pakistan are
commercial, considering that—based
on World Bank Group energy sector
experience—technical losses usually do
not exceed 12%. Such high numbers can
compromise utilities’ financial standing.

Another key driver of supply reliability is
a proper, overarching regulatory frame-
work, as it can ensure adequate tariffs for
each customer group and hold utilities

FIGURE 4.4  Electric power transmission and distribution losses in 2012
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accountable for the frequency and dura-
tion of power outages. All four economies
analyzed have regulatory bodies in place
and impose financial deterrents aimed at
limiting outages. However, energy regula-
tion cannot by itself ensure a high level of
reliability of supply—the frequency and
duration of power outages recorded in
Guatemala and Indonesia are significantly
lower than in Cameroon and Pakistan.

CONCLUSION

The reliability of electricity supply is
critical for the development of the private
sector—as well as for societies at large.
There are multiple interdependent fac-
tors that directly affect reliability. Some
are beyond the control of policy makers
(such as inclement weather or commod-
ity prices) yet many factors are, in fact,
actionable if a long-term and compre-
hensive approach is adopted. Therefore,
adequate generation capacity, financial
performance, the operational efficiency
of the utilities and the overarching regu-
latory framework need not be treated
separately. All of these levers are integral
to ensuring that electricity supply meets
demand in a sustainable fashion.

With adequate planning and foresight,
different strategies can be used to ensure
a constant flow of electricity, as policy

makers must cope with local market
factors and other development objec-
tives such as “greening” the energy mix
and making electricity affordable for
subsets of the population. The cases of
Indonesia and Guatemala are interesting
for this reason: growing demand was met
through different investment strategies
and varying degrees of sectoral liberaliza-
tion. And while liberalization helped spur
investment in these two economies, it
has been less of a success in Pakistan and
Cameroon where some factors—such as
sustainable tariff pricing, sound financial
management, high operational perfor-
mance and balanced energy mix—were
partly neglected in the past. As these
cases suggest, having a multipronged
approach is necessary to ensure the reli-
ability of electricity supply.

NOTES

This case study was written by Jean Arlet, Diane
Davoine, Tigran Parvanyan, Jayashree Srinivasan,
and Erick Tjong.

1. Average excludes Sub-Saharan African
economies for which SAIDI/SAIFI data was
unavailable. These economies are: Angola,
Benin, Botswana, Burundi, the Central African
Republic, Chad, the Republic of Congo,
Equatorial Guinea, Ethiopia, The Gambia,
Ghana, Guinea-Bissau, Lesotho, Madagascar,
Malawi, Mauritius, Mozambique, Namibia,
Rwanda, Sdo Tomé and Principe, Senegal,
Sierra Leone, Somalia, South Africa, South
Sudan and Togo. Averages are for the primary
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= Modern secured transactions regimes
can be regulated either by a piecemeal
approach, where various existing laws
are amended, or by the passage of a new
comprehensive law that encompasses
all types of security interests.

= An integrated approach to secured
transactions enlarges the scope of
assets that small and medium-size
enterprises can use as collateral, thus
expanding their access to finance.
This approach allows the borrower
to maintain possession of the
collateralized asset for use in its
business operations.

= A modern collateral registry—centralized,
notice-based and with online public
access—is a key ingredient of a
well-functioning modern economy.
The registry should be unified for all
types of movable assets, searchable
and accessible online for verifications,
registrations, amendments and
renewals. By mid-2016, 26 economies
had operational, notice-based and
modern collateral registries, including
Australia, Colombia, the Lao People's
Democratic Republic and most
recently Costa Rica, El Salvador,
Liberia and Malawi.

Getting Credit: Legal Rights
Two approaches to developing an
integrated secured transactions regime

ecured transactions regimes are

designed to make it easier for

small and medium-size enter-
prises to obtain credit and other types
of funding from both traditional and
nontraditional  financial institutions.
However, these systems should be
supported by effective enforcement
mechanisms. The most traditional
component of an effective secured
transactions system is a guarantee
over assets (nonpossessory security
interests) where a debtor is authorized
to continue operating by using the
secured asset for the benefit of their
business. In addition to the traditional
nonpossessory pledge, other guarantee
equivalents have emerged in an effort to
increase business capital. For example,
with a financial lease, a business can
use a leased machine in exchange for
monthly payments. However, had this
debt not been recorded, future lend-
ers would not have a clear view of the
business standing and who has priority
over its assets, especially if the business
becomes insolvent. The registration of
assets in a well-running collateral regis-
try is crucial for the efficient operation of
financial institutions.

Reforms to legal frameworks governing
secured transactions have increased
worldwide in the past decade, benefit-
ting creditors and businesses alike. The
enactment of laws that cover all types
of lending contracts using movable
assets as collateral can expand the scope
of assets available to secure repayment
of a loan. The capital stock of busi-
nesses in most developing economies is

typically in movable assets.! The ability
to use movable assets as collateral is
therefore central to improving access
to credit and, in a broad sense, to fund-
ing. Such collateral can be created on
a range of assets. Further, there are
many equivalents to traditional collateral
where the borrower keeps use of the col-
lateral—often referred to as functional
equivalents—including fiduciary transfer
of title, financial lease, assignment of
receivables and retention-of-title sales
(table 5.1). Funding can be achieved not
only through traditional bank financing
and credit but also through financial lease
agreements, for example, that can ben-
efit small and medium-size enterprises
unable to raise money directly in the
capital markets. Such agreements allow
these firms to access funding, thereby
preserving their cash flow and increasing
their potential for growth.?

Creditors are more willing to provide
funding when it can be guaranteed
with a security interest, meaning prop-
erty interests created by agreement
or by law over the debtor's assets. A
good practice associated with col-
laterals that remain in the possession
of the debtor so that the company
can continue to use them (that is, the
company that received the loan keeps
using machines that serve as collateral
in order to generate profit for its busi-
ness and pay back the loan) is for the
law to allow for a general description
of the collateral. Rather than being spe-
cific—300 XYZ laptops, serial number
1234, metal colored, 14-inch screen,
for example—a general description of



TABLE 5.1

Examples of functional equivalents

GETTING CREDIT: LEGAL RIGHTS

Possession Ownership title

Functional equivalents (usage of assets) (to asset) Example

Fiduciary transfer of title Borrower Lender Borrower transfers title of movable asset (for example, a

(of a movable asset) (Borrower after full loan is paid) sewing machine) to lender (creditor), but keeps and uses
machine. Title of machine is returned to debtor when loan
is fully repaid.

Financial lease agreement Lessee Lessor Lessor (creditor) owns leased asset which he leases to

(Lessee after full lease is repaid) lessee. Lessee makes payments that amortize full or
substantial part of cost of leased asset.

Assignment of receivables Creditor Debtor Debtor assigns right to receive payments from specific
account receivables to creditor (lender) but remains owner
of accounts.

Sale with retention of title Debtor Seller Debtor buys movable asset from seller (creditor), but seller

(Debtor upon full repayment of price) | keeps ownership title until debtor repays full price.

“all laptop inventories” would be accept-
able. Credit markets also tend to
operate better when the law stipulates
that all such interests be registered in a
collateral registry so as to be enforceable
against third parties.

[t is essential that national legislation
allows for a nonpossessory security
interest. A financial lease on a company's
machine does not, for example, imply
that the machine will be handed over to
the lessor but rather that the firm may
use the machine to carry on business
and generate profits to pay off the debt. A
modern collateral registry should protect
the nonpossessory security rights of
creditors against third parties by ensur-
ing transparency. Legislation should also
allow for collateral to cover any assets
obtained in the future or acquired after
the collateral was created as well as
products, proceeds and replacements of
the original assets (for example, wood
in stock is guaranteed for a loan used to
produce furniture that is automatically
collateralized).® The law should allow
for a general description of the assets
subject to security, without requiring
detailed descriptions or serial numbers,
within the scope of the value of the loan.
The description should provide enough
detail to simply allow the identification of
the collateral. Permitting a wide range
of assets to be used as collateral provides
security for all types of obligations, pres-
ent and future, including one-time loans
and revolving credit lines.

COLLATERAL REGISTRIES

A centralized collateral registry—which
encompasses all types of collateral,
security interests and their functional
equivalents—should support the secured
transactions legal and institutional regime
at the national level. This registry is distinct
from a serial number collateral registry
which serves for registration of assets such
as motor vehicles, sea-going vessels and
aircraft, for example. A modern secured
transactions system allows secured
creditors to establish their priority to the
collateral, in case of business liquidation
or default, in an efficient and transparent
manner. The collateral registry needs to be
centralized nationally, unified for all types
of movable assets, accessible online for
verifications, registrations, amendments
and renewals, searchable by debtor's
identifiers and accessible to the general
public. The registration process needs to
be simple, requiring only the basic infor-
mation related to the collateral, such as
identifiers of the parties, description of the
collateral and the secured amount without
need for specification. The law should not
have as a registration requirement that the
underlying security documentation—such
as loan agreements, security agreements,
and the terms and conditions of the
loan—be reported to the collateral registry
for the simple reason that the purpose of
the registry is only to “give notice” of a
security interest and to establish a prior-
ity scheme. Also, a notice-based system

eliminates the risk of human error by
registry employees and reduces the cost
of operating the collateral registry. Policy
makers should encourage a modest
registration fee be charged to offset the
operational costs of running the registry.

The introduction of a collateral registry
increases the share of firms with access
to a line of credit, loan or overdraft
(figure 5.1). One study showed that the
number of firms with access to finance
increased by approximately 8% on aver-
age in the period following the introduc-
tion of the registry for movable collateral;
interest rates also fell and loan maturities
were extended. Introducing a new registry
for movable collateral has stronger ben-
efits for small firms, which are often more
constrained in their access to finance and
do not have many fixed assets that can
serve as collateral but which, on the other
hand, are often the primary generators of
new jobs and make a substantial contri-
bution to economic growth, particularly
in the developing world.*

A ground-breaking property law was
approved in China in 2007 and a modern
collateral registry was set up in the same
year. More than a dozen government
policies and regulations concerning
movable asset finance have been issued
since. As a result, a majority of lending
institutions have rolled out various credit
products based on movable assets
benefiting mostly small and medium-
size enterprises but also agribusiness
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FIGURE 5.1 The introduction of a collateral registry increases access to finance for businesses
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operators and domestic and internation-
al traders. A digital accounts receivable
finance platform under the central bank
has been running since the end of 2013
with a cumulative financing volume of
about $400 billion. The share of com-
mercial credit involving movable assets
has been raised from 12% in 2004 to
around 40% currently. Cumulatively
since the end of 2007—and for accounts
receivable and lease finance only—over
2.2 million transactions have been
registered at the collateral registry
with a financing volume of at least
$10 trillion. Annual disbursements of
debt finance involving movable assets
is around $3 trillion, including large
but important infrastructure deals
and the issuance of bonds backed
by receivables.

Besides achieving impressive results,
Ghana's collateral registry reform project

from 2008 to 2014 enabled the design
and implementation of the first modern
collateral registry in Africa, opening the
market for secured transactions and
collateral registry reforms in the region.
Between its establishment in 2010 and
the end of 2015, the registry facilitated
$1.3 billion in financing for small-scale
businesses and $12 billion in total financ-
ing for the business sector overall using
only movable assets as collateral for loans.
Women entrepreneurs have played an
important role in this scheme—women
borrowers account for 40% of total reg-
istrations and more than $100 million in
financing for this sector.

As in most fragile and conflict-affected
economies, the lack of access to credit
remains a key challenge to enterprise
development in Liberia. A collateral
registry was officially launched in Liberia
on June 18, 2014. It was widely expected

that the Ebola crisis, which had a
negative impact on commercial bank
financing, would have reduced the use
of the collateral registry as well. By June
2016, however—only two years after its
launch—the registry had recorded 527
security interest registrations, over 94%
of which went to individuals (51% of
which were women), facilitating financ-
ing of more than $237 million.

TWO WAYS TO REFORM

Eighty two economies have reformed
their legislation governing secured trans-
actions over the past decade.® During that
period two approaches have emerged
in the way these economies have made
the adjustments to their national laws
to expand coverage to all traditional
security interests on movable assets and
their functional equivalents. The Doing



FIGURE 5.2
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Business getting credit indicators capture
some of these reforms (figure 5.2).

The first approach is to introduce one
comprehensive law covering secured
transactions that regulates all types of
security interests available to both incor-
porated and non-incorporated entities.
An example of this approach is the new
secured transactions law in Colombia,
which entered into force in August 2014,
A follow-up regulation established the
terms for the implementation of a cen-
tralized collateral registry. Together these

established a modern legal regime for
secured transactions wherein all types
of movable assets, present or future,
may be used as collateral to secure a
loan. Functional equivalents of loans
secured with movable property, such as
assignment of receivables or sales with
retention of title, were brought under
regulation. The law also provides for
priority rules outside bankruptcy and
establishes the rights of secured credi-
tors during a reorganization procedure,
thereby assuring lenders that they can
recover payments due ahead of any other

GETTING CREDIT: LEGAL RIGHTS

claims. Finally, the law permits out-of-
court enforcement of collateral allowing
for both public tender and private sale.

The new legal framework in Colombia
allows borrowers to obtain loans by using
collateral resources such as inventory,
machinery and crops. Since the registry
went live in March 2015, there have been
over one million registrations valued
at more than $93 billion. Over 10%
of these loans represent new credits.
More than 100 financial institutions are
participating in the registry of lenders.
Some of Colombia's largest banks have
provided loans secured by movable col-
lateral including embroidery machines,
milking equipment and rice crops.’
According to data from the World Bank
Enterprise Surveys, almost one third of
Colombian entrepreneurs cited access to
credit as the most pressing constraint to
the growth of their enterprise before the
law was enacted.® This is nearly double
the average for the rest of Latin America
and the Caribbean.’

Costa Rica is one of the most recent
examples of introducing a secured
transactions system which allows entre-
preneurs to leverage movable assets
for a loan. More than 40% of small and
medium-size enterprises consider the
lack of funding a barrier to their economic
activity.'” Proper implementation was the
main challenge in introducing a new
secured transactions system in Costa
Rica, as is commonly the case when such
a reform is introduced. The reformed sys-
tem requires a paradigm shift in various
perceptions and lending practices, such
as raising the awareness of all users and
providing training so that they can use
the system more efficiently. Costa Rica's
system was launched in May 2015 and
by December 2015 registrations totaled
5,334, including over 2,900 small and
medium-size receiving
secured with movable property.

firms loans

In Jamaica, a law which came into force
in January 2014 established a modern
legal framework for secured transactions

55



56

DOING BUSINESS 2017

wherein all types of movable assets, pres-
ent or future, can be used as collateral
to secure a loan. The law also regulates
functional equivalents of loans secured
with movable property such as financial
leases or sales with retention of title and
also allows out-of-court enforcement of
the collateral through public auction or
private sale. The same law also estab-
lished the regulation for the implementa-
tion of a centralized collateral registry.

Afghanistan introduced a law in 2009
establishing a comprehensive secured
transactions regime with a functional
approach. The law regulates both present
and future collateral and its proceeds
and contains clear rules of enforcement
through public auction or private sale.
With the support of the Afghanistan
secured lending project, which aimed to
increase private sector credit access by
strengthening lenders’ rights in movable
assets, a fully-operational, modern, cen-
tralized collateral registry was created in
March 2013. The registry, which is hosted
by the central bank, allows for online reg-
istrations, searches, modifications and
cancellations. Establishing the secured
transactions system in Afghanistan
was accomplished in three stages. First,
careful planning of legislative reform led
to the enactment of the law in 2009 as
well as amendments to existing laws and
regulations aimed at enhancing the rights
of creditors in movable assets. Second,
the movable assets registry was estab-
lished to enable lenders to effectively file
a notice related to their proprietary rights.
Third, a public awareness and capacity
building program was launched in March
2013 to educate government and private
sector participants about the benefits of
a well-functioning secured transactions
system. Following the training of officers
at the central bank, the institution has
taken the lead in raising public aware-
ness in Afghanistan on the use of the
collateral registry. This new legal and
institutional framework has resulted in
more than 4,500 loans registered by all
16 commercial banks and 2 microfinance
institutions since the registry’s launch.

The majority of clients (85%) are micro,
small and medium-size enterprises. The
value of financing using movable assets
was estimated at $910 million as of
August 2015, including various lending
products where accounts receivable and
tangible assets are used as securities.
Furthermore, over 10,000 online search-
es have been conducted, highlighting the
widespread use of the system.

In all of the above cases the law foresees
the extension of the original collateral to
future assets. Many jurisdictions only per-
mit grantors to create security rights in
assets that are in existence and that they
own when the security right is created
(that is, they are not able to grant security
in assets not yet in existence or that they
have not yet acquired). This restriction
is to protect debtors from over-com-
mitting their assets—in particular, their
future assets—to one secured creditor.
Nevertheless, because businesses may
not always have available existing assets
to secure credit, this limitation prevents
them from obtaining various types of
credit that are predicated upon a stream
of future assets, such as inventory and
receivables. Thus it is a good practice
that, except to the extent that consumer
protection legislation provides otherwise,
a security right should be created in
future assets. Also, the cost of secured
credit depends in part on the cost associ-
ated with obtaining security rights. An
efficient secured transactions regime
will establish streamlined procedures
for obtaining security rights. Transaction
costs will be reduced notably by: mini-
mizing formalities, providing for a single
method for creating security rights rather
than a multiplicity of security devices
for different types of encumbered asset,
and providing a mechanism that permits
the creation of security rights in future
assets and securing future advances of
credit without the need for any additional
documentation or action by the parties.™

The application of new legislation often
reveals areas for improvement of the
law or the supporting institutions. A

law in Bosnia and Herzegovina, which
adopted the functional approach, estab-
lished the same regime for possessory
pledges (when the debtor must transfer
the collateral to the creditor or a third
party), nonpossessory pledges, leases
and other security rights. A pledge can
include tangible property, like machinery
or inventory, bank accounts, account
receivables, or shares in a company with
limited liability. The law permits great
freedom to define both the object of the
security (specifically or generally, includ-
ing as a pool of fluctuating assets) and
also the secured debt (including revolv-
ing loans, credit lines), thereby providing
companies with significant flexibility with
respect to their collateralized assets.

The 17 member states of the Organization
for the Harmonization of Business Law
in Africa, known by its French acronym
OHADA, have also reformed existing
legislation in recent years. These chang-
es have broadened the range of assets
that can be used as collateral (to include
future assets), extended security interests
to the proceeds of the original asset and
introduced the possibility of out-of-court
enforcement. However, the establish-
ment of a centralized, modern, notice-
based registry—available
online for the registration of lending
contracts, searches by debtor's name,

collateral

modification and cancellations—remains
a challenge in these economies.

The second approach for creating a
modern secured transactions legal
system is by introducing specific provi-
sions to existing legislation. Hungary, for
example, amended its civil code in 2014
to include new rules and principles for
the creation, publicity and enforcement
of pledges over movable assets by spe-
cifically extending the pledge to include
its products and proceeds. Such pledges
can now be registered online directly by
the contracting parties. Similarly, Poland
has amended numerous laws to allow for
rights in movable assets to be created for
security purposes by agreement. A bill,
once approved by the Parliament, will



allow for electronic auctions of debtors’
movable assets through an electronic
system provided by the district courts and
the exchange of legal correspondence
through electronic means. Electronic
auctions are expected to reduce the
need to hold multiple physical auctions
by reaching out to a wider market of
potential buyers.® Amendments to exist-
ing laws have also been implemented
in the Czech Republic. The definition of
receivables, which are now considered
movable assets, was modified in 2014
following a change to the civil code.
As a result, legal provisions related to
security interests and the pledge registry
are now applicable to receivables. In
addition, the law allows secured creditors
to enforce their security interests out of
court, through a public auction, and to
execute a security as stipulated in the
security agreement.

In jurisdictions where multiple laws
regulate various types of security inter-
ests and their functional equivalents, the
requirement to register all types of collat-
eral in a unified collateral registry can act
as a catalyst. In 2013, Indonesia opera-
tionalized a national movable collateral
registry, through which registration of
all types of security rights over movable
assets are processed and managed.
However, fiduciary transfer registrations
were only allowed to be completed by
notaries and other functional equiva-
lents were not recorded in the registry
database. In 2015 the online registry for
fiduciary transfer in Indonesia—which
centralized all fiduciary transfer registra-
tions since 2013—expanded its database
to be searchable online by debtor's name,
among other unigue search elements.
The search function is accessible to the
public through the online portal.”*

CONCLUSION

Policy makers in some economies choose
to enact a comprehensive and completely
new law while others amend existing
legislation to govern secured transactions.

Some of the economies that chose to
replace various incomplete laws governing
the security interest with a single piece of
updated legislation also followed up with
the creation of a modern collateral registry,
resulting in a higher average score on the
strength of legal rights index. However,
those economies that chose to amend
their existing laws to create a unified
secured transactions regime scored
significantly lower on average. This sug-
gests that multiple good practices were
already included in the existing provisions.
Complementing existing legislation with
new legal and regulatory reform works
well in economies where legislation is
relatively solid and functional. Many
economies in Europe and Central Asia,
Sub-Saharan Africa and Latin America
and the Caribbean have followed this
approach by introducing laws unifying
the regulation and registration of security
interests including functional equivalents.
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= A comprehensive credit reporting
system that includes credit history
data from alternative sources—in
addition to banks—is critical to the
establishment of a well-developed
and inclusive financial infrastructure.

= |n economies where credit bureaus
or registries include data from
retailers, utility companies and trade
creditors, the average coverage of the
credit reporting system tends to
be higher than in those where such
information is not available.

= QECD high-income economies and
Latin America and the Caribbean have
the largest proportion of economies
where the main credit reporting
service provider distributes data from
non-regulated entities.

= |n 50 out of 190 economies measured
by Doing Business the main credit
reporting service provider distributes
data from utility companies in its
reports. At least one credit reporting
service provider reports repayment
history from financing corporations or
leasing companies in 110
economies worldwide.

= Reporting microfinance data benefits
borrowers (by establishing repayment
histories that help them obtain loans)
and microloan lenders (by helping
them assess the repayment capacity
of their clients).

Getting Credit:

Credit Information
Casting a wide net to expand

financial inclusion

he ability to access affordable

credit is a critical element of private

sector-led growth. While fac-
tors such as interest rates and collat-
eral requirements play an important role in
access to finance for firms and individuals,
underdeveloped financial infrastructure
increases the cost and risk of lending to
both borrowers and financial services pro-
viders. A comprehensive credit reporting
system that includes credit history data
not only from banks but from other institu-
tions—such as trade creditors, leasing and
factoring companies, retailers and utilities
and microfinance institutions—is critical
in the establishment of a well-developed
and inclusive financial infrastructure.!
This can be of special importance for
developing economies where lower levels
of institutional development—reflected
in weak judicial systems and creditor
rights—are associated with greater
financing constraints and less developed
credit markets.?

Around 2.5 billion people currently lack
access to formal financial services.?
Globally, 42% of adults reported hav-
ing borrowed money in the previous 12
months in the 2014 Global Findex survey.*
Although the overall share of adults with
a new loan—formal or informal—was
fairly consistent across regions and
economies, the source of new loans
varied widely. In OECD high-income
economies financial institutions were
the main source of financing, with 18%
of adults reporting borrowing from one
in the past year. By contrast, in develop-
ing economies nearly a third (29%) of
adults reported borrowing from family

or friends, while only 9% reported bor-
rowing from a financial institution. In
the Middle East, South Asia and Sub-
Saharan Africa more people reported
borrowing from a store (using install-
ment credit or buying on credit) than
from a financial institution. The gap in
the Middle East was the largest, with
close to 20% of borrowers having a retail
store credit and less than 10% having a
loan from a financial institution.

Access to finance is a fundamental fac-
tor affecting the growth opportunities of
small businesses. Globally, 27% of firms
identify access to finance as a major
constraint.® While a quarter of firms
use banks to finance investments, only
15% of these firms' total investments are
financed by banks, with 71% of invest-
ments being financed internally, 5% by
supplier credit and 5% by equity or stock
sales.” Compared to large firms, smaller
firms finance a lesser share of their
investment from formal sources, relying
instead on informal sources such as bor-
rowing from family and friends or from
unregulated moneylenders® Around
70% of formal small and medium-size
enterprises in developing economies
are estimated to be either unserved or
underserved by the formal financial sec-
tor.” The total credit gap that they face
amounts to $1.3 to $1.6 trillion, or $700
to $850 billion if firms in OECD high-
income economies are excluded.© A
credit reporting system that accounts for
the diverse sources of finance for small
and medium-size firms can contribute
to a reduction of the credit gap and the
promotion of private sector growth.
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FIGURE 6.1
institutions is larger
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after controlling for income per capita.

EXPANDING CREDIT ACCESS
THROUGH COMPREHENSIVE
CREDIT REPORTING

Lenders and borrowers—both individuals
and firms—benefit from sharing credit
information with credit reporting service
providers (CRSPs). In economies where
a larger share of the adult population
is covered by CRSPs, more adults have
a credit card, borrow from a bank or
other financial institution (figure 6.1) and
formal private sector lending is higher
(figure 6.2). This is consistent with earlier
studies indicating that credit reporting
institutions are associated with higher
ratios of private credit to GDP across
economies and that an improvement in
information sharing increases credit lev-
els over time." Higher economic growth
rates and a lower likelihood of financial
crisis are additional benefits associated
with greater credit reporting.” It is impor-
tant to note that the figures presented
here describe an association between
variables measuring credit reporting
systems and credit market outcomes.
No causality is implied given the cross-
economy nature of the data.

More firms tend to have bank loans or
lines of credit (figure 6.3) and fewer
rejections of loan applications (figure 6.4)
in economies where credit bureaus and

borrower coverage. This finding is consis-
tent with recent analysis using firm-level
surveys of 63 economies covering more
than 75,000 firms over the period from

credit registries have higher commercial 2002 to 2013. Its results reveal that the

FIGURE 6.2 In economies where borrower coverage is higher, the levels of formal
private sector lending are higher

Domestic credit to private sector (% of GDP)
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FIGURE 6.3  Higher borrower coverage is associated with higher percentage of firms

with a bank loan/line of credit

Share of firms with a bank loan/line of credit (%)
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Sources: Doing Business database; Enterprise Surveys database (http://www.enterprisesurveys.org), World Bank.

Note: The sample includes 138 economies covered by both Doing Business database and World Bank Enterprise
Surveys database. The relationship is significant at the 5% level after controlling for income per capita.

introduction of a credit bureau improves
the firms' likelihood of access to finance,
with longer-term loans, lower interest
rates and higher share of working capital
financed by banks. The study also finds
that the greater the coverage of the credit

bureau and the scope and accessibility of
the credit information, the more profound
its impact is on firm financing.”

By sharing credit information credit
reporting helps to reduce information

FIGURE 6.4 Fewer loan applications are rejected when commercial borrower

coverage is higher
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asymmetries between creditors and bor-
rowers. Borrowers typically know their
financial abilities and investment oppor-
tunities much better than lenders do. The
inability of lenders to accurately assess the
creditworthiness of borrowers contributes
to higher default rates and smaller loan
portfolios. Lenders are also more likely to
lend to larger firms, which may be more
transparent as a result of more elaborate
legal and accounting rules and the regular
publication of certified financial reports.

Credit reporting has been shown to
decrease contract delinquencies and
defaults, especially when firms are informa-
tionally opaque, without loosening lending
standards.” Studies suggest that, following
the introduction of credit reporting systems,
repayment rates have risen when lending
is for a single transaction and repayment
is not enforceable by a third party, mainly
because borrowers believe that a good
credit record improves their access to
credit. Credit reporting also affects market
outcomes by weakening lenders’ ability
to extract rents™ while leading to higher
profits and lowering the risks to banks." In
addition, more advanced credit reporting
systems and greater financial sector out-
reach are associated with a lower degree of
tax evasion by firms."”

For an individual without an established
credit history, securing a loan from a formal
financial institution can become a vicious
circle. Lenders are typically reluctant to
provide financing with limited client credit
information. This credit information asym-
metry could be mitigated by casting a wide
net across various credit sources—beyond
just banks—to collect valuable information
about the repayment history of borrowers
and potential borrowers. Even if individuals
and firms do not have a traditional banking
relationship, they are likely to have a credit
history with other types of credit providers.
For individuals, these could include util-
ity companies that have records of clients’
payment histories. Trade creditors—that
effectively extend unsecured, short-term
lines of credit—could attest to how well a
firm fulfills its commitments.



In contrast to segmented credit report-
ing, which is based on the collection
and distribution of information from/to
a limited number of sources,”® compre-
hensive credit reporting is based on the
collection and distribution of information
from a wide array of sources and sectors,
including retail, small business, microfi-
nance, corporate credit cards, insurance,
telecoms and utility companies, among
others. Those credit bureaus and credit
registries that collect and distribute data
from a larger number of sources also have
higher coverage rate (figure 6.5). These
“non-traditional” sources of data—such
as data on payments associated with
utilities or telecom services—bolster
information on “thin file" clients who
are not typically covered by traditional
sources. As a result, comprehensive
credit reporting increases the ability of
creditors to assess and monitor credit
risk, creditworthiness and credit capacity.

CASTING A WIDE NET

Economies that adopt a more compre-
hensive approach and report repayment
histories from non-regulated entities
tend to include higher numbers of indi-
viduals and firms with different income
levels and backgrounds in their credit
reporting system (figure 6.6). The follow-
ing sections describe how the use of data
from these entities enhances the cover-
age of consumers and firms with a limited
borrowing history.

Trade creditors

Trade credit, where goods or services
are provided before payment, typically
consists of an open, unsecured line of
credit. Through their provision of trade
credit, business suppliers are among the
most important non-financial institutions
for businesses, particularly small and
medium-size firms. The use of trade credit
data in credit reporting can help firms
without a loan or other credit facility with
a regulated financial institution to develop
a credit history. However, this information
is rarely reported. The main credit bureau

GETTING CREDIT: CREDIT INFORMATION

FIGURE 6.5 More varieties of data providers are associated with a higher level

of borrower coverage
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Note: The sample includes 177 credit bureaus and credit registries. The relationship is significant at the 1% level

after controlling for income per capita.

or credit registry collects data from trade
creditors in only 36 economies measured
by Doing Business (figure 6.7). These are
mainly concentrated in Latin America
and the Caribbean (10) and OECD high-
income economies (9). On average, the
coverage of the credit reporting systems

that collect and report data from trade
creditors is 29% higher than those sys-
tems that do not report such data.

Trade credit data can play a positive role
in increasing access to traditional sources
of finance, such as banks, as they are a

FIGURE 6.6  Economies reporting non-financial credit data tend to have higher

coverage of the adult population
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FIGURE 6.7 Share of economies with an operating credit bureau or credit registry that report various types of data, by region
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reliable source of information on a firm's
financial health. Ratings based on trade
credit payment information can more reli-
ably predict firm failure compared to other
types of information that are available
to lenders, such as firm financial state-
ments.”” Trade credit is also associated
with higher access to bank financing for
firms, with trade credit information act-
ing as a signal of the quality of the firm.
The impact of such data is even stronger
in the case of younger firms in the early
stages of the banking relationship when
banks have not accumulated enough
soft information on them to support
their reputation.?°

A stronger participation of trade creditors
in the credit reporting system through
increased information sharing can also
expand access to trade credit for small
and medium-size firms. A recent study
in the United Kingdom found that if trade
creditors had access to credit reports
and credit scores based not only on data
from public sources but also data from
banks and other financial intermediaries,
the credit scores of 50% of firms in the
sample would improve and 21% of these
would see their credit limits increase.”
In the United States, Dun and Bradstreet
used trade payment data to develop the

Paydex score for millions of firms in its
database. The score provides informa-
tion on the likelihood that a business will
meet its payment obligations to suppliers
and vendors.

Finance corporations and leasing
companies

Leasing and factoring companies are also
important sources of finance for firms and
can be valuable data providers to credit
bureaus and registries. When leasing, a
firm makes a small down payment and
subsequent monthly payments on the
equipment—usually for a period of five
years or less. At the end of the lease term
the firm can purchase the equipment
by making a minimal buyout payment.
Factoring
business sells its account receivables to a
third-party financial company in order to
raise funds. Through factoring businesses
can boost their cash receipts while also
outsourcing credit and collections, thereby
freeing up owners to spend more time
concentrating on core competencies. In
practice, however, the majority of factoring
companies do not share their data with
credit bureaus.

is a ftransaction where a

Leasing presents an important financing
opportunity for young firms and enables

them to preserve cash for profit-gen-
erating activities. In economies where
weak collateral laws hinder bank lending,
leasing typically offers the advantage
of not requiring collateral beyond the
security of the leased asset itself.??
Because the leasing company purchases
the equipment directly from the supplier,
little opportunity exists for the firm to
use the funds for other purposes.?® The
separation of ownership and control of
leased assets also facilitates a simpler
recovery procedure, even in weak legal
and institutional environments.?* In many
economies firms can offset their lease
payments against income before taxes,
compared to just the interest on bank
loans in buying equipment. The leasing
companies may also pass on tax benefits
associated with their depreciation to the
firms through lower financing cost.?

Leasing activities are not equally
developed across all emerging market
economies. There are nascent leasing
industries in low-income economies
in Africa and Asia and maturing leas-
ing markets in the more advanced
economies of Latin America and Eastern
Europe.”® In the euro area,”’ leasing, hire-
purchase and factoring are the third most
important financing source for small and



medium-size enterprises, preceded by
bank overdrafts, credit lines, credit card
overdrafts and bank loans.?® Between
October 2014 and March 2015, 44%
of small and medium-size firms in the
euro area reported using leasing in the
previous six months or considering it as
a relevant source of finance.?”

There are 110 economies worldwide
that have at least one CRSP that reports
repayment history from financing cor-
porations and leasing companies. OECD
high-income economies have the highest
proportion of such economies (84%), fol-
lowed by Europe and Central Asia (76%),
Latin America and the Caribbean (63%),
East Asia and the Pacific (60%), Middle
East and North Africa (60%), South Asia
(50%) and Sub-Saharan Africa (27%).
The Czech Republic's credit bureau, CRIF,
set up a non-banking bureau in 2005,
covering leasing and sales data that were
not available in the banking registers. The
price for using these data varies accord-
ing to the type of company—for example,
different prices apply to providers of small
consumer credits and car leasing com-
panies. In Taiwan, China, a new product,
"R0O4 Finance Leasing Information,” was
released by the Joint Credit Information
Center (JCIC) in February 2014, after
an agreement with the finance leasing
association. This provides JCIC's mem-
ber institutions access to borrowers’
leasing transaction information from
finance leasing companies. The JCIC also
benefits finance leasing companies by
offering them an electronic credit report
on borrowers.

Utility companies

More than half of adults in the poor-
est 40% of households worldwide do
not have a bank account at a financial
institution.*® This represents an obstacle
for borrowers who are unable to build
credit histories that would increase their
chances of obtaining loans. Collecting
credit data from utility companies, such
as electricity providers and mobile phone
companies, is particularly important
for the poor. A recent study by the

DataCrédito credit bureau in Colombia—
which distributes information  from
utilities in its credit reports—showed that
the telecommunications sector is the
channel through which the majority of
new borrowers, without previous credit
relationships, enter the credit market.”
In the United States research has found
that the acceptance rate for new loans
can increase by up to 10% for those
borrowers with “thin files” once data
from non-traditional sources such as
utilities and telecoms are included in the
credit reports.*?

In economies where credit bureaus
or registries include data from utility
companies, the average coverage of the
credit reporting system tends to be
higher (65%) than in those where such
information is not available (28%). The
main CRSP in 50 economies distributes
these data in its reports. The major-
ity of these are in Latin America and the
Caribbean (15) and in OECD high-income
economies (12). In the United States,
DTE Energy—an electricity and natural
gas company—began fully reporting
customer payment data to credit bureaus
in August 2006. DTE customers with no
prior credit history (8.1% of the total)
gained either a credit file or a credit score
and began to prioritize making payments
to DTE.** Within six months DTE had
80,000 fewer accounts in arrears. This
good practice is also being implemented
in developing economies. In Rwanda,
for example, shortly after the launch in
2010 of the country's first credit bureau,
two  telecommunications companies
and one utility began providing credit
information to the bureau. This has con-
tributed to increasing the coverage of the
credit reporting system from less than
1% of the adult population in 2010 to
16.6% in 2016. In Mongolia, MobiCom
Corporation—a telecommunications
company—began providing credit data
to the credit registry in March 2015. As
a result, credit reports in Mongolia now
include negative payment information for
telecommunication services and full pay-
ment history for mobile phone leasing.

GETTING CREDIT: CREDIT INFORMATION

Microfinance institutions
Microfinance institutions that offer finan-
cial services to low-income populations
help bridge the gap in access to credit
from traditional lenders by providing small
loans—usually with collateral substitutes
such as group guarantees—that can
gradually increase based on good repay-
ment patterns.  Microcredit benefits
low-income populations and enterprises
that are typically small, labor intensive
and growing. The Grameen Bank in
Bangladesh, for example, provided credit
for the purchase of capital inputs and
promoted productive self-employment
among the poor and women, while par-
ticipation in the program had a significant
impact on female empowerment.?*
Microcredit clients’ enterprises have been
found to perform better than non-client
enterprises in terms of profits, fixed assets
and employment *

Over the past 30 years, the microfinance
industry has grown to reach an estimated
200 million clients.*® While having posi-
tive impacts on assets and income levels,
microfinance institution services may
increase vulnerability if borrowers over-
leverage and pose risks to the financial
systems.®” A 2011 survey found that credit
risk is the top concern for microfinance
professionals in 86 economies.*® The
inability of lenders to accurately assess the
risk of default contributes to relationship-
based lending. By submitting microcredit
data to credit reporting service providers
microfinance institutions can minimize
problems of asymmetric information.
Reporting microfinance data
borrowers (by establishing repayment his-
tories that help them obtain loans), micro-
loan lenders (by helping them assess the
repayment capacity of their clients) and
regulators (by monitoring credit markets
and trends).

benefits

Microcredit reporting is expanding. In
2015/16 68% of economies in Europe and
Central Asia have an operational credit
bureau or credit registry that reports micro-
credit information; 45% in the Middle East
and North Africa; 38% in Latin Americaand
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the Caribbean; 31% in Sub-Saharan Africa;
28% in East Asia and the Pacific and 25%
in South Asia. In India the growing microfi-
nance market is concentrated in just a few
states, leading to multiple cases of lending
and over-indebtedness within the same
borrower base. Since 2010 IFC has helped
India’s fastest growing credit bureau, CRIF
High Mark, to expand its services to micro-
finance lenders, ensuring informed lending
and promoting financial inclusion.® In
Bolivia, in the three years following the
establishment of a microfinance credit
reporting system, microcredit lending more
than doubled (outpacing a 23% rise in
traditional bank lending), and the percent-
age of nonperforming loans decreased.*®
Similarly in Bosnia and Herzegovina, the
inclusion of microfinance institutions in
the credit reporting system contributed
to a higher level of financial discipline
and a significantly lower level of nonper-
forming loans.*

CONCLUSION

The lack of access to formal banking
continues to represent a hurdle for millions
of individuals and firms as the problem of
asymmetric information excludes them
from traditional credit markets. Casting a
wide net of sources of data in the credit
reporting system can help to address this
problem by making it easier for borrowers
to develop a credit history.

Alternative sources of data include leasing
and financial corporations, trade creditors,
utility companies and microfinance institu-
tions. The credit information that these
institutions have on their customers can be
used to expand the coverage of the credit
reporting systems by providing informa-
tion on individuals and firms with limited
recorded borrowing history. Coverage is
higher in those economies where data
from these entities are actively collected
and distributed by the credit reporting ser-
vice providers. Additional sources of data
can improve the accuracy and scope of the
credit reports produced by credit bureaus
andcreditregistries and generate incentives

to improve borrower discipline, particularly
in economies with weak legal enforcement
mechanisms. When more information
is available to lenders they can evaluate
more clearly the creditworthiness of their
potential clients, which ultimately trans-
lates into increased access to finance and

cheaper loans.

Comprehensive credit reporting is
expanding as economies adopt strate-
gies and solutions according to their
particular needs.*? Although CRSPs have
made stronger progress in this area in
OECD high-income economies and, to
a lesser extent, in Latin America and the
Caribbean, several emerging economies
are adopting innovative approaches to
improve the quality and scope of their
credit reporting systems. By including
datafromtrade creditors, finance corpora-
tions, utility companies and microfinance
institutions, these types of initiatives have
the potential to improve the chances of
getting credit for millions of low-income
individuals and firms.
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Protecting Minority Investors
Achieving sound corporate governance

nvestment is key to private sector

development. Yet business risk, politi-

cal risk and other exogenous factors
can turn a seemingly well-calculated
investment decision into a loss. The one
factor, however, that can be mitigated
through adequate regulation is legal risk.
Doing Business, through the protecting
minority investors indicator set, mea-
sures aspects such as the protection of
shareholders against directors’ misuse
of corporate assets for personal gain
and the rights and role of shareholders in
corporate governance.

When it comes to private sector and
capital market development, share-
holder protection and empowerment are
increasingly elevated to policy goals—
even more so following the 2008 global
financial crisis.? Policy makers around the
world are implementing reforms aimed

at increasing the involvement of minor-
ity shareholders in corporate decisions.
In fact, Doing Business has recorded and
documented 166 reforms to aspects of
corporate governance in 100 economies
since 2005 (figure 7.).2

The legal implications of shareholder
empowerment have been studied exten-
sively.* The literature has been scarcer,
however, on the effect of shareholder
empowerment on economic indicators,
such as firm value, profitability, cost of
capital, or capital market size.> One of the
objectives of Doing Business is to provide
standardized, comparable measurements
on the adoption of corporate governance
practices across 190 economies that can
be tested against economic indicators.
Using Doing Business data and existing lit-
erature, this case study presents empiri-
cal evidence on the economic benefits

FIGURE 7.1  Protecting minority investors reforms over time

Number of economies that strengthened minority investor protection

30

0
DB2006 DB2007 DB2008 DB2009 DB2010 DB2011 DB2012 DB2013 DB2014 DB2015 DB2016 DB2017

Source: Doing Business database.

Note: The number for Doing Business 2015 includes an amendment to the OHADA (Organization for the
Harmonization of Business Law in Africa) Uniform Act on companies, which is applicable in its 17 member states.

Doing Business 2017

L

Doing Business has recorded and
documented 166 reforms to aspects
of corporate governance in 100
economies since 2005.

Since 2013, 54 economies introduced
63 legislative changes strengthening
minority shareholder protections: 38
on the extent of conflict of interest
regulation index, 17 on the extent of
shareholder governance index and
eight on both.

Doing Business data confirm the
positive relationship between greater
protection of minority shareholders
on the one hand and capital market
development and access to equity
finance on the other.

India carried out an ambitious,
multi-year overhaul of its Companies
Act, bringing Indian companies in line
with global standards—particularly
regarding accountability and corporate
governance practices—while ensuring
that businesses contribute more to
shared prosperity through a quantified
and legislated corporate social
responsibility requirement.

When tackling what they referred

to as “excessive remuneration in
publicly listed companies” Swiss
lawmakers opted for a comprehensive
reform that also regulated the election
and term of board members, their
organization in subcommittees and
their reporting obligations.
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of corporate governance practices that
promote shareholder protection and
empowerment. The study also contrib-
utes to defining the concept of sound
corporate governance.

WHAT ARE SOUND
CORPORATE GOVERNANCE
PRACTICES?

Sound corporate governance is the opti-
mal balance between controlling share-
holders, minority shareholders, company
managers and market regulators. Many
studies provide evidence that achieving
sound corporate governance promotes
economic development through higher
returns on equity, efficiency of invest-
ment allocation, firm performance and
valuation, lower cost of capital and easier
access to external financing.®

That growing attention is being devoted
to corporate governance is neither new
nor surprising. Today the Organisation for
Economic Co-operation and Development
(OECD) principles of corporate gover-
nance,” originally developed in 1999
and last updated in 2015, constitute a
cornerstone. The American Law Institute,
whose corporate governance project was
formally initiated in 1978%and materialized
into principles in 1992,° is another founda-
tional reference.

Corporate governance and
development

Introducing corporate governance principles
—as opposed to giving each company
complete discretion in determining its
internal rules—guarantees a minimum
standard through which companies
must be directed and controlled.”® When
these rules are violated these principles
also provide shareholders with judicial
recourse.” Investors become more will-
ing to finance the business ventures of
others without exerting direct control
over the affairs of the company.” As
a result, entrepreneurs can tap into
broader sources of financing. With easier
access to capital, companies are more

likely to grow, generate tax revenues
and create jobs.”

The benefits extend beyond greater
access to finance. Corporate governance
also contributes to value maximiza-
tion throughout the life of a company.”
Properly executed, it ensures that com-
panies are run in the best interest of their
owners.” Executives and managers are
given authority to do so efficiently, with
sufficient discretion to apply their skills
and business acumen.’® Internal struc-
tures and processes are clearly laid out.”
The risk of mismanagement and abuse is
mitigated thanks to increased account-
ability, predictability and transparency.

The aggregate effect of all companies
following sound corporate governance
promises significant positive outcomes
for the economy overall. Research shows
how sound corporate governance can
lead to higher returns on equity and
greater efficiency.”® In deciding the rules
and practices that individual companies
must follow, legal scholars and legisla-
tors have traditionally relied on concepts
such as legal certainty,”” predictability,
equity and enforceability. To empirically
assess the relevance of these concepts to
the overall performance of an economy,
scholars increasingly started to use
quantitative analysis tools. The so-called
law and economics approach, and its
subsequent branching into law and
finance, have become an integral part of
modern policymaking.?°

What does the protecting
minority investors indicator set
measure?

The protecting minority investors
dataset provides data for 38 aspects of

corporate governance in 190 economies,
grouped into two sets of three indices
each (table 7.1).

The first set of indices focuses on the reg-
ulation of conflicts of interest, specifically
self-dealing in the context of related-party
transactions. A related-party transaction
refers to a case where a person has an
economic or personal interest in both
parties to the transaction. A company
executive entering into a supply contract
with another company that is wholly
owned by his or her spouse is an example
of a related-party transaction. Although
related-party transactions are not inher-
ently harmful, they are more likely to result
in self-dealing—a type of abuse—and
therefore require specific regulation. Self-
dealing consists of benefiting oneself while
under the duty to serve the interests of
someone else. In this example, self-dealing
would occur if the supply contract were
priced above market so as to benefit the
spouse at the expense of the company's
owners. Unsurprisingly, research shows
that protecting against self-dealing
is positively associated with capital
market development.”!

The second set of indices provide a more
general view of corporate governance
practices, ranging from shareholder
rights, protection from share dilution,
ownership structure and control of the
company to managerial compensation
and audit transparency. They are derived
from recent comparative law and eco-
nomics research that has analyzed these
practices separately in detail, some of
which are described hereafter.??

Overall, these two sets of indices pres-
ent a positive correlation with stock

TABLE 7.1

Extent of conflict of interest
regulation index

Extent of disclosure index
Extent of director liability index

Indicators of minority investor protection

Measured since 2004

Ease of shareholder suits index

Extent of shareholder
governance index

Extent of shareholder rights index
Extent of ownership and control index

Measured since 2014

Extent of corporate transparency index




market development as measured by
market capitalization as a percentage of
GDP (figure 7.2).2 Doing Business data
confirm the existing research on the
positive relationship between greater
protection of minority shareholders,
capital market development and access
to equity finance.? Subsequent sections
provide more evidence from recent
research regarding the effects of vari-
ous corporate governance practices on
economic indicators.

How have economies enhanced
corporate governance?

Since 2013, 54 economies introduced
63 legislative changes strengthen-
ing minority shareholder protections.
Twenty-two of these economies
did so by introducing practices and
requirements measured by the extent
of shareholder governance index intro-
duced in Doing Business 2015 (table 7.2).
These economies have used a variety
of different legislative approaches to
strengthen their minority shareholder
protections. As part of an ambitious
multi-year overhaul of its Companies
Act, for example, India enhanced
corporate governance by affirming the
right of shareholders of privately held
companies to approve the issuance of
new shares and their priority thereon.
The new version of the Companies Act
was enacted in 2013 and its provisions
progressively entered into force over
the following two years.

While India chose to reform the legal
foundation applicable to all companies
(its Companies Act), the Dominican
Republic chose a different approach,
focusing instead on companies that
offer securities to the public. Among
the changes introduced in 2013 to its
Regulations of the Securities Market Law,
it granted minority shareholders the right
to request an extraordinary meeting and
required an external audit of the financial
statements of listed companies.

Ecuador and Kazakhstan elected to intro-
duce one piece of legislation containing

PROTECTING MINORITY INVESTORS

FIGURE 7.2 Stronger minority investor protection is associated with greater

market capitalization
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Note: The correlation between market capitalization as a percentage of GDP and the distance to frontier score for
protecting minority investors is 0.23. The relationship is significant at the 5% level after controlling for income per
capita. The sample includes 91 economies for which data on market capitalization are available for the past 5 years.

amendments to several other legislative
Ecuador's 2014 Law to
Strengthen and Optimize the Corporate
Sector and the Stock Market, for example,
introduced changes to the Securities
Market Law, the Commercial Code,
the Company Law, the General Law of
Financial Institutions and the Code of
Civil Procedure, among others. The new
law also guarantees a way out for minor-
ity shareholders when their company
changes hands: if a new investor acquires
a majority, he or she must make an offer
to purchase the shares of all remaining
shareholders. Although Swiss lawmakers
had one specific area in mind—exces-
sive remuneration in publicly listed
companies—when they issued a federal
ordinance in 2013, to tackle the problem
effectively they chose a comprehensive
response. The result was an ordinance
that also regulated the election and term
of board members, their organization in
subcommittees and their reporting obliga-
tions. Similar objectives led the Republic
of Korea to enact the Financial Investment
Business and Capital Markets Act in 2013.
One of its features is the requirement that
listed corporations disclose the remunera-
tion of chief officers on an individual basis.

instruments.

Different rulemaking approaches—
whether a series of targeted amend-
ments or a one-time complete revision
of a code—aimed at different aspects
of corporate governance—such as
increasing minority shareholder rights
or regulating directors and majority
shareholders—contribute to better cor-
porate governance practices. Because
Doing Business captures outcomes
on legal equivalents, these different
approaches have a similar impact on
its indicators. In other words, to ensure
a positive impact on their economy,
rather than on benchmarking exercises,
policy makers should introduce sounder
corporate governance practices in a
manner that is consistent with their
legal system and tradition. In doing so,
policy makers should ensure that dif-
ferent company forms exist, each with
different levels of regulatory require-
ments. Sound corporate governance
adapts the compliance burden to com-
pany size and revenue. It contributes
to creating a “regulatory pyramid,” in
which companies at the top in terms
of market size, turnover, cash flow and
systemic importance are also at the top
of the regulatory requirements.
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TABLE 7.2 Twenty-two economies introduced regulatory changes impacting the

extent of shareholder governance index since its inception

Extent of shareholder governance index
Extent of Extent of Extent of
shareholder ownership and corporate
Year Economy rights index control index transparency index
Belarus v
Brunei Darussalam 4
Egypt, Arab Rep. v v
Fiji v
Georgia v v
Kazakhstan v v v
Macedonia, FYR v v
2015116 Mauritania v
Morocco v v
Saudi Arabia v
United Arab Emirates v v
Uzbekistan v
Vanuatu v v
Vietnam v v
Egypt, Arab Rep. v
Kazakhstan v
Lithuania v v v
2014/15
Rwanda v
Spain v
United Arab Emirates v
Dominican Republic v
Ecuador v
2013/14 | India v
Korea, Rep. v
Switzerland v v

Source: Doing Business database.

THE CASE OF
SWITZERLAND

How would a typical business owner
react if employees could set their own
salaries and not necessarily inform the
owner what amount they have decided to
pay themselves? This is essentially how

companies in many economies deter-
mine the remuneration of board mem-
bers and senior executives vis-a-vis
shareholders. In 2014 Switzerland
decided that a different model was
necessary and enacted an ordinance
introducing checks and balances on
senior executive compensation.” |ts
purpose was to address concerns both

from the public at large and for firm
performance.”® The Swiss experience is
an example of public opinion-induced
corporate governance reform following
the 2008 global financial crisis.?” The
first step occurred on March 3, 2013,
when the Swiss voted in favor of a public
consultation initiative best translated as
"against remuneration rip-off.” It passed
with 68% of the votes.?® The Federal
Council—the seven-member head of
the Swiss government—then drafted a
regulation reflecting the consultation’s
outcome. The Federal Council’s ordi-
nance was published on November 20,
2013, and the new requirements entered
into force on January 1, 2014.%°

A closer look at the legal instruments
used by Swiss policy makers illustrates
how sound corporate governance
improves outcomes. There are two
primary mechanisms—disclosure and
shareholder vote—through which the
ordinance affects corporate governance
and therefore firm behavior.*® The dis-
closure component requires the board of
directors to issue a compensation report
annually that shows all compensation
awarded by the company, directly or
indirectly, to members of the board of
directors, the executive management
and the advisory board.®' It also stipu-
lates an annual disclosure to the public
by annexing the compensation report
to the financial statements.?? Items to
include fees, salaries,
bonuses, profit sharing, services and ben-
efits in kind. It must also be reviewed by
an auditor.®

be disclosed

The policy objective of disclosure is
to provide information that would not
otherwise be obtainable and on which
informed decisions can be made. In prac-
tice, however, shareholders rarely read all
the information presented to them, be it
before deciding to invest in a company or
when participating in a general meeting.
Thus the primary effect of disclosure is
to guide the decisions made by insiders,
knowing in advance that they will have to
reveal the information later.



The beneficiary of the disclosure also
matters. When the intended beneficiary
is broad—that is, the public—the primary
concern is the reputation and the image
of the company. By contrast, where the
disclosure is targeted—to the regulator
or stock exchange authority—the con-
cern is compliance. In this case, the goal
is to be accurate and avoid sanctions by
the authorities. These two options have
practical policy implications: in particular
cases, disclosure to the regulator is pref-
erable. Complex financial and legal sub-
missions, for example, are effective only
if reviewed by experts. In other cases,
companies should disclose to the public
or shareholders at large rather than to
the regulator. For regulatory agencies, the
only concern would be that the figures
are accurate and provide a complete
picture of all benefits and incentives in
accordance with applicable accounting
standards. Shareholders, on the other
hand, would decide on the somewhat
subjective concept of excessive com-
pensation. Switzerland, therefore, opted
for public disclosure. The reform was
captured in the 2015 edition of the Doing
Business report (figure 7.3).

In addition to disclosure, Switzerland also
mandated shareholder vote. The so-called
"say on pay" mechanism of the ordinance

applies to proposed compensation, which
must be put to a vote and approved by
the majority of shareholders to be valid.
Unequivocally this results in increased
shareholder control. But once again, and
similar to disclosure, giving shareholders
more say is a means rather than an end.
The primary goal is to affect firm behavior.
When company insiders know in advance
that a decision will be subject to share-
holder approval, this changes the nature
and content of the decision itself.

Two years after the ordinance entered
into force practitioners reported that all
listed corporations had implemented the
new rules without serious issues. So far,
shareholders have approved all compen-
sation proposals, which is unsurprising:
firms have adjusted their behavior in
anticipation to avoid disapproval **

Asking shareholders more interesting
questions—such as whether or not
they agree with the remuneration of
their directors and executives—reaps
other benefits. For one, it increases the
likelihood that shareholders will actively
exercise their voting rights at general
meetings. According to a survey of 107
investors, the exercise of voting rights
in Switzerland increased from 62.9% to
86.1% after the ordinance passed. And

FIGURE 7.3  Switzerland strengthened shareholder governance as measured

by Doing Business
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13.9% of investors who actively used
their voting rights did so only on com-
pensation.® At the same time, vote out-
comes have been mostly positive. Swiss
companies continue to operate normally,
managers have not found themselves
hindered (contrary to initial concerns)
and shareholders have been broadly sup-
portive of the proposals put before them.
What has changed following the empow-
erment of shareholders is the increase in
accountability and the sense of having a
say in major decisions. This has in turn
generated trust and confidence, a crucial
commodity for the Swiss Exchange or
any other capital market.>

THE CASE OF INDIA

India’s experience was unique to that of
Switzerland. But the goals—trust and
economic growth—were similar. Rather
than a popular initiative focused on man-
agerial compensation—albeit a central
issue with multiple ramifications—the
government of India took on the task of
completely overhauling its Companies
Act, its primary set of rules governing
how businesses are incorporated, owned,
managed, rehabilitated or closed when
insolvent, and challenged in court. The
previous version dated from 1956.

Ambitious and comprehensive legislation
takes time. India's lawmaking process
started in 2004% and was followed by
years of drafting, redrafting and consulta-
tions on the bill. It was finally submitted
to parliament in 2012 and passed by
the upper house on August 8, 2013.
It received the assent of the president
shortly after, on August 29. The date of
entry into force is less straightforward.
India follows an unusual system whereby
provisions are not applicable until the
Ministry of Corporate Affairs notifies
each section; notification typically hap-
pens in waves. The first took place in
September 2013 with the notification of
98 sections followed by another series
of notifications in April 2014. As of June
2016, 282 of the 470 total sections
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were notified and eight provisions of the
1956 Act remain applicable. Despite this
piecemeal introduction, it has paid off
both in economic terms and in India’s
performance in Doing Business: India’s
score increased in three of the six indices
of the protecting minority investors indi-
cator set (figure 7.4) .38

Four objectives guided the drafting of
the reformed Companies Act. First,
administrative requirements weighing on
companies had to be simplified. Second,
more transparency had to be instilled in
their operations and decision-making
structures. Third, the competitiveness of
Indian firms had to be increased by bring-
ing them in line with global standards,
particularly regarding accountability and
corporate governance practices. Lastly,
it had to advance all of the above while
ensuring that businesses contribute more
to shared prosperity in an economy where

demographics and income inequality
pose stark challenges.
To simplify administrative require-

ments the minimum paid-in capital
was abolished. To instill greater trans-
parency the Act increased disclosure
requirements, particularly regarding
related-party transactions.® To bring
Indian firms in line with global standards
the Act added requirements to disclose

managerial compensation and to have
one-third independent directors and at
least one woman on the board.*® The
fourth objective, however—contributing
to greater shared prosperity—garnered
the most attention by aspiring that all
companies allocate 2% of their net
profits to socially responsible projects. In
effect, India became the first economy in
the world with a quantified and legislated
corporate social responsibility (CSR)
requirement. However, it is enforceable
on a “comply or explain” basis and goes
beyond the scope of areas measured by
Doing Business.! In practice, this means
that companies who fail to meet the tar-
get must simply state so in their annual
report and provide a justification. The Act
provides a statutory definition of CSR as
activities relating to hunger and poverty
eradication, education, women empow-
erment, and health and environmental
sustainability, among others.*

Company regulation is an ongoing
process. Since the enactment of the
Companies Act, 2013, the Ministry of
Corporate Affairs has issued clarifications,
notifications and circulars on a regular
basis to address ambiguities in the law.
Most notably, two sets of amendments
were released in August 2014 and in May
2015, highlighting the Indian government's
ongoing commitment to reform. On June

4,2015, it set up a committee tasked with
identifying and recommending further
amendments to the Act and with central-
izing recommendations and concerns
from private sector stakeholders and
regulatory agencies.®® The case of India
serves as a reminder of the time it takes
and the challenges inherent to a holistic
legislative overhaul. Piecemeal fixes can
be a time- and cost-effective approach,
but only a full-fledged legislative reform
gives policy makers the opportunity to
innovate and sends a strong signal to the
business community.

CONCLUSION

Achieving sound corporate governance is
not a simple task. It is a specialized and
technical area of regulation. Its impact is
not as immediate as, for example, facili-
tating business incorporation or stream-
lining tax compliance. But thanks to the
analytical tools provided by the law and
economics approach, research shows
that gains for the economy are tangible.
At the outset, it increases investor con-
fidence. With easier access to finance,
companies can grow and, in so doing, pay
more taxes and employ more workers. It
is also shown to increase the returns on
equity, efficiency of investment allocation
and to decrease the cost of capital.

FIGURE 7.4
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The growing body of research on achiev-
ing sound corporate governance is also
having an impact. Lessons learned from
other economies adopting these practic-
es and constant new research—including
those using Doing Business data—confirm
their economic benefit. Although perfor-
mance on this indicator set is very highly
correlated with the stage of economic
development, policy makers in develop-
ing economies now have a clearer path to
introduce effective corporate governance
and maximize the potential of their firms.

The majority of the 54 economies that
made strides in minority investor protec-
tion in the past three years are the ones
that have the furthest to go: 44 of them
are low- or middle-income economies. To
contribute to this effort, Doing Business
has doubled the areas of corporate gover-
nance included in the protecting minority
investors indicator set and expanded it
to include regulatory frameworks that
are relevant for small and medium-size
enterprises. The immediate result is
that more strengths, weaknesses and
therefore potential improvements can
be identified from its annual findings.
In addition, researchers, lawyers and
policy makers now have a more compre-
hensive baseline when working toward
introducing sounder corporate gover-
nance practices.
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= Up until Doing Business 2016, the paying
taxes indicator set measured the cost
of complying with tax obligations up
to the filing of tax returns and the
payment of taxes due. Filing the return
with the tax authority, however, does
not imply agreement with the final tax
liability. Postfiling processes—such as
claiming a value added tax (VAT) refund,
undergoing a tax audit or appealing
a tax assessment—can be the most
challenging interactions that a business
has with a tax authority. Doing Business
2017 expands the paying taxes indicators
to include a new measure on postfiling.

= Doing Business data shows that OECD
high-income economies process VAT
refunds the most efficiently with an
average of 14.4 weeks to reimburse the
VAT refund. Economies in Europe and
Central Asia also perform well with an
average refund time of 16 weeks.

= On average, businesses spend six
hours correcting an error in an
income tax return and preparing any
additional documents, submitting the
files and making additional payment.
Even following immediate voluntary
notification by the taxpayer, in 74
economies an error in the income tax
return is likely to trigger an audit. In
38 economies this error will lead to a
comprehensive audit of the tax return.

® OECD high-income economies as well
as Europe and Central Asia economies
have the easiest and simplest processes
in place to correct a minor mistake in
the corporate income tax return.

= An internal administrative review
process should be based on a
transparent legal framework. This
process should be independent and
resolve disputes in a timely manner.

Paying Taxes

Assessing postfiling processes

axes are important to the proper

functioning of an economy. They

are the main source of federal,
state and local government revenues used
to fund health care, education, public
transport, unemployment benefits and
pensions, among others. While the size
of the tax cost imposed on businesses has
implications for their ability to invest and
grow, the efficiency of the tax administra-
tion system is also critical for businesses.'
A low cost of tax compliance and efficient
tax-related procedures are advantageous
for firms. Overly complicated tax systems
are associated with high levels of tax eva-
sion, large informal sectors, more corrup-
tion and less investment.? Tax compliance
systems should be designed so as not to
discourage businesses from participating
in the formal economy.

Modern tax systems seek to optimize tax
collections while minimizing administra-
tive and taxpayer compliance costs. The
most cost-effective tax collection sys-
tems are those that encourage the vast
majority of taxpayers to meet their tax
obligations voluntarily, thereby allowing
tax officials to concentrate their efforts
on non-compliant taxpayers and other
services provided by tax administrations.?
Taxpayers are more likely to comply vol-
untarily when a tax administration has
established a transparent system that is
regarded by taxpayers as being honest
and fair.

Total tax compliance costs include all
major transactions that generate external
costs to the taxpayer. Up until Doing
Business 2016, the paying taxes indicator

set measured only the cost of complying
with tax obligations up until the filing
of tax returns and the payment of taxes
due. However, filing the tax return with
the tax authority does not imply agree-
ment with the final tax liability. Postfiling
processes—such as claiming a value
added tax (VAT) refund, undergoing a tax
audit or appealing a tax assessment—can
be the most challenging interactions that
a business has with a tax authority.

Doing Business 2017 expands the paying
taxesindicators toinclude a new measure
of the time businesses spend complying
with two postfiling processes: claiming
a VAT refund and correcting a mistake
in the corporate income tax return. This
case study examines these two postfil-
ing procedures across 190 economies
and shows where postfiling processes
and practices work efficiently and what
drives the differences in the overall tax
compliance cost across economies. This
case study also includes a section on
the structure of a first level administra-
tive appeal process. The data on first
level administrative appeal process is not
included in the distance to frontier score
for paying taxes.

VAT REFUNDS

The VAT refund is an integral component
of a modern VAT system. In principle, the
statutory incidence of VAT is on the final
consumer, not on businesses. According
to tax policy guidelines set out by the
Organisation for Economic Co-operation
and Development (OECD) a value



added tax system should be neutral and
efficient.* Some businesses will incur
more VAT on their purchases than they
collect on their taxable sales in a given tax
period and therefore should be entitled to
claim the difference from the tax authori-
ties. When businesses incur VAT which
is not refunded at all—or reclaimed with
delays and large compliance costs—then
the principles of neutrality and efficiency
are undermined. This alters the nature
of VAT by effectively making it a tax
on production. Any tax that cannot be
recovered by the business could have a
distortionary effect on market prices and
competition and consequently constrain
economic growth.®

Refund processes can be a major weak-
ness of VAT systems. This was the find-
ing of a study that examined the VAT
administration refund mechanism in
36 economies around the world.® Even
in economies where refund procedures
are in place, businesses often find the
complexity of the process challenging.
The study examined the tax authorities’
treatment of excess VAT credits, the size
of refund claims, the procedures followed
by refund claimants and the time needed
for the tax authorities to process refunds.
The results showed that statutory time
limits for making refunds are crucial but
often not applied in practice.

Most VAT systems allow credit to be
carried-forward for a specific period
of time and offset against future net
liabilities to reduce the number of refunds
processed. The rationale is that excess
VAT credits in one tax period would be
followed by periods when net liabilities
would absorb the credit brought forward,
especially for businesses producing and
selling in the domestic market. A refund
is paid only if an amount of excess credit
remains to be recovered by the taxpayer
at the end of the carry-forward period.
Some systems also allow a VAT credit
in a given tax period to be offset against
other current tax liabilities such as
income tax. While the option of carry-
forward is allowed in most VAT systems,

it is good practice for economies to put
in place an adequate VAT refund system.
Because considerable differences in the
efficiency of processing VAT cash refunds
exist between economies, the paying
taxes indicators focus on assessing VAT
refund systems.

The IMF's Tax Administration Diagnostic
Assessment Tool (TADAT) provides an
integrated monitoring framework to
measure the performance of an econ-
omy's tax administration system across
different functions, including the adequa-
cy of its VAT refund system. It does this
by measuring the time taken to pay (or
offset) refunds.”

Like any tax, VAT is prone to fraud and
its refund mechanism may be open to
abuse by taxpayers.® Delays in process-
ing refunds, therefore, may be the result
of concerns over potential fraud. Even
when claims reach the finance division
responsible for approving them and mak-
ing payment, there can be delays in trans-
mission. Additional procedural checks at
this stage—prompted by a fear of the
system being abused—are common.

In some economies a claim for a VAT
refund can automatically trigger a costly
audit, undermining the overall effective-
ness of the system.” Effective audit pro-
grams and VAT refund payment systems
are inextricably linked. Tax audits (direct
and indirect) vary in their scope and com-
plexity, ranging from a full audit—which
typically entails a comprehensive exami-
nation of all information relevant to the
calculation of a taxpayer's tax liability in
a given period—to a limited scope audit
that is restricted to specific issues on the
tax return or a single issue audit that is
limited to one item."°

The transactions that lead to substantial
VAT refund claims typically include
exports, capital expenses, extraordinary
losses and startup operations." Through
its paying taxes indicators, Doing Business
measures the efficiency of VAT refunds
by analyzing the case of capital expenses.

PAYING TAXES

The Doing Business case study company,
TaxpayerCo., is a domestic business that
does not participate in foreign trade. It
performs a general industrial and com-
mercial activity in the domestic market
and is in its second year of operation.
TaxpayerCo. meets the VAT threshold
for registration and its monthly sales and
monthly operating expenses are fixed
throughout the year resulting in a positive
output VAT payable to the tax authorities
within each accounting period. The case
study scenario has been expanded to
include a capital purchase of a machine in
the month of June; this substantial capital
expenditure results in input VAT exceed-
ing output VAT in the month of June.

Compliance with VAT refunds

In principle, when input VAT exceeds
output VAT the amount should be paid
as a refund to a registered business
within the time period stipulated in the
legislation. In practice, however, only
93 of the economies covered by Doing
Business allow for a VAT cash refund in
this scenario. Some economies restrict
the right to receive an immediate cash
refund to specific types of taxpayers
such as exporters, embassies and non-
profit organizations. This is the case in
43 economies including Belarus, Bolivia,
Colombia, the Dominican Republic,
Ecuador, Kazakhstan, Kenya, Mali and
the Philippines. In Ecuador VAT refunds
are limited to exporters, embassies,
diplomatic missions, some specific non-
government entities and international
cargo companies. In  Armenia cash
refunds are only allowed when zero-rated
VAT transactions (primarily exports)
exceed 20% of all transactions.

In some economies businesses are only
allowed to claim a cash refund after roll-
ing over the excess credit for a specified
period of time (for example, four months).
The net VAT balance is refunded to the
business only when this period ends. This
is the case in 21 economies included in
Doing Business.” In Albania, Azerbaijan,
Cambodia, The Gambia, Lesotho, Malawi
and St. Lucia, businesses must carry
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forward the excess input VAT for three
months before a cash refund can be given.
In other economies—typically those with
a weaker administrative or financial capac-
ity to handle cash refunds—the legislation
may not permit refunds outright. Instead,
tax authorities require businesses to carry
forward the claim and offset the excess
amount against future output VAT. This is
the case in Grenada, Guinea-Bissau, Sudan
and Republica Bolivariana de Venezuela. In
these two groups of economies it is com-
mon to make exceptions for exporters in
relation to domestic supply. Twenty-eight
economies do not levy VAT.

In 68 of the 93 economies that allow
for VAT cash refunds (as in the Doing
Business case scenario) the legal frame-
work includes a time limit to repay the
VAT refund starting from the moment the
refund was requested. These time limits
are always applied in practice in only
29 economies (21 of these economies
are high-income economies). In only 28
of the 93 economies, a claim for a VAT
refund does not ordinarily lead to an audit
being conducted.”

In 46 economies the VAT refund due
is calculated and requested within the
standard VAT return, which is submitted
for each accounting period and without
additional work. The main purpose of filing
a VAT return is to provide a summary of
the output and input VAT activities that
result in the net VAT payable or due (as
credit or refund). For these economies the
compliance time to prepare and request a
VAT refund is minimal because it simply
requires ticking a box. Twenty-one of
these economies are OECD high-income
economies. Furthermore eight of the 14
economies where taxpayers will not face
an audit—and therefore will not spend
additional time complying with the
requirements of the auditor—are OECD
high-income economies. This partly
explains the average low compliance
time in the region (figure 8.1).

In Germany, the Republic of Korea and
the Netherlands, taxpayers request a

FIGURE 8.1  Complying with VAT refund processes is most challenging in Latin
America and the Caribbean, followed closely by Sub-Saharan Africa
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Note: South Asia is not included in the figure because VAT refunds are available in only one economy (Bangladesh).

VAT refund by simply checking a box
on the standard VAT return. Taxpayers
do not need to submit any additional
documents to substantiate the claim
and it is unlikely that this specific case
study scenario of a domestic capital pur-
chase would trigger an audit. In all three
economies, the standard VAT return is
submitted electronically.

However, some economies require busi-
nesses to file a separate application,
letter or form for a VAT refund or to
complete a specific section in the VAT
return as well as to prepare some addi-
tional documentation to substantiate the
claim (for example, the contract with the
supplier of the machine). This is the case
in Azerbaijan, Bangladesh, Costa Rica,
Cyprus, Mexico, Senegal, St. Lucia and
Sweden, among others. In these econo-
mies businesses spend on average 5.2
hours gathering the required information,
calculating the claim and preparing the
refund application and other documen-
tation before submitting them to the
relevant authority.

The requirements in these cases vary from
simply completing a specific section of
the standard VAT return to submitting a
specific refund application. In Switzerland,
for example, taxpayers would need to

complete a section of the VAT return. It
takes taxpayers in Switzerland 1.5 hours
to gather the necessary information from
internal sources and to complete the rel-
evant section. The VAT return is submitted
electronically. In Moldova, however, tax-
payers must submit a specific VAT refund
form and it is highly likely that a field audit
would be triggered by the refund request.

Completing a VAT refund
process

A request for a VAT cash refund is likely to
trigger an audit in 65 economies covered
by Doing Business. As a general rule the
refunds are paid upon completion of the
audit and not at the end of the statutory
period. This adds time and costs for busi-
nesses to comply with auditor requests
and the payment of the cash refund is
further delayed. Businesses in these
economies spend on average 14.7 hours
complying with the requirements of the
auditor in terms of document preparation,
engage in several rounds of interactions
with the auditor that last on average 7.9
weeks and wait an additional 5.6 weeks
until the final audit decision is made. Of
the 65 economies, businesses are likely to
undergo a field audit in 34, a correspon-
dence audit in 22 and an office audit in
nine. Businesses subjected to a field audit
would spend on average an additional



7.7 hours complying with the auditor's
requirements compared to businesses
subjected to a correspondence audit.

In Canada, Denmark, Estonia and Norway
the request for a VAT refund is likely to
trigger a correspondence audit, which
requires less interaction with the auditor
and less paperwork. By contrast, in most
of the economies in Sub-Saharan Africa
where an audit is likely to take place,
taxpayers are exposed to a field audit in
which the auditor visits the premises of
the taxpayer. This is the case in Botswana,
The Gambia, Malawi, Niger, Zambia
and Zimbabwe.

The OECD high-income economies pro-
cess VAT refunds most efficiently with
an average of 14.4 weeks to reimburse a
VAT refund (including some economies
where an audit is likely to be conducted).
Economies in Europe and Central Asia
also perform well with an average refund
processing time of 16 weeks (figure
8.2). This implies that those economies
provide refunds in a manner that is less
likely to expose businesses to unneces-
sary administrative costs and detrimental
cash flow impacts.

From the moment a taxpayer submits a
VAT refund request in Austria, it takes
only one week for the tax authority to
issue a refund. And it is unlikely that the
request would trigger an audit. The refund
is processed electronically through online
banking. In Estonia, despite the fact that
the claim for a VAT refund per the case
scenario is highly likely to trigger a corre-
spondence audit, the process is efficient.
The VAT refund is reimbursed in 1.7
weeks on average assuming the refund
is approved. This includes the time spent
by the taxpayer engaging with the audi-
tor and the time waiting until the final tax
assessment is issued.

The experience in economies in other
regions is less favorable. Obtaining a
VAT refund in Latin America and the
Caribbean takes on average 35 weeks.
In the Middle East and North Africa and
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FIGURE 8.2  The process of obtaining a VAT refund is most efficient in OECD

high-income economies
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Source: Doing Business database.

Note: South Asia is not included in the figure because VAT refunds are available in only one economy (Bangladesh).

Sub-Saharan Africa it takes on average
28.8 and 27.5 weeks, respectively, to
obtain a VAT refund. The sample for Latin
America and the Caribbean includes only
nine economies (the other economies
do not allow for VAT cash refund per the
case study scenario). The Middle East
and North Africa sample consists of only
six economies as most economies in the
region do not levy any type of consump-
tion tax. However, in Sub-Saharan Africa
the story is different: the refund waiting
time is longer because in most of the
economies in the region where cash
refund is allowed, taxpayers are likely to
be audited before the refund is approved.

The efficiency of the VAT refund process
in OECD high-income economies is
partly attributable to the commitment
of all OECD members to apply the
OECD VAT Guidelines.*
Furthermore, the binding nature of the
2010 European Union (EU) Directives on
VAT implementation ensures that refunds
are processed fully and efficiently.

International

A major determinant of the ability of
revenue authorities to provide good
standards of service for the repayment
of VAT refund claims is the availability
and use of modern electronic services
(such as electronic filing, pre-population

and direct crediting of VAT refunds). VAT
refunds are paid electronically in only 30
economies covered by Doing Business.
Delays in VAT refund payments may
arise if, for example, the finance division
that is tasked with checking and approv-
ing the claim is forced to make additional
procedural checks to guard against fraud
before payment is made.”

Laws provide for interest to be paid on
late VAT refunds by the tax authori-
ties in 70 economies covered by Doing
Business. However, the payment of inter-
est is always applied in practice in only
32 economies. The prescribed interest
period typically begins when the tax
authority fails to refund VAT within the
prescribed statutory deadlines.

There is a positive correlation between
the time to comply with a VAT refund
process and the time to comply with
filing the standard VAT return and pay-
ment of VAT liabilities (figure 8.3). This
suggests that spending time up front to
comply with the requirements of the tax
system does not necessarily translate
into an easier time postfiling. Indeed,
in economies with tax systems that are
more difficult to comply with when filing
taxes, the entire process is more likely to
be challenging.
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FIGURE 8.3  Economies with complex VAT postfiling processes also tend to have high

compliance times for VAT prefiling
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TAX AUDITS

A tax audit is one of the most sensitive
interactions between a taxpayer and a tax
authority. Although tax audits have a role
in ensuring tax compliance, they impose
a burden on the taxpayer to a greater or
lesser extent depending on the number
and type of interactions (field visit by the
auditor or office visit by the taxpayer) and
the level of documentation requested by
the auditor. It is therefore essential that
the right legal framework is in place to
ensure integrity in the way tax authorities
carry out audits.'® Additionally, an audit
must have defined start and end points
and the taxpayer must be notified once
the audit process is completed.

A risk-based approach takes into con-
sideration different aspects of a business
such as historical compliance, industry
characteristics, debt-credit ratios for
VAT-registered businesses and firm size.
Characteristics of firms are also used
to better assess which businesses are
most prone to tax evasion. One study
showed that data-mining techniques for
auditing, regardless of the technique,
captured more noncompliant taxpayers

than random audits."” In a risk-based
approach the exact criteria used to
capture noncompliant firms, however,
should be concealed to prevent taxpay-
ers from purposefully planning how
to avoid detection and to allow for a
degree of uncertainty to drive voluntary
compliance.”® Most economies have risk
assessment systems in place to select
companies for tax audits and the basis
on which these companies are selected
is not disclosed. Despite being a postfil-
ing procedure, audit strategies set by
tax authorities can have a fundamental
impact on the way businesses file and
pay taxes.

To analyze audits of direct taxes the
Doing Business case study scenario was
expanded to assume that TaxpayerCo.
made a simple error in the calculation
of its income tax liability, leading to an
incorrect corporate income tax return and
consequently an underpayment of income
tax liability due. TaxpayerCo. discovered
the error and voluntarily notified the tax
authority. In all economies that levy cor-
porate income tax—only 10 out of 190 do
not—taxpayers can notify the authorities
of the error, submit an amended return
and any additional documentation

(typically a letter explaining the error
and, in some cases, amended financial
statements) and pay the difference imme-
diately. On average, businesses spend
six hours preparing the amended return
and any additional documents, submit-
ting the files and making payment. In 74
economies—even following immediate
notification by the taxpayer—the error in
the income tax return is likely to trigger an
audit. On average taxpayers will spend
24.7 hours complying with the require-
ments of the auditor, spend 10.6 weeks
going through several rounds of interac-
tions with the auditor and wait 6.7 weeks
for the auditor to issue the final decision
on the tax assessment.

In 38 economies this error will lead to a
comprehensive audit of the income tax
return, requiring that additional time be
spent by businesses. And in the majority
of cases the auditor will visit the taxpay-
er's premises. OECD high-income econo-
mies as well as Europe and Central Asia
economies have the easiest and simplest
processes in place to correct a minor
mistake in the income tax return (figure
8.4). A mistake in the income tax return
does not automatically trigger an audit
by the tax authorities in 25 OECD high-
income economies. Taxpayers need
only to submit an amended return and,
in some cases, additional documentation
and pay the difference in balance of tax
due. In Latin America and the Caribbean
taxpayers suffer the most from a lengthy
process to correct a minor mistake in an
income tax return. In most cases this
process will involve an audit imposing a
waiting time on taxpayers until the final
assessment is issued (figure 8.5).

In Portugal and Estonia, taxpayers must
only submit an amended tax return and
make the necessary payment at the
moment of submission. It takes taxpay-
ers half an hour to prepare the amended
return and another half an hour to submit
it electronically. The payment is also
made online. In these economies, the
case study scenario of a minor mistake
in the income tax return is not likely to



FIGURE 8.4 Correcting an income tax return is easiest in OECD high-income
economies, followed closely by Europe and Central Asia economies
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trigger an audit. In New Zealand, taxpay-
ers must submit a specific voluntary
disclosure form—which takes on aver-
age three hours to prepare—with the
submission and payment being made
electronically. Similarly, taxpayers are
unlikely to be exposed to an audit in the
case measured in Doing Business.

In Brazil, Honduras, Nicaragua and Peru
the fact that taxpayers erroneously
declared and underpaid their income tax
liability would likely trigger a field audit
by the tax authorities. In Peru taxpayers
will undergo a comprehensive audit of all
items on the income tax return, requiring

interaction with the auditor for around
six weeks and waiting an additional
seven weeks for the auditor to issue the
final assessment.

ADMINISTRATIVE TAX
APPEALS

Tax disputes are common in any tax sys-
tem. Disputes between a tax authority and
taxpayers must be resolved in a fair, timely
and efficient manner.”” In the first instance,
taxpayers should attempt to settle their
final tax assessment with the tax authority.
If a dispute continues, however, taxpayers

FIGURE 8.5 The audit time resulting from a simple mistake in an income tax return is
the longest in Latin America and the Caribbean
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should have the opportunity—within a
prescribed period of time—to seek resolu-
tion from a special administrative appeal
board or department. The creation of
boards of appeal within tax administra-
tions is considered by the OECD as an
effective tool for addressing and resolving
complaints and avoiding the overburden-
ing of the courts.”® A serious backlog of
tax cases threatens revenue collection.?!

Resolving tax disputes in a way that is
independent, fast and fair is important.
The IMF's TADAT tool also assesses the
adequacy of tax dispute resolution by
looking at whether an appropriately grad-
uated mechanism of administrative and
judicial review is available, whether the
administrative review mechanism is inde-
pendent of the audit process and whether
information on the appeal process is pub-
lished. An internal administrative review
process must safeguard a taxpayer's right
to challenge an assessment resulting from
a tax audit. The process should be based
on a legal framework that is known by
taxpayers, is easily accessible and inde-
pendent and resolves disputed matters in
a timely manner. Internal reviews can be
achieved through a separate appeals divi-
sion, a senior official that does not directly
supervise the original case auditor or a
new auditor with no previous knowledge
of the case. Operational manuals should
be developed, decisions should be pub-
lished and annual appeal statistics should
be reported—helping to create a positive
public perception of the tax administra-
tion's integrity.

Through the paying taxes indicators,
Doing Business conducts research on what
kind of first level administrative appeal
process exists in an economy following
a corporate income tax audit where a
taxpayer disagrees with the tax author-
ity’s final decision. The data on first level
administrative appeal process are not
included in the distance to frontier score
for paying taxes. In 123 economies the
first level administrative appeal authority
is an independent department within the
tax office (figure 8.6).
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FIGURE 8.6 Most economies have an independent department within the tax office

for taxpayer appeals
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Source: Doing Business database.

Appeal guidelines are available to tax-
payers either through a printed publica-
tion, online or in person at the tax office
in the 171 of the 180 economies covered
by Doing Business that levy corporate
income tax. In 102 economies the legal
framework imposes timeframes on the
taxpayer and the appeal authority for
each stage of the appeal process. In only
47 economies, however, respondents
reported that the time limits are consis-

tently applied in practice.

In Chile ataxpayer canappeal tothe region-
al director of the Chilean Internal Revenue
Service (SII) following a corporate income
tax audit where the taxpayer disagrees
with the tax authority's final decision.
Guidelines on how to appeal the decision
and the timeframe to conclude the process
are easily accessible to the public through
the SlI's website. By law, the Chilean Tax
Code sets a time limit of 50 days for the

SlI's regional director to issue a decision
on the appeal. This time limit is applied
in practice.

CONCLUSION

Little is known about the tax compliance
cost of postfiling procedures. This analy-
sis is therefore intended to generate new
research to better understand firms’
decisions and the dynamics in develop-
ing economies, to highlight which pro-
cesses and practices work—and which
do not—and, eventually, to induce gov-
ernments to reform and enhance their
postfiling processes.

The new indicator on the adequacy of
postfiling processes provides policy mak-
ers who are dealing with the challenge of
designing an optimal tax system with
a broader dataset that allows them to

benchmark their economy against others
on the administrative burden of complying
with postfiling procedures.
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Trading Across Borders
Technology gains in trade facilitation

n the era of digital advancement

and constant innovation, interna-

tional trade has greatly benefitted
from the development and integration
of various electronic interfaces. Aspiring
to advance cross-border trade through
the use of digital technologies and
electronic services, the World Customs
Organization (WCO) declared 2016
the Year of Digital Customs. The WCO
placed a special emphasis on the coor-
dination of customs activities such as
automated customs clearance systems,
the implementation of single windows
as well as improvement of electronic
information exchanges. The goal of
these activities is to promote the free
flow of information and increase trans-
parency while improving the efficiency
of day-to-day trade processes.! Adding
to this effort, the Doing Business trading
across borders indicator set measures
technological advancement in the area of
trade facilitation by collecting data on the
time and cost of customs clearance and
inspections procedures.? For the first time
this year, the indicators collect data on
the use and advancement of single win-
dows around the world. For this purpose,
Doing Business defines a single window
as a system that receives trade-related
information and disseminates it to all
the relevant governmental authorities,
thus systematically coordinating con-
trols throughout trade processes. The
new data on single windows capture
the different levels of their integration
and digitalization.?

THE ADVANCEMENT OF
SINGLE WINDOWS

International trade has evolved into a
complex network of actors, both within
and outside sovereign borders. Trade
processes involve not only government
authorities and private firms but also
customs brokers, commercial banks,
vendors, insurance companies and
freight forwarders.* For example, at least
nine institutions play a role in the process
of exporting coffee from Colombia to the
United States. First, the National Institute
of Food and Drug Monitoring issues a
phytosanitary certificate, which ensures
that the coffee meets current sanitary
standards. The Colombia Coffee Growers
Federation then issues a certificate that
attests to the quality of the shipment.?
The Colombian Agricultural Institute
then conducts a phytosanitary inspection
while the antinarcotics police perform
security inspections and customs clears
the freight. The exporter must obtain a
certificate of origin from the Colombian
Chamber of Commerce to comply with
the U.S.-Colombia Trade Promotion
Agreement. And these are only the steps
that must be completed in Colombia.
Once the shipment of coffee reaches the
United States, it has to go through clear-
ance with the U.S. Customs and Border
Protection, Food and Drug Administration
and the U.S. Department of Agriculture.
Remarkably, the Colombian example is a
relatively simple one compared to most

Doing Business 2017
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= |ncreased national trade digitalization

leads to efficiency gains for exporters
and importers.

Many single windows have a high
level of sophistication and consist

of complex networks of regulatory
agencies and private actors. This is
the case of the Ventanilla Unica

de Comercio Exterior (VUCE) in
Colombia, which connects multiple
public agencies and several private
companies with exporters, importers,
customs agents and brokers.

Sweden was one of the first economies
to introduce a national single window
in 1989. Since then, the system has
evolved from an export statistics
platform to a comprehensive trade
facilitation tool.

Seaports maintain their competitive
edge through the automation and
modernization of port infrastructure.

Economies that perform well on the
trading across borders indicators also
tend to have lower levels of corruption.
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other trade-related interactions world-
wide. To ensure effective coordination,
Colombia developed a single window
system for foreign trade—the Ventanilla
Unica de Comercio Exterior (VUCE)—in
the early 2000s. The single window con-
nects 21 public agencies and three private
companies (that provide e-signature
certificates and legal information) with
importers, exporters, customs agents
and brokers through an online platform
that allows users to request approvals,
authorizations and other certifications
needed to import and export goods. In
addition, tax identification and business
registration records are available to the
agencies integrated into the system.

In the early 1980s governments and
international organizations recognized
the need to facilitate the coordination
of multiple trade actors to make cross-
border trade more cost effective and
time efficient. Trade processes gradually
began to shift from physical to electronic
platforms. One of the first attempts
to create a trade electronic platform
took place when the United Nations
Conference on Trade and Development
(UNCTAD)
customs data management system,
the Automated System for Customs
Data (ASYCUDA).® Following a request
from the Economic Community of West
African States (ECOWAS) in 1981 for
technical assistance to collect foreign
trade statistics from its member states,
UNCTAD developed customs software
covering most foreign trade procedures.
The focus of the ASYCUDA software
is trade facilitation, customs clearance,
fiscal control and operational capacity,
allowing for the replicability and adapt-
ability of its software in a cost-effective
manner. The program, which is imple-
mented free of charge by UNCTAD, cur-
rently is installed or being installed in over
90 economies worldwide.

launched an automated

In most cases, ASYCUDA vyields positive
results for all parties involved. Traders
benefit from faster customs formalities
and governments report an increase

in customs revenue.” As a result of
the introduction of ASYCUDA in the
Philippines in 1996 and Sri Lanka in
1994, in the first year of implementation
customs revenues increased by more
than $215 million and $100 million,
respectively.® Similarly, St. Lucia has
benefited from the implementation of
ASYCUDA. Customs brokers no longer
need to visit multiple customs clearance
officers or government agencies to verify
and obtain documents as most of the
paperwork is verified automatically. By
enabling the rapid electronic submis-
sion of documents, the overall customs
clearance process in St. Lucia has been
reduced by 24 hours since implementa-
tion. However, not all of the economies
that adopted the ASYCUDA program
managed to achieve the desired results.
The Comoros, for example, introduced
the ASYCUDA software in 2010 but it
was not used widely by local traders.
Electricity cuts and shortages made the
system unreliable during regular business
hours; the private sector did not experi-
ence the expected positive impact from
the implementation of the program.

As trade chains have become increas-
ingly globalized, the demand for the
coordination of diverse trade actors has
continued to rise.” Many economies have
needed to move beyond relatively simple
customs electronic data interchange
systems, such as ASYCUDA, and toward
a more inclusive and sophisticated plat-
form: the single window. The importance
of the adoption and integration of single
windows in trade has been highlighted by
the Bali Agreement of the World Trade
Organization (WTO), particularly in the
context of developing economies.”®

The level of national digitalization, spe-
cifically regarding cross-border trade, has
been shown to have a significant impact
on economic growth." Specifically, stud-
ies have found that an increase of an
economy'’s digitalization score by just
10% leads to a 0.75% growth in GDP.”?
Research also demonstrates the positive
impact of single window systems on

increasing the number of exporting firms
and on improving international trade
flows.” In Costa Rica, for example, the
implementation of streamlined proce-
dures to process export permits through
a single window resulted in an increase
in the number of exporters by 22.4%.'
Moreover, Doing Business data show that
traders in economies with fully opera-
tional electronic systems (that allow for
export and import customs declarations
to be submitted and processed online)
spend considerably less time on customs
clearance (figure 9.1). Recognizing the
positive impact of digitalization, govern-
ments and international institutions
worldwide have dedicated significant
resources to modernizing border compli-
ance processes.

Challenges of establishing
single windows

In 2005, the United Nations Centre
for Trade Facilitation and Electronic
Business defined a single window as a
platform that enables trade stakeholders
to submit documentation and other rel-
evant information through a single point
of entry in a standardized way in order
to complete export, import and transit
procedures.” However, over the past
decade, the concept of a single window
has expanded to include the entire evo-
lution of electronic systems, including
customs automation, trade point portals,
electronic data interchange techniques,
agency-specific single windows, national
single windows, and even regional and
global single windows (figure 9.2)." Due
to the multifaceted nature of electronic
interchange systems, national govern-
ments and international development
organizations face numerous obstacles
in coordinating the implementation of
comprehensive single window platforms.
Furthermore, cross-country comparabil-
ity is complicated by the fact that dif-
ferent economies choose to introduce
single windows of varying complexity.
Mauritius’ single window, TradeNet, is
mostly focused on customs procedures
and currently the system only includes

the Mauritius Revenue Authority,
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Note: The relationship is significant at the 1% level after controlling for income per capita. The three categories
are: only paper submission of customs declaration is possible; both paper and electronic submissions are in use;
and only electronic submission is possible. The sample includes 165 economies.

the Mauritius Port Authority and the
Mauritius Chamber of Commerce and
Industry.” In Australia, by contrast, the
Customs and Border Protection Service
Integrated Cargo System incorporates

a broad range of government agencies.
The Australian single window con-
nects customs authorities, quarantine
authorities and meat producers. These
actors work closely throughout the

TRADING ACROSS BORDERS

production and trade processes, con-
ducting sanitary inspections and issuing
sanitary certificates.”®

Single windows may suffer from various
institutional and regulatory limitations
that stem from conflicting interests
related to technical standards, data
harmonization and information shar-
ing.”” Border operations, especially those
managed by customs authorities, are
legislated at the national level. As such,
governments and development organiza-
tions must first convince different politi-
cal actors of the need to integrate and
modernize trade operations.?® Moreover,
because the information technology
suppliers of the electronic systems are
third parties with complex contractual
relationships with governments, change
can be slow. Beyond agreeing on the
scope of work and bringing together
different stakeholders, implementation
of a single window can entail a number
of organizational complexities. The cost
may also vary depending on the parties
involved and the level of integration. The

FIGURE 9.2 Some single windows have a high level of sophistication, encompassing complex networks of regulatory agencies

and private actors

|
| |
AR
TS
I

Ministries

Agriculture

Border authority

Source: Doing Business database.

81



82

DOING BUSINESS 2017

single window for exports in Guatemala,
for example, was developed by the private
sector for less than $1 million, with ongo-
ing operational costs of $1.2 million per
year. Users of the Guatemalan single win-
dow pay a fee for each transaction in addi-
tion to a flat monthly fee. Conversely, the
single window in Malaysia, which covers
both exports and imports, was established
through a public-private partnership and
cost about $3.5 million.”

One study shows that among 12 selected
trade facilitation mechanisms, single
windows generate one of the largest long-
term cost savings despite having some of
the highest setup and operating costs
and an average implementation time of
about four years.?? Despite the different
uses and applications of single windows,
the benefits outweigh the costs of
developing a comprehensive framework
integrating multiple trade actors. These
benefits include improved revenue yields
and the adoption of control risk manage-
ment techniques for governments, as
well as enhanced predictability, reduced
costs and fewer delays for traders. > As a
result of implementing an electronic data
interchange system in the Philippines,
customs custody time was reduced to
4-6 hours for “green channel” shipments
(from 6-8 days previously).?* Albania also
significantly reduced the time spent in
customs by adopting a digital risk-based
border inspection process. Between
2007 and 2012, this process reduced the
days goods spent in Albanian customs
by 7% and boosted the value of imports
also by 7%.%° The implementation of this
electronic facility, based on ASYCUDA
modules for risk management, was
recognized as a positive reform in the
Doing Business 2016 report.

The implementation of a single window
in Singapore vyielded positive results.
Following a recession in the 1980s,
Singapore's government set up a high-
level committee to improve economic
competitiveness. One of the committee's
recommendations was to increase the
use of information technology in trade.

Singapore's single window for trade,
TradeNet, one of the first such systems
put in place in the world, began operating
in 1989 as an electronic data interchange
system that allowed the computer-to-
computer exchange of structured mes-
sages between the government and
members of Singapore's trading com-
munity.?® TradeNet now handles more
than 30,000 declarations a day, processes
99% of permits in just 10 minutes and
receives all monetary collections through
interbank transactions.?” Regarding cost,
trading firms report savings of between
25% and 30% in document processing.?®

Sweden was also one of the first countries
to introduce a national single window.
The first steps toward the implementa-
tion of the Swedish single window were
taken in 1989 with the development of
the Customs Information System (CIS) by
the Swedish customs authorities. During
this initial stage, the CIS was an online
platform that recorded export statistics
electronically to the statistics bureau.
The system gradually evolved from an
export data exchange to a comprehensive
single window that encompasses exports,
imports and transit goods’ procedures.
Currently, the Swedish single window con-
nects customs not only to the statistics
bureau but also to other important inter-
national trade actors.?® Clearing goods
in Sweden is easy and straightforward.
The trader or representative submits the
customs declaration online; even though
paper copies are still allowed, they are
rarely used. Customs processes the
relevant information and if a license or a
permit from other agencies is required it
is requested automatically through the
single window.*® Even though the use of
the online system is not compulsory, 94%
of customs declarations are submitted
electronically, and approximately 12,000
companies and 7,000 citizens use it.>' The
platform operates 24 hours a day, seven
days a week and is free of charge.

Over time single windows have moved
beyond national boundaries, encom-
passing entire geographic regions. In

synchronization with national single
window efforts, electronically integrated
regional systems are on the rise. The
Association of South East Asian Nations
(ASEAN)* Single Window (ASW) initia-
tive, which was adopted and endorsed
during the Ninth ASEAN Summitin 2003,
aims to integrate the national single
windows of ASEAN countries by allowing
the electronic exchange of customs infor-
mation and expediting cargo clearance.
The regional single window is expected
to reduce the overall cost of trading by
8%, with the largest savings arising from
a reduction in documentation dispatch
costs.?* The implementation of the ASW
is being carried out gradually; member
states are currently in the process of
implementing their respective domestic
ratifications. A significant challenge has
been the fact that most ASEAN member
states have their own customs regimes
and relevant legislation in place, which
can be difficult to reconcile with new
regional legislation.

Efforts toward electronic regional integra-
tion are also underway in Latin America
and the Caribbean. The Inter-American
Network of International Trade Single
Windows (Red VUCE) initiative was
launched in 2011 as a forum to promote
cooperation and peer-to-peer learning
among national single windows in Latin
America and the Caribbean, with the goal
of reducing the time and cost of trading
in the region.** During its fifth meeting in
2014, Red VUCE representatives agreed
to launch a pilot project that will allow
interoperability of single windows in
the region with the primary objective of
eliminating paper copies of documents
and interconnecting the single windows of
Chile, Colombia, Mexico and Peru, the four
founding members of the Pacific Alliance,
by 2016.%

Economies that trade through seaports
maintain their competitive edge not only
through the use of electronic services
and single windows but also through the
automation and modernization of port
infrastructure (box 9.1).
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BOX 9.1 Improving trade efficiency through port and customs automation

The ability of ports to ensure timely cargo transfers is a vital dimension of their competitiveness. Efficient ports are not only
technologically advanced—using robots and automated container handling—but also employ digital platforms, such as port
community systems, to ensure the smooth and reliable transfer of information between all members of the seaport network.
Efficient ports generate many economic benefits, including increased trade volume, lower trade costs, and higher employment
and foreign investment. Port quality impacts entire supply chains and even the economies of nearby cities.

Studies show the importance of port efficiency for trade facilitation and regional development. According to one study, port effi-
ciency is a crucial determinant of shipping costs: improving port efficiency from the 25th to the 75th percentile reduces shipping
costs by around 12%. Furthermore, reductions in inefficiencies associated with transport costs from the 25th to 75th percentile
imply an increase in bilateral trade of around 25%.2 Another study, on the economic impact of the port cluster in Rotterdam, sug-
gests that the value added of the port accounts for approximately 10% of regional GDP.> The Le Havre/Rouen port cluster had an
even higher share of regional GDP (21%).c Going beyond port automation, data show that, on average, economies with full-time
automated processing systems for customs agencies—as well as electronic data exchange platforms—take significantly less
time to move exported goods compared to ones where full-time automation is not implemented (see figure). Port and customs
automation make the exporting process more efficient. Moreover, data suggest that around-the-clock automated processing
systems are a key factor for making border compliance more efficient.

Customs automation at ports/borders allows exporters to save time when dealing with trade logistics

Average export border compliance time (hours)
100

Electronic data No electronic data
exchange, 24/7 service exchange, no 24/7 service

Sources: Doing Business database; OECD 2015 database.
Note: The sample consists of 75 economies. The relationship is significant at the 1% level after controlling for income per capita.

Automation improves reliability, predictability, safety and competitiveness of operations. Ports are land-intensive; automated
cranes and vehicles in ports improve the productivity of stacking crane interchange zones, which allows for more efficient land
allocation and use. Furthermore, modern automated machinery is fast, economical and low-maintenance and it helps to avoid
collisions and other physical damage. Better technology and automation also improves worker safety.c In April 2015 the Patrick
terminal at Sydney's Port Botany optimized the use of AutoStrad, a single piece of equipment that combines stacking and trans-
portation capabilities without any human engagement. This technology has made the port safer, more predictable and efficient,
ultimately benefiting both users and customers.?

In the global trade logistics environment, where the number of containers is rapidly increasing due to higher international trade
volumes, competition among ports to dominate the container market continues to intensify. Ports are complex constructions
and changes are not easy to implement. Ports are communities composed of numerous players, both public and private.® Usually
port authorities and customs constitute the core of these communities. Other entities include shipping lines, freight forwarders,

customs brokers, importers and exporters, all involved in conducting trade.
(continued)
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BOX 9.1 Improving trade efficiency through port and customs automation (continued)

Location is no longer an important differentiator among ports. Now the services ports offer and the added economic value ports
provide determine their competitive advantage.’ Port efficiency is an integral prerequisite for surviving in the competitive world
of trade. Container automation and port community systems can be leveraged to improve efficiency. Given that information
sharing is a key element within the port community, information technology capabilities—and port community systems in par-
ticular—serve as important differentiators among ports. But container automation can be costly and cause workforce optimiza-
tion and therefore its implementation should be carefully weighed. Yet port community systems generate multiple first-hand
benefits, including reduced paperwork, better information quality and reliability and safeguarded access to information by all

members of the port community.
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van Baalen, Zuidwijk and van Nunen 2008.
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INFORMATION TECHNOLOGY
TO FIGHT CORRUPTION

Research shows a negative relationship
between corruption and investment,
which constrains economic growth.*®
Corruption is particularly damaging for
international trade.®” Through advocat-
ing for adherence to international trade
laws, international organizations have
been actively combating corruption in
the area of trade.*® Intra-regional trade,
especially in developing economies,
remains highly vulnerable to fraudulent
and corrupt practices. In economies
with weak institutions and inefficient
governments, the negative effects of
corruption on growth are even more
pronounced.?® Recent studies on
intra-regional trade in Africa demon-
strate that corruption coupled with
weak institutional frameworks poses
major obstacles to the development
of trade flows within the Economic
and Monetary Community of Central
Africa.®® Corruption can alter natural
trade flows and cause various market
distortions by, for example, causing
substantial delays in the delivery of
goods. To extract bribes, corrupt civil
servants create additional interruptions
and constraints in an otherwise well-
functioning system.?' The literature sug-
gests that even when businesses pay
bribes, they still face high time delays
and experience greater capital costs.*

Port cluster means port with multiple functions.

In the realm of international trade, and par-
ticularly in customs clearance procedures,
corruption can flourish because customs
officials control something that firms
greatly value—access to
markets.** Research shows that customs
officials are particularly prone to accept-
ing bribes and are more likely to engage
in corruption compared to other sectors
of the economy.** Import and export
processes are equally affected by corrup-
tion. Customs officials can fraudulently
overlook import regulations and exonerate
goods from inspections while importing,
or abuse their roles of gatekeepers during
export procedures.*

international

Doing Business data show that economies
that perform well on the trading across
borders indicators tend to have lower lev-
els of corruption (figure 9.3). For example,
there is a strong positive association
between the economies’ distance to
frontier score in the trading across borders
indicators and their score in Transparency
International's  Corruption  Perceptions
Index.*® Similarly, the distance to frontier
score on the trading across borders
indicators is strongly and negatively corre-
lated with the percentage of firms that are
expected to give gifts to obtain an import
license. The distance to frontier score
tends to be higher in economies where
fewer firms need to offer a bribe to get
things done. Performance on the trading
across borders indicators is also strongly
and significantly correlated with the

Worldwide Governance Indicators’ rule of
law and control of corruption variables.#’
Economies worldwide have spent
decades trying to eradicate corruption in
international trade, with varying levels of
success. Many East African economies
are signatories of the World Customs
Organization (WCO) Arusha Declaration,
which is a recognized focal tool of an effec-
tive approach to tackling corruption and
increasing integrity in customs for WCO
members. Nevertheless, corruption and
dominance of non-official fees and charg-
es remain an important challenge in the
region. To enhance integrity in East African
economies, Kenya, for example, created an
anti-corruption commission tasked with
implementing good practices proposed by
the Revised Arusha Declaration and the
WCO Integrity Development Guide and
Compendium of Integrity Best Practices.
The Arusha Declaration explicitly recog-
nizes the automation of trade processes,
including electronic data interchange,
as powerful anti-corruption tools.*®

Increased trade digitalization, which mini-
mizes human interactions, creates fewer
opportunities for bribery and fraud. The
Philippines successfully fought corruption
in its customs services by adopting sys-
tems that limit in-person interactions and
by imposing heavy penalties on corrupt
officials. Its approach relied on the use of
modern technology to reengineer the cus-
toms services operating environment.*



FIGURE 9.3 A good performance on the trading across borders indicators is

associated with lower levels of corruption
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Sources: Doing Business database; Enterprise Surveys database (http://www.enterprisesurveys.org), World Bank;
Transparency International data (https://www.transparency.org/cpi2015/results).

Note: The results are significant at the 1% level after controlling for income per capita. A higher score on
Transparency International’s Corruption Perceptions Index indicates a lower level of perceived corruption. Data for

the Corruption Perceptions Index are for 2015. The samples

include 146 economies covered by both Transparency

International and Doing Business and 121 economies covered by the Enterprise Surveys and Doing Business.

As a result of the anti-corruption reforms,
about 70% of imports to the Philippines
are now processed through the “green
channel” within just two hours.*® Similarly,
single window systems—which limit the
monopoly power of customs agents—can
be implemented to deter corruption in
customs services.” The automation and
digitalization of administrative systems
largely eliminates the monopolistic power
of customs officials.®? Similarly to the case
of the Philippines, prior to 2003 the cus-
toms department as well as other admin-
istrations and agencies in Georgia faced a

rampant corruption problem. A key step
to tackling corruption in the Georgian cus-
toms was the introduction of a one-stop
shop system that reduced face-to-face
interactions between entrepreneurs and
customs officials.>

The introduction of computerized
solutions for processing customs docu-
ments—and the general automation of
customs clearance—leaves little to the
discretion of customs officials, thereby
reducing opportunities for corruption.®*
However, despite myriad efforts to

TRADING ACROSS BORDERS

implement good practices, corrup-
tion is still prevalent in many customs
departments in Sub-Saharan Africa. In
economies where anti-corruption reforms
have failed, customs officials are often
torn between bureaucratic norms and
the expectations of their networks and
surroundings. In some African economies,
a kinship-based social organization that
combines moral obligation and attach-
ment is strong, making corruption more
present and acceptable.®

Mozambique launched an extensive
customs reform program in 1995 to
modernize the customs department and
tackle corruption. Customs operations
did not have any substantial information
technology support before the reform was
implemented. Despite considerable prog-
ress, Mozambigue still needs to develop
further its existing information technol-
ogy infrastructure to deal effectively with
corruption and smuggling. Corruption is
also a challenge in the customs adminis-
tration in Uganda. The Uganda Revenue
Authority has been implementing various
solutions to fight corruption, such as
requiring officials to declare their assets,
increasing salaries and providing training
on integrity.*® Uganda recently introduced
a modernized version of the ASYCUDA
World system, but its impact on fighting
corruption remains to be seen.

CONCLUSION

Implementing a single window is not an
easy undertaking. The complex process
requires extensive cooperation and
coordination among multiple players,
and it can take several years for new
electronic platforms to become fully
operational and used by the majority of
traders. However, the long-term benefits
substantially outweigh the costs and the
actual integration of single windows or
similar systems can be done in phases.
Most economies start with relatively
simple electronic exchange solutions and
progressively make systemic upgrades
and expansions. Port automation and
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modernization is an important milestone
that economies can work toward to
improve their competitiveness.

The integration of single windows
into international trade processes and
improved port automation can aid econo-
mies in combating corruption. Corruption
remains a major problem in international
trade. It perpetuates delays and inefficien-
cies, increases costs and ultimately has a
negative impact on economic growth and
development. Customs departments are
especially prone to corruption, as customs
officials often hold important decision-
making powers in the international trade
process. The digitalization of customs
procedures is an efficient tool for tackling
corruption; it is most effective when
integrated into larger anti-corruption cam-
paigns. Modern information technology
infrastructure not only reduces opportuni-
ties for corruption but also has a gener-
ally positive impact on the entire trade
process, thereby benefitting economic
development overall.
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Annex: Labor Market Regulation
What can we learn from
Doing Business data?

abor market regulation can protect

workers' rights, reduce the risk of job

loss and support equity and social
cohesion. However, overregulation of the
labor market can discourage job creation
and constrain the movement of work-
ers from low to high productivity jobs.
Stringent labor regulation has also been
associated with labor market segmenta-
tion and reduced employment of women
and youth. Laws that restrict women's
access to certain jobs, for example in
mining or manufacturing, often with the
goal of protecting women's interests,
may contribute to occupational segrega-
tion and a larger gender wage gap.' By
contrast, weak labor market rules can
exacerbate problems of unequal power
and inadequate risk management.? The
challenge in developing labor policies is
to avoid the extremes of over and under-
regulation by reaching a balance between
worker protection and flexibility.

Doing Business measures several aspects
of labor market regulation—hiring,
working hours, redundancy rules and
cost—as well as a number of job qual-
ity aspects (such as the availability of
unemployment protection, maternity
leave and gender nondiscrimination
at the workplace) for 190 economies
worldwide. This helps benchmark an
economy's labor rules and examine
the relationship between labor market
regulation and economic outcomes.
For example, economies with more
flexible labor regulation tend to have
a higher share of formally registered
firms. Furthermore, flexible employment
regulation is associated with a larger

share of active contributors to a pension
scheme in the labor force—a measure
that can be used as a proxy for formal
employment (figure 10.1).

Employment protection legislation
(EPL)—the rules governing hiring and
dismissal of workers—is designed to
enhance worker welfare and prevent
discrimination. However, its impact on
labor market outcomes is a contentious
subject. Proponents of strict EPL argue
that it provides stability by moderat-
ing employment fluctuations over the
business cycle and increases worker
effort and firm investments in human
capital. Critics have linked stringent
employment protection legislation to
the proliferation of dual labor markets,
whereby a labor force becomes seg-
mented into formal versus informal
sector workers (in developing econo-
mies) and permanent versus contingent
workers (in high-income economies).
Several studies point to the association
between strict labor market regula-
tion and higher levels of informality,*
which negatively impacts productivity
and welfare. On average, firms in the
informal sector have less value added
per worker and pay lower salaries
than formal sector enterprises. Informal
firms also offer little job security and
few fringe benefits to their employees.
Rigid labor rules have also been linked
to the decreased ability of vulnerable
groups—women, youth and the low
skilled—to find jobs.> Some studies
have found that strict employment
regulation reduces aggregate job flows
and hinders productivity.® The overall

Doing Business 2017

05 s

= Regulation is essential for the efficient

functioning of labor markets and
worker protection. Labor market rules
can also potentially have an impact

on economic outcomes. Doing Business
data show that rigid employment
regulation is associated with higher
levels of informality. By contrast, weak
labor market rules can result in
discrimination and poor treatment

of workers.

The challenge for governments in
developing labor policies is to strike
the right balance between worker
protection and flexibility.

Regulation of labor markets differs
significantly by income group. Low-
and lower-middle-income economies
tend to have stricter employment
protection regulation than more
developed economies.

One reason for more rigid employment
protection legislation in low- and
lower-middle-income economies is
the lack of unemployment insurance.
None of the low-income economies
and only 23% of lower-middle-income
economies have unemployment
protection stipulated in the law.

Most economies do not have laws
mandating gender nondiscrimination
in hiring and equal remuneration
for work of equal value. Such laws
are most common in OECD
high-income economies.

There is no blueprint for the optimal
mix of employment protection rules.
Regulation should be tailored to
national circumstances and designed
in collaboration with social partners.
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FIGURE 10.1

Rigid employment regulation is associated
with a larger share of unregistered firms

Firms formally registered at the start of operations (%)

Stringent labor regulation is associated with higher informality

impact of strict EPL on productivity is
unclear, however, as firms may choose
to invest in capital and skills deepening
in response to stricter legislation.’
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Doing Business data show that low- and
lower-middle-income economies tend

Sources: Doing Business database; World Bank Enterprise Surveys database (http://www.enterprisesurveys.org).

Note: The rigidity of employment regulation index is the average of four sub-indices: hiring, working hours,
redundancy rules and cost. The relationship is significant at the 5% level after controlling for GDP per capita.

to have more rigid employment pro-

Rigid employment regulation is associated
with higher informal employment

Active contributors to a pension scheme in the labor force (%)

tection legislation compared to more
developed economies (figure 10.2). The
narrative below discusses differences in
selected labor market regulations, such
as availability of fixed-term contracts,
redundancy rules, severance pay and
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ment. Fixed-term contracts also have the
potential to increase the employability of
first time labor market entrants, particu-
larly the youth, by providing them with

Sources: Doing Business database; ILO 2014.

Note: The rigidity of employment regulation index is the average of four sub-indices: hiring, working hours,
redundancy rules and cost. The relationship is significant at the 10% level after controlling for GDP per capita.

experience and access to professional
networks, which may eventually enable
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FIGURE 10.2  Low-income economies tend to have more rigid employment protection legislation
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Source: Doing Business database.
Note: Higher scores indicate more rigid regulation.

them to find permanent jobs.' Evidence
from the Organisation for Economic
Co-operation and Development (OECD)
shows that fixed-term contracts are more
common among the youth than older
workers, suggesting that many young
people manage to transition to perma-
nent jobs after an initial fixed-term con-
tract.” For example, in the EU-10" only
50% of young workers hold a permanent
contract one year after leaving school
but 73% are in permanent employment

five vyears after completing their
education.® These numbers are higher
in the Republic of Korea and the United
Kingdom where 86% and 81% of young
workers, respectively, are in permanent
employment one year after leaving
school and more than 90% five years

after graduation.”

Fixed-term contracts are currently avail-
able in 64% of economies but there
is a significant regional variation: 84%

of economies in East Asia and the Pacific
compared to 44% in Europe and Central
Asia allow the use of fixed-term con-
tracts for permanent tasks (figure 10.3).
Low-income economies are less likely to
allow fixed-term contracts than middle-
income and high-income economies
(figure 10.4).

The impact of the use of fixed-term con-
tracts on labor market outcomes depends
on the rigidity of employment protection

FIGURE 10.3  The use of fixed-term contracts varies widely by region
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FIGURE 10.4 Low-income economies
are most likely to limit the use of
fixed-term contracts
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BOX 10.1 Flexibility at the margin: The perils of the dual labor market in Spain

Spain has the highest level of labor market segmentation in the EU-15,2 with around a quarter of its population and almost
90% of new hires employed on fixed-term contracts.® The conversion rate from fixed-term to permanent employment hovers
around 6%.° Nearly all fixed-term employees in Spain (96%) accepted contracts of limited duration because they could not
find a permanent job.¢

The origin of Spain’s labor market duality dates back to a 1984 reform. The Spanish economy was hit hard by the second oil
crisis and the unemployment rate surged. To boost employment, the government removed most restrictions on the use of
fixed-term contracts while the dismissal rules for regular contracts remained unchanged. After the reform, fixed-term con-
tracts could be used for any economic activity for up to three years. These contracts entailed a relatively low dismissal cost
(with severance pay of up to 12 days per year of service) and their termination could not be appealed in labor courts.® For
permanent contracts, dismissal costs depended on the reason for the layoff and the seniority of the employee: fair dismiss-
als required mandatory severance pay of 20 days of salary per year of service with a maximum of 12 monthly wages; unfair
dismissals mandated payment of 45 days of salary per year of service with a maximum of 42 monthly wages." Economic
reasons for fair dismissals included in the law were limited and the courts had a very narrow reading of those reasons. Given
the large difference in dismissal costs, it is not surprising that soon after the reform almost all new hires were made on
fixed-term contracts.

Although reforms have been introduced since 1994 to encourage permanent employment, these have had little impact on
the prevalence of fixed-term contracts. Around 35% of employees in Spain were on a fixed-term contract in 2006. This figure
declined to 24.5% in 2011/12 following the global economic crisis as temporary workers were the first to be dismissed.&

The dual labor market has resulted in a number of negative equity and efficiency outcomes. Fixed-term workers in Spain
experience frequent job turnover and face a higher risk of unemployment. The probability of being unemployed one year
after being in fixed-term employment in Spain is 6.2 percentage points higher for men and 7.3 percentage points for women
compared to permanent employees." Furthermore, firms are much less likely to invest in training for temporary workers in
economies with dual labor markets compared to those where transitions from fixed-term to permanent employment are
easier.' In Spain, the probability of receiving employer sponsored on-the-job training is 18% lower for fixed-term workers rela-
tive to permanent employees. This contributes to skill gaps between employees on different types of contracts and makes
the transition to regular employment more difficult for fixed-term workers. Furthermore, a wide gap in the dismissal costs
for fixed-term and permanent contracts—and consequently, low conversion rates—have been linked to poor total factor
productivity growth in Spain.

The government of Spain introduced several reforms between 2012 and 2015 to increase flexibility, reduce labor market dual-
ity and improve employment outcomes of young people. Measures included: (i) increasing flexibility in wage bargaining and
work scheduling by prioritizing firm level agreements over those at the sectoral or regional level (to allow for labor market
adjustments through wages and hours worked rather than dismissals); (ii) eliminating administrative authorization for collec-
tive dismissals while maintaining the requirement of negotiation with the unions before giving the worker notice of dismissal;
(iii) reducing severance payments for unfair dismissals (compensation for fair and unfair dismissals in Spain remains larger
than the average in OECD countries even after the reform); (iv) creating tax incentives for new permanent hires; and (v)
establishing active labor market programs for the youth and the long-term unemployed.! The preliminary assessments
showed that these reforms were associated with increased hiring on permanent contracts and reduced separations of work-
ers on temporary contracts.™ The impacts were small, however, and it will take time and a sustained reform effort to reduce
labor market duality.

a. EU-15 consists of 15 economies that were members of the EU before the May 1, 2004, enlargement (Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom).

. OECD 2014b.

. Cabrales, Dolado and Mora 2014.

. OECD 2014b.

. Bentolila, Dolado and Jimeno 2011.

Bentolila, Dolado and Jimeno 2011.

. OECD 2014b.

. OECD 2014b.

Cabrales, Dolado and Mora 2014.

OECD 2014b.

. Dolado, Ortigueira and Stucchi 2012.
IMF 2015b; OECD 2014c.

. IMF 2015b; OECD 2014c.

. IMF 2015b; OECD 2014c
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legislation for regular workers. Evidence
from the OECD shows that in economies
with significant differences in regulation
governing permanent and fixed-term
contracts, firms tend to exploit the latter
arrangement.”® Substantial variations in
employment protection legislation for
different types of contracts incentivizes
companies to substitute fixed-term
for permanent workers with no overall
increase in employment.’® It also reduces
the conversion rate of temporary to
permanent employment, turning fixed-
term contracts into a trap rather than a
stepping stone toward an open-ended
job.” Indeed, in almost all EU economies
on which data are available, less than
50% of the workers that were hired on
a temporary contract in a given year are
employed on a permanent contract three
years later® Furthermore, if dismissing
permanent employees is costly, work-
ers on fixed-term contracts will bear a
disproportionate burden of labor market
adjustments.” Evidence from the OECD
also shows that firms are less likely to
invest in training for temporary workers
compared to permanent workers (by
14%, on average, for economies on which
data are available) with negative implica-
tions for professional development and
earnings as well as overall firm produc-
tivity.?° The resulting duality of labor
markets can have a number of negative
outcomes (box 10.1).

Redundancy rules

Modification of the size and composition
of the workforce is essential to ensure that
firms can respond to changing economic
conditions and technological develop-
ments. However, job destruction nega-
tively impacts dismissed workers through
income loss and skill deterioration if the
search for a new job is protracted. Large-
scale dismissals can also have high social
costs. The challenge for governments is
to avoid overregulation of redundancy
rules, which constrains labor reallocation
to more productive activities and, at the
same time, to protect workers against
discrimination and minimize the costs of
job loss through effective unemployment

LABOR MARKET REGULATION

FIGURE 10.5 Priority rules for redundancies and reemployment are more common

in low-income economies

Share of economies with priority rules for redundancies and reemployment (%)

70

Low income Lower middle income

I Priority rules for redundancies

Upper middle income High income

I Priority rules for reemployment

Source: Doing Business database.

insurance, and active labor market and
social assistance programs.

Doing Business data on redundancy rules
show that while the majority of economies
have relatively flexible legislation, pockets
of rigidity remain for certain types of regu-
lation. Redundancy is allowed as a ground
for dismissal in all but three economies,
namely Bolivia, Republica Bolivariana de
Venezuela and Oman. However, a number
of economies limit the firms' freedom
to decide which workers they want to
employ and which to dismiss. In particular,
40% of economies have priority rules for

redundancies (such as the requirement
that the person hired most recently be
dismissed first) and 37% for reemploy-
ment (the provision that new jobs first
be offered to the previously dismissed
workers). Low-income economies are
more likely to have such rules than mid-
dle-income and high-income economies
(figure 10.5). Priority rules for dismissals
and reemployment benefit the incum-
bents disproportionately at the expense
of young and potentially more productive
workers. Given the rising share of youth in
the working population and the high rates
of youth unemployment in low-income

FIGURE 10.6 Notification and approval requirements are more common

for collective dismissals

Share of economies with notification and approval requirements for dismissing 1 or 9 workers (%)

70

Notification
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BOX 10.2 India’s labor regulation has been associated with a number of economic distortions*

Labor market issues in India are regulated by 45 central government laws and more than 100 state statutes. One of the most
controversial laws, the Industrial Dispute Resolution Act (IDA) of 1947, requires factories with more than 100 employees to
receive government approval to dismiss workers and close down. Obtaining such approvals entails a lengthy and difficult
process and illegal worker dismissals can result in significant fines and a prison sentence. Industrial establishments also have
to observe many other laws that regulate every aspect of their operations from the frequency of wall painting to working
hours and employee benefits. Compliance with labor regulation also entails a considerable amount of paperwork and filing
requirements.

Indian states have the freedom to amend labor laws. Besley and Burgess? found that states with rigid employment regulation
had lower output, employment and productivity in formal manufacturing than they would have had if their regulations were
more flexible. Sharma® applied Besley and Burgess’ methodology to assess the impact of delicensing reform on informality.
The paper finds that following this reform, the informal sector contracted to a greater extent in states with more flexible labor
laws; these states also experienced a larger increase in value added per worker compared to states with more rigid regulation.
The author concludes that entry deregulation can lead to productivity-enhancing labor reallocation from the informal to the
formal sector, if labor laws are flexible. Ahsan and Pages® modified the Besley and Burgess methodology and evaluated the
effects of employment protection legislation and the cost of labor disputes on economic outcomes. They found that in states
that raised the rigidity of labor regulations above the IDA requirements, employment, output and value added per worker in
registered manufacturing decreased compared to states that did not introduce such amendments. Hasan and Jandoc? studied
the impact of labor regulation on firm size and found that there is a much greater prevalence of larger firms in labor-intensive
industries in states with more flexible labor regulation.

Although Indian labor laws aim to increase employment security and worker welfare, they often have negative impacts
by creating incentives to use less labor and encouraging informality and small firm size. Indeed, Indian firms are more
capital-intensive relative to the economy'’s factor endowments. High labor costs in formal manufacturing have also contrib-
uted to India's specialization in the production and export of capital-intensive and knowledge-intensive goods despite the
country’s comparative advantage in low-skilled, labor-intensive manufacturing. To circumvent labor laws and other regula-
tions, most Indian firms do not register and about 85% of non-agricultural employment is in the informal sector.® Informality
is associated with low productivity: value added per worker in India’s manufacturing sector averages about one-eighth of
the formal sector.! Furthermore, only 9.8 million workers out of a total estimated workforce of 470 million were employed in
private sector firms with 10 or more workers in 2007-2008.¢ This pattern of employment distribution has important welfare
implications as small enterprises in India and globally are on average less productive and pay lower wages."

The Indian government recently announced plans for major reforms to labor regulation aimed at increasing job creation and
encouraging compliance. The planned legislative amendments include the consolidation of central labor laws, facilitating
the retrenchment and closing down of factories by allowing firms employing less than 300 workers to dismiss them without
seeking government approval, and increasing compensation to retrenched workers. Broad consultation with a wide range of
stakeholders is essential to inform the design and ensure support for reform implementation. Evaluating the impact of the
reform will be important.

. Besley and Burgess 2004.
. Sharma 2009.
. Ahsan and Pagés 20009.
. Hasan and Jandoc 2012.
. World Development Indicators database (http://worldbank.org/indicator), World Bank.
World Bank 2010.
. Bhagwati and Panagariya 2013.
. Hasan and Jandoc 2012.
Many of the findings presented in this box were also discussed in the World Bank’s “World Development Report 2014 Risk and Opportunity.”
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economies, measures that limit the ability
of new labor market entrants to find jobs
can be particularly damaging.

Many economies require notification of a
third-party (for example, the government

employment office) for redundancy
dismissals. These requirements are
more common for collective dismissals
involving a group of at least nine redun-
dant workers. By contrast, third-party
approval requirements for redundancy

dismissals are less common (figure 10.6).
The legislation tends to be more rigid in
low-income economies—30% of low-
income economies require third-party
approval for collective dismissals while
only 7% of high-income economies do



so. In economies with well-functioning
employment services, notification
requirements for collective dismissals
can help government officials prepare
for an increase in the number of unem-
ployed, including through the design of
targeted job search assistance and train-
ing programs. By contrast, there is little
justification for mandating third-party
approval for redundancy dismissals. In
some economies, obtaining such approval
entails a lengthy process or the approval
is hardly ever granted, making dismissals
de facto impossible. This is the case in
India, where cumbersome redundancy
rules—combined with rigidities in other
labor regulations—have been linked
to a number of economic distortions
(box 10.2).

Severance pay, unemployment

insurance and social assistance

Most economies (79%) mandate sever-
ance payments for redundancy dismissals.
This requirement can be justified by the
need to provide some income protection
for redundant workers. However, sever-
ance payments are a weak mechanism
for income loss mitigation and are no
substitute for unemployment insurance.”
On the income protection front, there is
no connection between the benefits and
workers’ financial situation—the same
amount is paid regardless of the duration

TABLE 10.1 Top 10 economies with

the highest severance pay

Severance pay (in weeks
of salary) for a worker
Economy with 10 years of tenure
Sierra Leone 132.0
Sri Lanka 97.5
Indonesia 95.3
Ghana 86.7
Zambia 86.7
Mozambique 65.0
Equatorial Guinea 64.3
Ecuador 54.2
Egypt, Arab Rep. 54.2
Lao PDR 52.0

of unemployment. Despite legal enti-
tlement, many workers fail to obtain
their benefits as liabilities often arise
when the firm is least capable of paying
them.?? Severance pay may also con-
tribute to labor market duality as the
increase in dismissal costs can reduce
access to jobs for vulnerable groups.?
Furthermore, given that severance pay-
ments tend to increase with tenure, redun-
dancy decisions may be biased against
young workers.?

Severance payments may be damaging
for domestic small and medium-size
enterprises struggling with economic dif-
ficulties or going out of business. In some
economies, severance payments approxi-
mate or exceed one year of salary. Table
10.1 provides a snapshot of the econo-
mies with the highest legally-mandated
severance pay for workers with 10 years
of tenure. Overall, the magnitude of sev-
erance payments tends to decrease as
the income levels of economies increase.
Doing Business data show that severance
payments for workers with 10 years of
tenure are significantly higher in low-
and lower-middle-income economies
compared to high-income economies
(table 10.2). However, in developing
economies the capacity to enforce the law
is poor,?® leaving the majority of workers
outside the public sector unprotected
against job loss risks.

Lack of unemployment insurance
(and social assistance programs more
generally) is one reason behind the
sizeable severance pay in low- and

LABOR MARKET REGULATION

lower-middle-income economies (table
10.2). Globally, 60% of economies do
not have any unemployment benefit
schemes stipulated by law; the situation
is particularly dire in low-income econo-
mies. Unemployment insurance is a more
effective mechanism for income protec-
tion than severance pay because it pools
risk, allowing resources to be accumu-
lated in good times and released in times
of hardship. However, the introduction of
unemployment insurance in economies
with large informal sectors is challenging
as many workers have both formal and
informal jobs, which makes it difficult to
establish their eligibility for unemploy-
ment Furthermore, open
unemployment is not common in low-
income economies, where the majority of
the population is engaged in agriculture
or self-employment. In this context,
income loss is more common than job
loss, making social assistance programs
critically important.?”” However, only one
quarter of the poorest quintile are cov-
ered by some type of social assistance
programs in low- and lower-middle-
income economies compared to 64% in
upper-middle-income economies.?®

insurance.?®

In developing economies that have
introduced unemployment insurance,
such programs are often characterized
by low coverage (due to large informal
sectors and strict eligibility criteria) as
well as low benefits.?? Similarly, the out-
reach and quality of active labor market
programs like job search assistance,
training, and public work programs in the
developing economies is inadequate.®®

TABLE 10.2  Availability of unemployment protection and magnitude

of severance pay

Availability of Severance pay for a worker
unemployment protection with 10 years of tenure

Income group (% of economies) (in weeks of salary)

Low income 0 24

Lower middle income 23 28

Upper middle income 44 20

High income 81 13

Global average 40 21

Source: Doing Business database.

Source: Doing Business database.
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Evidence from evaluations shows that,
when well designed, active labor market
programs in developing economies can
be cost effective and have a positive
impact on employment outcomes.
Job search assistance and training
programs can help workers find jobs
and improve earnings provided that job
openings exist. Such programs can also
be effective inreaching vulnerable groups.
For example, in Latin American econo-
mies and economies in transition, youth
and women record significantly better
outcomes from training than do middle-
aged men.?? There is also evidence from
a number of developing economies that
public employment programs can be
used effectively to provide workers with
temporary jobs and a source of income.*

HOW ARE GENDER
RELATIONS REGULATED IN
THE WORKPLACE?

Gender equality can make institutions
more representative, improve social cohe-
sion and increase productivity. Women
constitute approximately 40% of the
global labor force and over 50% of univer-
sity students.** Removing regulatory barri-
ers to women's access to the labor market
can generate broad productivity gains and
improve socioeconomic outcomes.

Doing Business data show that
approximately 60% of economies do
not have laws mandating gender
nondiscrimination in hiring and equal
remuneration for work of equal value
(figure 10.7). Such laws are more com-
mon in OECD high-income economies,
followed by economies in Europe and
Central Asia. Women's earnings globally
are estimated to be on average 77% of
men's earnings® and the magnitude
of the wage gap varies significantly by
economy, sector and occupation. The
establishment of nondiscrimination laws
can provide a legal framework for action
on women's rights and is an important
step toward reducing gender inequality
in the labor market.

FIGURE 10.7 Laws on gender nondiscrimination in hiring and equal remuneration
for work of equal value are most common in OECD high-income economies

Share of economies with regulations on gender nondiscrimination (%)
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Source: Doing Business database.

Some economies regulate the types of
jobs women can take through restric-
tions on working at night or in certain
industries and occupations. Restrictions
on working hours for nonpregnant and
nonnursing women are present in 18%
of economies and are most common in
the Middle East and North Africa (figure
10.8). Legal barriers to women's work in
certain industries and occupations are
much more common—100 out of 173

economies for which data are available
prohibit women's participation in certain
economic activities.*® For example, in the
Kyrgyz Republic women cannot enter
approximately 400 professions® and
in the Russian Federation women are
barred from 456 specified jobs.*® Such
legislation is often meant to protect
women's interests but has been associ-
ated with occupational segregation and
larger wage gaps as many of these jobs

FIGURE 10.8 Restrictions on women's night work are most common in the Middle

East and North Africa

Share of economies where women are not allowed to work the same night hours as men (%)
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are in well-paid sectors such as min-
ing and manufacturing.®* Furthermore,
economies with work hour or industry
restrictions also have, on average, lower
female labor force participation—45%,
compared with 60% in economies with
no restrictions.*°

Women, Business and the Law provides
quantitative measures of regulations that
affect women's economic opportunities
and offers useful insights on the impact
of legal gender disparities on women's
economic outcomes. The analysis shows
that lower legal gender equality is associ-
ated with a larger gender gap in second-
ary school attendance as families may
decide that it is not worthwhile to invest
in girls’ education in economies where
women face legal barriers to labor market
access. Furthermore, in economies with
larger legal gender disparities, a woman
is less likely than a man to be employed,
run a business or advance to manage-
ment positions. Economies with lower
legal gender equality also tend to have a
larger wage gap compared to economies
where laws are more gender equal.

CONCLUSION

Low- and middle-income economies tend
to have stricter hiring and redundancy rules.
This tendency may be partially explained
by the lack of effective mechanisms to
protect the income of workers in case of
job loss. However, strict EPL may not be
an optimal mechanism to support workers
and improve the functioning of labor mar-
kets. Rules on severance pay, for example,
may be difficult to enforce when firms are
struggling with economic difficulties or
going out of business. Despite stringent
employment protection legislation, workers
in low-income economies are vulnerable to
arbitrary treatment by employers and job
loss risks due to weak law enforcement and
large informal sectors.

Labor policies aimed at protecting work-
ers rather than jobs may carry bigger
promise. Strengthening social protection

systems—through the development of
unemployment insurance, active labor
market programs and social safety
nets—is instrumental to support workers
that have lost their jobs or experienced a
decline in earnings.*' Expanding coverage
of social assistance programs to the infor-
mal sector is important for economies
where the informal sector is large. One
way to do it is through the establishment
of integrated cash transfer programs,
which could be linked to requirements
to participate in training or public work
programs, and provide income support
while improving worker employability.
It is also important to strengthen labor
inspectorates, both to enforce worker
rights and to provide advisory services to
enterprises to improve their compliance
with core labor standards.

Preserving jobs that are no longer eco-
nomically viable—whether due to techno-
logical change or domestic or international
competitive pressures—may result in an
inefficient allocation of resources and hin-
der productivity. There is no blueprint for
the optimal mix of employment protec-
tion rules and such regulation should be
tailored to national circumstances and
designed or reformed in collaboration
with social partners. Care should be taken
to avoid policies that discourage job cre-
ation and increase the level of informality
in the economy.

Governments around the world can do
more to improve access to economic
opportunities for women. Establishment
and enforcement of legislation that levels
the playing field in access to jobs and
remuneration for men and women can
strengthen women's economic status
and reduce gender inequality in the labor
market. Instead of creating impediments
for women’'s access to certain jobs,
governments can work with employers’
organizations and social partners to
promote health and safety standards
for men and women. This approach can
help reduce occupational injuries and
support women in realization of their
professional aspirations.

LABOR MARKET REGULATION
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= The selling to the government indicators
aim to assess the ease of accessing
and navigating public procurement
markets across 78 economies, based
on consistent and objective data that
can inform policy makers in their
procurement reform agenda.

= The selling to the government indicators
measure aspects that are relevant
to improving the ease with which
companies can do business with
governments across economies:
access to electronic procurement, bid
security, payment delays, incentives
for small and medium-size enterprises
and complaint mechanisms.

= There is a clear move toward the use
of electronic public procurement
systems. Indeed, 97% of the
economies analyzed have one or
more online portals dedicated to
public procurement.

® Of the economies included in the
selling to the government indicators
close to 90% impose a bid security
deposit requirement that suppliers
must fulfill for their bid to be accepted.

= |n 37% of the economies included
in the selling to the government
indicators payment occurs within
30 days on average while in 47%
of the economies suppliers can expect
to receive payments between 31
and 90 days following completion
of the contract.

Annex: Selling to the

Government

Why public procurement matters

ublic procurement is the process

of purchasing goods, services or

works by the public sector from
the private sector. The range of industries
involved in public procurement is there-
fore as wide as what a government needs
to function properly and to deliver public
services to its citizens. Whether for the
construction of a school or to purchase
hospital supplies, to secure information
technology services in public buildings or
renew a fleet of city buses, governments
must constantly turn to the private sector
to supply goods and services. Overall,
public procurement represents on average
10 to 25% of GDP, making procurement
markets a unique pool of business oppor-
tunities for the private sector.

Given its significant size, public pro-
curement can impact the structure and
functioning of the market beyond the
mere quantities of goods and services
purchased.” For instance, through its
procurement policies, the public sec-
tor can affect the incentives of firms to
compete in a number of ways.? In the
short-term, public procurement can
impact competition among potential
suppliers; in the long-term, public
procurement can affect investment,
innovation and the competitiveness of
the market.* Indeed, research has shown
that where entry barriers to procurement
markets are kept to a minimum and the
competitive process can play its role, the
private sector thrives and tends to com-
pete and innovate more.® In fact, where
businesses—particularly small and medi-
um-size enterprises—have a fair chance
to compete for government contracts,

it can give them the necessary boost to
further develop their activity, and even
propose innovative goods and services
that will meet demand in other markets.®
Competition in procurement markets is
therefore critical on many levels and pro-
curement policy may be used to shape
the longer term effects on competition in
an industry or sector.”

BUILDING NEW
INDICATORS: SELLING TO
THE GOVERNMENT

Public procurement laws and regulations
—and their implementation in practice
—can encourage competition by
increasing suppliers’ confidence in the
integrity and efficiency of the procure-
ment process.? That will, in turn, allow
government agencies to deliver better
services and give the public more confi-
dence in the way public funds are spent.”
To build and maintain a reputation as a
trustworthy and efficient business part-
ner, which can increase competition in
later procurements, the purchasing entity
has to pay promptly when payment is
due in return for adequate performance.
The legal framework should specify a
timeframe for making payments and
provide additional compensation when
the procuring entity fails to pay on time.
Indeed, delays in payment can have
severe consequences for private sector
suppliers, particularly small and medium-
size enterprises which typically do not
have large cash flows.© Companies may
also be deterred from responding to
public calls for tender if it is difficult



to access the relevant information in a
timely fashion, if delays and extraordi-
nary costs are expected to be incurred
throughout the procurement process
and if unpredictable regulations create
additional burdensome hurdles.

The selling to the government indica-
tors aim to assess the ease of accessing
and navigating public procurement
markets across 78 economies, based on
consistent and objective data that can
inform policy makers in their procure-
ment reform agenda. The indicators have
been developed by the Benchmarking
Public Procurement project, an initia-
tive developed at the request of the
G20 Anti-Corruption Working Group,
in order to measure transaction costs
of public procurement contracts."” The
Benchmarking Public Procurement data
for indicators selected for the analysis
presented here are available on the Doing
Business website.

There is a recognized need for more
research on good practices and chal-
lenges in the public procurement sector.”
Due to the lack of comparable global
statistics there has been limited research
analyzing how legal frameworks and
government policies in public procure-
ment enhance competition and private
sector development.®

The most comprehensive tool that
exists in the field of public procurement
is the Use of Country Procurement
Systems—an initiative led by the
Organisation for Economic Co-operation
and Development (OECD) with the
cooperation of other international
financial institutions including the
World Bank Group—which aims to
increase reliance on domestic procure-
ment systems through donor-funded
projects. In 2008 the World Bank
launched a program for the use of
country systems in bank-supported
operations. Through this program a
number of economies have been selected
to be assessed in a comprehensive man-
ner. Tools like the Country Procurement

Assessment Reports (CPAR)—which
review the legal and institutional
framework for procurement and recom-
mend reforms—and the Methodology
for Assessing Procurement Systems
(MAPS) were used to assess the systems
for public procurement, public financial
management and governance in these
economies.” Other integrated diagnostic
tools such as the Public Expenditure and
Financial Accountability (PEFA) instru-
ment were also created.”

The selling to the government indicator
set will generate data that will directly
support national priorities and help
economies to strengthen their procure-
ment systems and ultimately achieve
sustainable development outcomes. The
data will also help economies to promote
private sector competition by addressing
the constraints to competition in public
procurement. The selling to the govern-
ment indicators measure aspects that
are relevant to improving the ease with
which companies can do business with
governments across economies: access
to electronic procurement, bid security,
payment delays, incentives for small and
medium-size enterprises and complaint
mechanisms (figure 11.1).

To ensure that the data are comparable
across the 78 economies covered, several
assumptions about the bidding com-
pany, the procuring entity and the type of
services being procured were used during

FIGURE 11.1  What is measured

Selling to the
government
indicators

SELLING TO THE GOVERNMENT

the data collection process and analysis.
In particular, a procuring entity which is
a local authority in the main business
city is planning to resurface a road
for a value equivalent to 91 times the
economy’s income per capita or $2 mil-
lion, whichever value is higher. It initiates
a public call for tender following an open
and competitive procedure. BidCo, a pri-
vate, domestically-owned limited liability
company, is a bidder.

WHERE SELLING TO THE
GOVERNMENT IS EASIER
AND WHY

Accessing information and
services online: accessibility
and transparency

By streamlining the procurement pro-
cess and supporting virtual access to
information, the digitalization of public
procurement—or e-procurement—Ilowers
costs, reduces delays, maximizes efficien-
cy and increases transparency. Research
has shown that increased publicity
requirements reduce government spend-
ing and maximize the effectiveness of their
public procurement systems.'® As a result,
the procurement process becomes much
simpler and cost-efficient, especially for
companies with limited resources. In the
past 10 years e-procurement has devel-
oped rapidly as more and more economies
have recognized its added value and
engaged in a transition toward digitaliza-
tion.” The selling to the government
indicators examine which materials can
be accessed online and whether a supplier
can submit a bid, sign the procurement
contract and request payments through
an online platform.

A well-functioning e-procurement portal
which serves as a one-stop shop to
access all public procurement oppor-
tunities and associated information
increases the participation of small
and medium-size enterprises in public
calls for tender.® In Chile, for example,
10 years after the ChileCompra portal
was implemented the share of contracts
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awarded to small and medium-size
enterprises had risen from 24% to
44%.° The Korean e-procurement sys-
tem, KONEPS, is another example of how
a well-functioning portal can enhance
efficiency, effectiveness and integrity of
public procurement and act as a driver
for investment and economic growth.?°
E-procurement also lowers the risk of
fraud and corruption by limiting one-
on-one interactions between buyers and
sellers? and as such is recognized as an
effective tool in combating corruption.??
An e-procurement system increases
transparency by collecting and publish-
ing public procurement
and enhancing access for suppliers and
other stakeholders through standardized
and simplified processes. Research has
shown that e-procurement improves
service quality by facilitating entry for
higher quality suppliers and reducing
delays to public works projects.??

information

Procurement portals should support
interactions between bidders and public
buyers. Accessing information and
interacting with public buyers—whether
to ask questions or submit a bid—can be
a costly and lengthy process for bidders.
Having the option to do this online will
save significant time and money.

There is a clear move toward the use of
electronic public procurement systems.
Indeed, 97% of the economies ana-
lyzed have one or more online portals
dedicated to public procurement. Where
economies have made measurable prog-
ress in implementing online procurement
platforms, some are more advanced than
others when it comes to the services
offered to the users. Across economies
the electronic platforms range from
simple websites—that do not support
interactions but allow users to merely
access tendering information—to sophis-
ticated platforms offering a range of
services for conducting the procurement
process online. In countries like Australia,
ltaly, the Republic of Korea, New Zealand
and Singapore bidders can access notices
of calls for tender and tender documents

online as well as submit their bids through
an electronic platform. Because of these
options bidders in such economies
spend less time performing necessary
procedures than a prospective bidder in
an economy where tender documents
have to be obtained in hard copies and
bids have to be submitted in person or via
regular mail, as is the case in Angola and
The Gambia.

Award notices should also be available
online. In economies like Sweden the
online publication of awards is mandated
by law but in other economies such as
Burundi, Jamaica and Myanmar bidders
are still unable to access the outcome of
the tendering process online (figure 11.2).

Guaranteeing the seriousness

of bids through bid security
instruments

When a company submits a bid in
response to a call for tender it is often
required to post bid security, either in the
form of monies or a bank or insurance
guarantee. The procuring entity typically
holds the security deposit until the pro-
curement contract is signed, after which
all deposits are returned to the bidders.
Bid security is a valuable instrument for

procuring entities because it helps avoid
the unnecessary use of resources. The
selling to the government indicators
measure the legal framework for bid
security, the amount and the time for the
procuring entity to return the deposit.

Requiring bidders to secure a guarantee
or put together a substantial amount
of money discourages those firms that
may be tempted to approach the bidding
process in a manner that is not serious.
However, for bid security to fulfill its
purpose and not act as a deterrent to
companies it should be regulated and
of a reasonable amount. A bid security
that is too high can prohibit companies
with limited resources from participat-
ing in the public market. To prevent this
from occurring the maximum amount
that procuring entities can request as
bid security should not be left to their
discretion—it should be regulated by
law to prevent excessive amounts and
guarantee equal treatment. The time-
frame for purchasing entities to return a
deposit—as well as the decision to cash
it—should also be regulated.

Of the economies included in the sell-
ing to the government indicators close

FIGURE 11.2  E-mail submission of bids is an area where many economies can improve

Economies with availability of electronic services (number)
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Il Notice of award/bidding results available online
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Submission of bids via an electronic procurement platform

I Submission of bids via e-mail

Source: Doing Business database.



to 90% impose a bid security deposit
requirement that suppliers must fulfill
for their bid to be accepted (figure 11.3).
However in 16 of these economies the
legal framework does not stipulate a
maximum amount that the procuring
entity can request bidders to deposit,®
leaving it to the discretion of the procur-
ing entity. This is the case in Morocco,
among others.

Obtaining payment following
the performance of contractual
obligations

Obtaining payment in due time is of
critical importance for businesses,
especially small and medium-size ones.
Research has shown that delays in
government payments directly impact
small enterprises as they often need to
increase borrowing to offset the short-
age of cash.” Increased delays in public
payments have a direct impact on pri-
vate sector liquidity and profits, thereby
reducing economic growth.”® When a
supplier is not paid for its good, work
or service, it can run into a cash flow

FIGURE 11.3  The bid security is
regulated in the majority of economies

No bid security
requirement
(8 economies)

No cap
on bid security
(16 economies)

Maximum amount of
bid security regulated
(54 economies)

B No bid security requirement (8 economies)
B No cap on bid security (16 economies)
Maximum amount of bid security regulated (54 economies)

Source: Doing Business database.

Note: In Chile the procuring entity will include the
amount of the bid security in the tender documents.
In the case that the procuring entity fails to include
the amount of the bid security in the tender
documents, and a bid security is required as part of
the offer, the bid security amount will automatically
be 2% of the estimated contract price.

problem that will significantly impact its
business. Therefore, where public buy-
ers are known to pay their suppliers late
and provide no financial compensation
for the delay, companies might refrain
from doing business with them.

The selling to the government indicators
focus on the legal and actual timeframe to
process payments. The recognized good
practice is that suppliers should be paid
within 30 days following the performance
of the contract.?’ In practice, however,
payment delays are frequent in public
procurement markets. In 37% of the
economies included in the selling to the
government indicators payment occurs
within 30 days on average (figure 11.4)
while in 48% of the economies suppliers
can expect to receive payments between
31 and 90 days following completion of
the contract. It takes between 91 and 180
days for the supplier to obtain payment in
only 14% of economies.?®

Payment delays are positively corre-
lated with Transparency International’'s
Corruption Perceptions Index (CPI) in
the sample of 76 economies. Indeed, the
average CPl is higher (less corruption) in
economies with shorter payment time
periods (figure 11.5).

Increasing the participation

of small and medium-size
enterprises in the public
procurement market

With small and medium-size enter-
prises constituting a large proportion
of businesses, governments around the
world are seeking ways to encourage
these firms to participate in the public
procurement market. Findings from the
selling to the government indicators
show that 62% of economies measured
have set up specific legal provisions or
policies to promote fair access for small
and medium-size enterprises to govern-
ment contracts.

The new European Union directives on
public procurement seek to expand access
for small and medium-size enterprises to

SELLING TO THE GOVERNMENT

FIGURE 11.4 Payments are received
within 30 days in around a third of
economies

37
B 0-30 days 91-180 days
Bl 31-90days [ More than 180 days

Source: Doing Business database.

public procurement markets. Large public
contracts are divided into smaller batches,
thereby allowing small and medium-size
enterprises to participate in large tenders.
Furthermore, preferential treatment is giv-
en to small and medium-size enterprises
by limiting their turnover requirement to
twice the contract value. Other regions are
also establishing incentives aimed at facili-
tating access by small and medium-size
firms to public tenders. In Angola, Cote
d'Ivoire, the Dominican Republic, India and
Morocco, for example, procuring entities

FIGURE 11.5 Shorter payment delays
are associated with less corruption
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Sources: Doing Business database; Transparency
International (https://www.transparency.org
/cpi2015/results).

Note: Two economies were excluded from the
sample: the Marshall Islands, for which CPI data
was not available, and the Dominican Republic,
the only economy in which payment delays exceed
181 days.
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are required to allocate around 20% of
the total value of government contracts
to small and medium-size enterprises.
That “set aside” ratio increases to 25%
in Angola and Kenya and 40% in Taiwan,
China. In some economies, the incentive
takes a different form: projects below a
certain threshold value are earmarked
to small and medium-size enterprises.
That threshold is equivalent to $190,000
in Indonesia, $125,000 in Colombia and
$24,650 in Brazil (applicable only to micro
and small enterprises). In economies
such as Bolivia and the Arab Republic of
Egypt, incentives for small and medium-
size enterprises include an exemption
from a portion or the full amount of a
bid security. Additionally, in the Russian
Federation the maximum amount of bid
security cannot exceed 2% of the maxi-
mum price of the contract when the bid
is submitted by a small or medium-size
enterprise. Incentives pertaining to expe-
dited payments are also in place in some
economies. Public entities in Angola, for
example, are required to pay small and
medium-size enterprises within 45 days
following the receipt of an invoice.

Having access to a fair and
efficient complaint system

A well-functioning complaint system
in the context of public procurement
serves many purposes. For bidders a
fair and impartial complaint mechanism
is critical as it guarantees that they can
file a complaint and that their complaint
will be examined in a timely fashion. A
robust complaint mechanism also serves
as a deterrent to improper conduct by
procuring officials,?® making it paramount
to the very integrity of a procurement
system. The selling to the government
indicators examine elements such as
who has standing to file, time limits
for review bodies to render decisions,
remedies available to suppliers and
standstill periods.®®

Standing to file a complaint differs
depending on the stage of the procure-
ment process. During the pre-award stage
(that is, when the government purchase

is being prepared) standing should not
be limited to suppliers who actually
submitted a bid. Standing should also be
accessible to potential bidders provided
they can show an interest in the tender.
Once the award decision is taken, then
only actual bidders should be allowed
to contest the decision in order to deter
potentially frivolous complaints. Data
show that during the pre-award stage
66 of the economies included in the sell-
ing to government indicators allow both
actual bidders and potential bidders to
file a complaint. In economies where the
post-award stage is different, only Burkina
Faso grants the right to file a complaint to
potential bidders.

Delays in the resolution of complaints
can deter potential bidders as they
increase the costs for both governments
and suppliers—particularly for companies
which cannot afford the cost of contest-
ing a flaw in the tendering process or the
award itself. A time limit should be set in
the law so that when a complaint is sub-
mitted the complaining party knows when
it will receive a response. This time limit
should be long enough to allow for an in-
depth review of the complaint but not too
long to disrupt the procurement process,
especially in economies where a com-
plaint leads to a suspension of the process.
But having a regulatory time limit does not
guarantee prompt review of complaints.
The data show that the time to render
a decision by the first-tier review body
during the pre-award phase varies greatly
across economies depending on whether
the first-tier review body is the procuring
entity or not. In economies where the first-
tier review body is the procuring entity,
the complaining party is likely to obtain
a timely resolution.

When it comes to second-tier review,
the time taken to render a decision also
varies considerably depending on the
economy. Companies may be reluctant
to resort to the complaint mechanism in
economies like Bolivia, where it can take
up to four years to receive a decision,
or India, where a decision can take up

FIGURE 11.6  Complaints lodged with
the procuring entity are decided faster
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Source: Doing Business database.

to three years. In Colombia, Uruguay
and Republica Bolivariana de Venezuela,
decisions on appeals are rendered within
two years. However, in economies where
the second-tier review body is not a
court but an independent review body
(such as, for example, an administrative
review committee within the national
procurement agency), the decision on
the appeal is rendered more quickly. This
is the case in Albania, Burkina Faso and
Senegal, where firms receive a decision
from the second-tier review body in less
than 10 days.

Effective remedies should be available in
the law to suppliers that can demonstrate
that the violation of a particular procure-
ment rule has harmed them. During the
pre-award stage, such remedies should
include the modification of tender docu-
ments, the payment of damages and the
overturn in whole or in part of an act or
a decision of the procuring entity. The
legal framework allows first-tier and
second-tier review bodies to overturn in
whole or in part an act or a decision of
the procuring entity in about half of the
economies. Furthermore, damages are
more frequently awarded by second-tier
review bodies (26 economies) than first-
tier review bodies (6 economies).

Once the procuring entity announces
its award decision it is important that it
allows for a standstill period. A minimum



of 10 days is recognized as a good prac-
tice by judgments of the European
Court of Justice and the World Trade
Organization's Government Procurement
Agreement.® Twenty-nine economies do
not provide for a standstill period and 12
economies allow for a period shorter than
16 days. In Bolivia and Georgia, for exam-
ple, the standstill period is three calendar
days, which does not leave sufficient time
for suppliers to file a complaint.

CONCLUSION

The selling to the government indicators
expose significant disparities among the
78 economies measured. Although there
is a clear move toward enhancing the
transparency and efficiency of public pro-
curement systems, impediments such as
a lack of access to information, payment
delays, unforeseen bid security require-
ments and inefficient complaint mecha-
nisms remain prevalent across economies
of various income groups.

The benefits of well-functioning electron-
ic procurement portals have been widely
recognized. In addition to enhancing
transparency, they provide equal access
to markets and reduce in-person interac-
tions that offer opportunities for corrup-
tion. Similarly, predictable and regulated
bid security requirements deter suppliers
from submitting frivolous offers, while
allowing serious bidders to anticipate
the amount needed for deposit. Timely
payments encourage suppliers, particu-
larly small and medium-size enterprises
which typically do not have large cash
flows, to participate in the procurement
market. Finally, efficient complaint mech-
anisms increase the confidence of private
suppliers in the fairness of the procure-
ment process and their willingness to
file a complaint.

By exposing prevailing practices and
highlighting obstacles that hinder private
suppliers” access to the public market, the
indicators have the potential to influence
governments to undertake reforms that

are necessary to promote more transpar-
ent, competitive and efficient public
procurement systems. Ultimately, the
objective is to create a more favorable
environment for private suppliers, notably
small and medium-size enterprises, by
granting them a fair opportunity to access
the public marketplace.

NOTES

This case study was written by Elisabeth Danon,
Tania Ghossein, Maria Paula Gutierrez Casadiego
and Sophie Pouget.

1. EU2014. The European Union estimates that
public procurement amounts to between
10% and 25% of GDP globally (see http:/
ec.europa.eu/trade/policy/accessing-markets
/public-procurement/). The WTO estimates
that public procurement represents between
10% and 15% of GDP. (see https://www.wto
.org/english/tratop_e/gproc_e/gproc_e.htm).

2. OECD 2013b.

OECD 2016a; Cernat and Zornitsa 2015;

World Bank Group 2014.

OECD 2011b.

Uyarra and others 2014.

Caldwell and others 2005.

OECD 2011b.

OECD 2016a.

Mahacek and Turkalj 2015; Tabarcea 2014.

Connell 2014.

1. For more information on the Benchmarking
Public Procurement project, see the website at
http://bpp.worldbank.org/.

12. Sénchez-Rodriguez and others 2003.

13. Arrowsmith and Hartley 2002.

14. World Bank Group 2014.

15.  For more information on the PEFA methodology
see the website at https:/pefa.org/.

16. Coviello and Mariniello 2014.

17. World Bank Group 2015b.

18. Beauvallet and Boughzala 2011.

19. Chile 2013.

20. OECD 20176a.

21. Clare and others 2016.

22. Kashta 2014.

23. Lewis-Faupel and others 2014; Shingal 2015.

24. The bid security deposit is either a flat
amount or a percentage of the value of the
procurement contract or the bidder's proposal.

25. Nayak 2014.

26. Checherita-Westphal and others 2015.

27. OECD 2006b.

28. The data for payment delays was collected
in four categories: payment delays of O to
30 calendar days, 31to 90 calendar days,
91t0 180 calendar days and above 181
calendar days. This captured economies
where payment delays are non-existent or
reasonable (O to 30 or 31to 90 calendar days)
or long (91to 180 or more than 181 calendar
days).

29. Gordon 2006.
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The standstill period is the period of time
between the announcement of the award
and the signing of the contract during which
bidders have the time to review the award
decision and file a complaint if needed.
WTO 1994,
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Data Notes

he indicators presented and

analyzed in Doing Business mea-

sure business regulation and the
protection of property rights—and their
effect on businesses, especially small and
medium-size domestic firms. First, the
indicators document the complexity of
regulation, such as the number of proce-
dures to start a business or to register a
transfer of commercial property. Second,
they gauge the time and cost to achieve a
regulatory goal or comply with regulation,
such as the time and cost to enforce a
contract, go through bankruptcy or trade
across borders. Third, they measure the
extent of legal protections of property,
for example, the protections of minor-
ity investors against looting by company
directors or the range of assets that can
be used as collateral according to secured
transactions laws. Fourth, a set of indi-
cators documents the tax burden on
businesses. Finally, a set of data covers
different aspects of employment regula-
tion. The 11 sets of indicators measured
in Doing Business were added over time,
and the sample of economies and cities
expanded (table 12.1).

METHODOLOGY

The Doing Business data are collected in
a standardized way. To start, the Doing
Business team, with academic advisers,
designs a questionnaire. The question-
naire uses a simple business case to
ensure comparability across economies
and over time—with assumptions about
the legal form of the business, its size, its
location and the nature of its operations.

Questionnaires are administered to more
than 12,500 local experts, including
lawyers, business consultants, accoun-
tants, freight forwarders, government
officials and other professionals routinely
administering or advising on legal and
regulatory requirements (table 12.2).
These experts have several rounds of
interaction with the Doing Business
team, involving conference calls, writ-
ten correspondence and visits by the
team. For Doing Business 201/ team
members visited 34 economies to verify
data and recruit respondents. The data
from questionnaires are subjected to
numerous rounds of verification, lead-
ing to revisions or expansions of the
information collected.

The Doing Business methodology offers
several advantages. It is transparent,
using factual information about what
laws and regulations say and allowing
multiple interactions with local respon-
dents to clarify potential misinterpreta-
tions of questions. Having representative
samples of respondents is not an issue;
Doing Business is not a statistical survey,
and the texts of the relevant laws and
regulations are collected and answers
checked for accuracy. The methodology
is inexpensive and easily replicable, so
data can be collected in a large sample of
economies. Because standard assump-
tions are used in the data collection,
comparisons and benchmarks are valid
across economies. Finally, the data not
only highlight the extent of specific
regulatory obstacles to business but also
identify their source and point to what
might be reformed.



DATA NOTES

TABLE 12.1

Topic

DB 2004 | DB 2005 | DB 2006

Topics and economies covered by each Doing Business report

DB 2007 | DB 2008 |DB 2009 |DB 2010 DB 2011 [DB 2012 |DB 2013 |DB 2014 |DB 2015 |DB 2016 |DB 2017

Getting electricity

Dealing with construction
permits

Trading across borders

Paying taxes

Protecting minority
investors

Registering property

Getting credit

Resolving insolvency

Enforcing contracts

Labor market regulation

Starting a business

Number of economies 133 145 155

175 178 181 183 183

185 189 189 189 190

Note: Data for the economies added to the sample each year are back-calculated to the previous year. The exceptions are Kosovo and Montenegro, which were added to the sample
after they became members of the World Bank Group. Eleven cities (though no additional economies) were added to the sample starting in Doing Business 2015. The data for all sets

of indicators in Doing Business 2017 are for June 2016."

LIMITS TO WHAT IS
MEASURED

The Doing Business methodology has five
limitations that should be considered
when interpreting the data. First, for
most economies the collected data
refer to businesses in the largest busi-
ness city (which in some economies
differs from the capital) and may not

be representative of regulation in other
parts of the economy. (The exceptions
are 11 economies with a population of
more than 100 million as of 2013, where
Doing Business now also collects data
for the second largest business city.)?
To address this limitation, subnational
Doing Business indicators were created
(box 12.1). Second, the data often focus
on a specific business form—generally
a limited liability company (or its legal

TABLE 12.2 How many experts does Doing Business consult?

Economies with given number
of respondents (%)
Indicator set Respondents 1-2 3-5 5+
Starting a business 2,120 7 23 70
Dealing with construction permits 1,368 15 38 47
Getting electricity 1,154 18 39 43
Registering property 1,363 18 32 50
Getting credit 1,815 4 25 A
Protecting minority investors 1,305 14 41 45
Paying taxes 1,467 11 34 55
Enforcing contracts 1,600 17 36 47
Trading across borders 1,063 22 45 33
Resolving insolvency 1,196 23 39 38
Labor market regulation 1,293 17 40 43
Total 15,744 15 36 49

equivalent) of a specified size—and
may not be representative of the regula-
tion on other businesses (for example,
sole proprietorships). Third, transactions
described in a standardized case scenario
refer to a specific set of issues and may
not represent the full set of issues that
a business encounters. Fourth, the mea-
sures of time involve an element of judg-
ment by the expert respondents. When
sources indicate different estimates, the
time indicators reported in Doing Business
represent the median values of several
responses given under the assumptions
of the standardized case.
Finally, the methodology assumes
that a business has full information on
what is required and does not waste
time when completing procedures.
In practice, completing a procedure
may take longer if the business lacks
information or is unable to follow up
promptly. Alternatively, the business
may choose to disregard some burden-
some procedures. For both reasons the
time delays reported in Doing Business
2017 would differ from the recollection
of entrepreneurs reported in the World
Bank Enterprise Surveys or other firm-
level surveys.
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Economy characteristics

Gross national income per capita

Doing Business 2017 reports 2015 income per capita as published in the World Bank’'s World Development Indicators 2016. Income
is calculated using the Atlas method (in current U.S. dollars). For cost indicators expressed as a percentage of income per capita,
2015 gross national income (GNI) per capita in current U.S. dollars is used as the denominator. GNI data based on the Atlas
method were not available for Argentina; Brunei Darussalam; the Comoros; Djibouti; Eritrea; The Gambia; the Islamic Republic
of Iran; Lesotho; Malta; the Marshall Islands; Mauritania; the Federated States of Micronesia; Myanmar; Papua New Guinea;
Puerto Rico (territory of the United States); San Marino; Sdo Tomé and Principe; Somalia; the Syrian Arab Republic; Taiwan,
China; Tonga; Vanuatu; Republica Bolivariana de Venezuela; West Bank and Gaza; the Republic of Yemen. In these cases GDP or
GNP per capita data and growth rates from other sources, such as the International Monetary Fund's World Economic Outlook
database and the Economist Intelligence Unit, were used.

Region and income group

Doing Business uses the World Bank regional and income group classifications, available at https://datahelpdesk.worldbank.org/
knowledgebase/articles/906519. Regional averages presented in figures and tables in the Doing Business report include econo-
mies from all income groups (low, lower middle, upper middle and high income), though high-income OECD economies are
assigned the “regional” classification OECD high income.

Population
Doing Business 2017 reports midyear 2015 population statistics as published in the World Bank's World Development Indicators 2016.

BOX 12.1 Subnational Doing Business indicators

Subnational Doing Business studies point to differences in business regulations and their implementation—as well as in the pace
of regulatory reform—across cities in the same economy or region. For several economies subnational studies are now periodi-
cally updated to measure change over time or expand geographic coverage to additional cities.

This year subnational studies were completed in Kenya, Mexico, and the United Arab Emirates. In addition, ongoing studies
are updating the data for locations in Colombia and expanding the geographic coverage to cities in Afghanistan, Kazakhstan as
well as three European Union member states—Bulgaria, Hungary and Romania. And for the first time, the Mexico subnational
study—now in its sixth round of benchmarking—expanded on the Doing Business methodology to examine in greater depth the

process of connecting a small business to the water and sewerage networks.

CHANGES IN WHAT IS
MEASURED

Doing Business 2017 has three major
innovations. First it expands the paying
taxes indicator set to also cover postfiling
processes. Paying taxes is the final indi-
cator set to be changed as part of the
methodology update initiated in Doing
Business 2015. Second, three indicator sets
(starting a business, registering property
and enforcing contracts) were expanded
to cover a gender dimension, in addition
to labor markets regulation which was
expanded last year. Starting a business
was expanded to also measure the process
of starting a business when all sharehold-
ers are women. Registering property now

also measures equality in ownership rights
to property. And enforcing contracts was
expanded to measure equality in eviden-
tiary weight for men and women.

Despite the changes in methodology
introduced this year, the data under the
old and new methodologies are highly
correlated. Comparing the ease of doing
business rankings as calculated using the
Doing Business 2016 data and methodol-
ogy with the rankings as calculated using
the Doing Business 2016 data but the Doing
Business 201/ methodology shows a cor-
relation very close to 1 (table 12.3). In
previous years the correlations between
same-year data under the methodology
for that year and the methodology for the
subsequent year were even stronger.

DATA CHALLENGES AND
REVISIONS

Most laws and regulations underlying
the Doing Business data are available
on the Doing Business website at http:/
www.doingbusiness.org. All the sample
questionnaires and the details underlying
the indicators are also published on the
website. Questions on the methodology
and challenges to data can be submitted
through email at rru@worldbank.org.

Doing Business publishes 24,120 indica-
tors (120 indicators per economy) each
year. To create these indicators, the
team measures more than 115,000 data
points, each of which is made available



TABLE 12.3 Correlation between rankings under old and new methodologies after

each set of changes in methodology

DB2017 | DB2016 | DB2015

DB2014

DB2013 | DB2012 | DB2011 | DB2010

DB2016 0.999

DB2015 0.974

DB2014 0.980

DB2013

0.996

DB2012

0.995

DB2011

0.987

DB2010

0.989

DB2009

0.998

Source: Doing Business database.

Note: The correlation in each case is based on data for the same year but methodologies for consecutive years (for
the same year as for the data and for the subsequent year). 0.999 refers to the correlation coefficient between the
methodology of Doing Business 2016 and the methodology of Doing Business 2017.

on the Doing Business website. Historical
data for each indicator and economy
are available on the website, begin-
ning with the first year the indicator or
economy was included in the report. To
provide a comparable time series for
research, the data set is back-calculated
to adjust for changes in methodology and
any revisions in data due to corrections.
The website also makes available all
original data sets used for background
papers. The correction rate between
Doing Business 2016 and Doing Business
2017is 71%.3

Governments submit queries on the
data and provide new information to
Doing Business. During the Doing Business
2017 production cycle the team received
10 such queries from governments. In
addition, the team held multiple video
conferences with government represen-
tatives in 46 economies and in-person
meetings with government representa-
tives in 34 economies.

STARTING A BUSINESS

Doing Business records all procedures
officially required, or commonly done in
practice, for an entrepreneur to start up
and formally operate an industrial or com-
mercial business, as well as the time and
cost to complete these procedures and
the paid-in minimum capital requirement

(figure 12.1). These procedures include the
processes entrepreneurs undergo when
obtaining all necessary approvals, licens-
es, permits and completing any required
notifications, verifications or inscriptions
for the company and employees with
relevant authorities. The ranking of econo-
mies on the ease of starting a business
is determined by sorting their distance
to frontier scores for starting a business.
These scores are the simple average of
the distance to frontier scores for each of
the component indicators (figure 12.2).
The distance to frontier score shows the
distance of an economy to the “frontier”
which is derived from the most efficient
practice or highest score achieved on
each indicator.

DATA NOTES

Two types of local liability companies
are considered under the starting a busi-
ness methodology. They are identical in
all aspects, except that one company
is owned by five married women and
other by five married men. The distance
to frontier score for each indicator is the
average of the scores obtained for each
of the component indicators for both of
these standardized companies.

After a study of laws, regulations and
publicly available information on busi-
ness entry, a detailed list of procedures
is developed, along with the time and
cost to comply with each procedure
under normal circumstances and the
paid-in minimum capital requirement.
Subsequently, local incorporation law-
yers, notaries and government officials
complete and verify the data.

Information is also collected on the
sequence in which procedures are to
be completed and whether procedures
may be carried out simultaneously. It is
assumed that any required information
is readily available and that the entre-
preneur will pay no bribes. If answers by
local experts differ, inquiries continue
until the data are reconciled.

To make the data comparable across
economies, several assumptions about the
businesses and the procedures are used.

FIGURE 12.1

What are the time, cost, paid-in minimum capital and number of

procedures to get a local limited liability company up and running?

Cost
(% of income per capita)

A

I_’ Formal operation
Paid-in $ .
minimum  __ Number of
capital _ procedures
Entrepreneur )
Time
Preregistration * Postregistration (days)

Registration,

incorporation
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FIGURE 12.2  Starting a business:
getting a local limited liability company
up and running

Rankings are based on distance to
frontier scores for four indicators

25% Cost

As % of income
per capita, no
bribes included

25% Time

Preregistration,
registration and
postregistration
(in calendar days)
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25%

Paid-in
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12.5% WETNTES

P

25% Procedures

Procedures are
completed when
final document
is received

N\

25% Paid-in

Funds deposited in a
bank or with a notary
before registration (or
up to three months after
incorporation), as %

of income per capita

Assumptions about the business
The business:

= |s a limited liability company (or its
legal equivalent). If there is more than
one type of limited liability company
in the economy, the limited liability
form most common among domestic
firms is chosen. Information on
the most common form is obtained
from incorporation lawyers or the
statistical office.

= Operates in the economy's largest
business city. For 11 economies the
data are also collected for the second
largest business city (table 12A.1 at
the end of the data notes).

= |s 100% domestically owned and
has five owners, none of whom is a
legal entity.

® Has start-up capital of 10 times
income per capita.

= Performs general industrial or com-
mercial activities, such as the produc-
tion or sale to the public of products
or services. The business does not
perform foreign trade activities and
does not handle products subject to a
special tax regime, for example, liquor
or tobacco. It is not using heavily
polluting production processes.

® | eases the commercial plant or offices
and is not a proprietor of real estate.
® The amount of the annual lease
for the office space is equivalent to
1times income per capita.
The size of the entire office space is
approximately 929 square meters
(10,000 square feet).
® Does not qualify for investment
incentives or any special benefits.
Has at least 10 and up to 50 employees
one month after the commencement
of operations, all of them domestic
nationals.
® Has a turnover of at least 100 times

income per capita.

= Has a company deed 10 pages long.

The owners:

= Have reached the legal age of majority
and are capable of making decisions
as an adult. If there is no legal age
of majority, they are assumed to be
30 years old.

= Are sane, competent, in good health
and have no criminal record.

= Are married, the marriage s
monogamous and registered with
the authorities.

= \Where the answer differs according
to the legal system applicable to the
woman or man in question (as may
be the case in economies where there
is legal plurality), the answer used will
be the one that applies to the majority
of the population.

Procedures

Aprocedureisdefinedasany interactionof
the company founders with external par-
ties (for example, government agencies,
lawyers, auditors or notaries) or spouses
(if legally required). Interactions between
company founders or company officers
and employees are not counted as
procedures. Procedures that must be
completed in the same building but in
different offices or at different counters
are counted as separate procedures. If
founders have to visit the same office
several times for different sequential
procedures, each is counted separately.
The founders are assumed to complete
all procedures themselves, without

middlemen, facilitators, accountants or
lawyers, unless the use of such a third
party is mandated by law or solicited
by the majority of entrepreneurs. If the
services of professionals are required,
procedures conducted by such profes-
sionals on behalf of the company are
counted as separate procedures. Each
electronic procedure is counted as a sep-
arate procedure. Approval from spouses
to own a business or leave the home are
considered procedures if required by law
or if by failing to do he or she will suffer
consequences under the law, such as the
loss of right to financial maintenance.
Documents or permission required by
only one gender for company registration
and operation, opening a bank account
or obtaining a national identification card
are considered additional procedures.
Only procedures that are required for one
spouse but not the other are counted.

Both pre- and post-incorporation pro-
cedures that are officially required
or commonly done in practice for an
entrepreneur to formally operate a
business are recorded (table 12.4). Any
interaction with an external party within
three months of registration will be con-
sidered a procedure, except value added
tax or goods and services tax registra-
tion which will be counted whenever
the assumed turnover exceeds the
determined threshold.

Procedures required for official corre-
spondence or transactions with public
agencies are also included. For example,
if a company seal or stamp is required
on official documents, such as tax dec-
larations, obtaining the seal or stamp is
counted. Similarly, if a company must
open a bank account in order to com-
plete any subsequent procedure—such
as registering for value added tax or
showing proof of minimum capital
deposit—this transaction is included as
a procedure. Shortcuts are counted only
if they fulfill four criteria: they are legal,
they are available to the general public,
they are used by the majority of compa-
nies, and avoiding them causes delays.



Only procedures required of all busi-
nesses are covered. Industry-specific
procedures are excluded. For example,
procedures to comply with environmen-
tal regulations are included only when
they apply to all businesses conduct-
ing general commercial or industrial
activities. Procedures that the company
undergoes to connect to electricity,
water, gas and waste disposal services
are not included in the starting a busi-
ness indicators.

Time

Time is recorded in calendar days. The
measure captures the median duration
that incorporation lawyers or notaries

TABLE 12.4 What do the starting

a business indicators measure?

Procedures to legally start and formally
operate a company (number)

Preregistration (for example, name verification or
reservation, notarization)

Registration in the economy’s largest business city?

Postregistration (for example, social security
registration, company seal)

Obtaining approval from spouse to start a
business, to leave the home to register the
company or open a bank account.

Obtaining any gender specific document for
company registration and operation, national
identification card or opening a bank account.

Time required to complete each procedure
(calendar days)

Does not include time spent gathering
information

Each procedure starts on a separate day

(two procedures cannot start on the same day)—
though procedures that can be fully completed
online are an exception to this rule

Registration process considered completed once
final incorporation document is received or
company can officially start operating

No prior contact with officials takes place

Cost required to complete each procedure
(% of income per capita)

Official costs only, no bribes

No professional fees unless services required by
law or commonly used in practice

Paid-in minimum capital (% of income per
capita)

Funds deposited in a bank or with a notary
before registration (or up to three months after
incorporation)

a. For 11 economies the data are also collected for
the second largest business city.

indicate is necessary in practice to com-
plete a procedure with minimum follow-
up with government agencies and no
unofficial payments. It is assumed that
the minimum time required for each pro-
cedure is one day, except for procedures
that can be fully completed online, for
which the time required is recorded as
half a day. Although procedures may take
place simultaneously, they cannot start
on the same day (that is, simultaneous
procedures start on consecutive days),
again with the exception of procedures
that can be fully completed online. A reg-
istration process is considered completed
once the company has received the final
incorporation document or can officially
commence business operations. If a pro-
cedure can be accelerated legally for an
additional cost, the fastest procedure is
chosen if that option is more beneficial
to the economy's ranking. When obtain-
ing spouse’s approval, it is assumed that
permission is granted at no additional
cost unless the permission needs to
be notarized. It is assumed that the
entrepreneur does not waste time and
commits to completing each remaining
procedure without delay. The time that
the entrepreneur spends on gathering
information is ignored. It is assumed
that the entrepreneur is aware of all
entry requirements and their sequence
from the beginning but has had no prior
contact with any of the officials involved.

Cost

Cost is recorded as a percentage of the
economy's income per capita. It includes
all official fees and fees for legal or profes-
sional services if such services are required
by law or commonly used in practice. Fees
for purchasing and legalizing company
books are included if these transactions
are required by law. Although value added
tax registration can be counted as a sepa-
rate procedure, value added tax is not part
of the incorporation cost. The company
law, the commercial code and specific
regulations and fee schedules are used
as sources for calculating costs. In the
absence of fee schedules, a government
officer's estimate is taken as an official

DATA NOTES

source. In the absence of a government
officer's estimate, estimates by incorpora-
tion lawyers are used. If several incorpora-
tion lawyers provide different estimates,
the median reported value is applied. In all
cases the cost excludes bribes.

Paid-in minimum capital

The paid-in minimum capital requirement
reflects the amount that the entrepreneur
needs to deposit in a bank or with a notary
before registration or up to three months
after incorporation and is recorded as a
percentage of the economy’s income per
capita. The amount is typically specified
in the commercial code or the company
law. Many economies require minimum
capital but allow businesses to pay only a
part of it before registration, with the rest
to be paid after the first year of operation.
In Turkey in June 2015, for example, the
minimum capital requirement was 10,000
Turkish liras, of which one-fourth needed
to be paid before registration. The paid-in
minimum capital recorded for Turkey is
therefore 2,500 Turkish liras, or 10.2%
of income per capita.

REFORMS

The starting a business indicator set
tracks changes related to the ease of
incorporating and formally operating
a limited liability company every year.
Depending on the impact on the data,
certain changes are classified as reforms
and listed in the summaries of Doing
Business reforms in the 2015/2016 sec-
tion of the report in order to acknowl-
edge the implementation of significant
changes. Reforms are divided into two
types: those that make it easier to do
business and those changes that make it
more difficult to do business. The start-
ing a business indicator set uses one
criterion to recognize a reform.

The aggregate gap on the overall distance
to frontier of the indicator set is used to
assess the impact of data changes. Any
data update that leads to a change of two
or more percentage points on the relative
distance to frontier gap is classified as a
reform (for more details on the relative
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gap see the chapter on the distance to
frontier and ease of doing business rank-
ing). For example if the implementation
of a new one-stop shop for company
registration reduces time and procedures
in a way that the overall relative gap
decreases by two percentage points or
more, the change is classified as a reform.
On the contrary, minor fee updates or
other small changes in the indicators that
have an aggregate impact of less than
two percentage points on the relative
gap are not classified as a reform, but
their impact is still reflected in the most
updated indicators for this indicator set.

The data details on starting a business can
be found for each economy at http,/www.
doingbusiness.org. This methodology was
developed by Djankov and others (2002)
and is adopted here with minor changes.

DEALING WITH
CONSTRUCTION PERMITS

Doing Business records all procedures
required for a business in the construc-
tion industry to build a warehouse, along
with the time and cost to complete each
procedure. In addition, Doing Business
measures the building quality control
index, evaluating the quality of build-
ing regulations, the strength of quality
control and safety mechanisms, liability
and insurance regimes, and professional
certification requirements. Information is
collected through a questionnaire admin-
istered to experts in construction licens-
ing, including architects, civil engineers,
construction lawyers, construction firms,
utility service providers, and public offi-
cials who deal with building regulations,
including approvals, permit issuance,
and inspections.

The ranking of economies on the ease of
dealing with construction permits is deter-
mined by sorting their distance to frontier
scores for dealing with construction per-
mits. These scores are the simple average
of the distance to frontier scores for each
of the component indicators (figure 12.3).

EFFICIENCY OF
CONSTRUCTION PERMITTING

Doing Business divides the process of build-
ing a warehouse into distinct procedures
in the questionnaire and solicits data for
calculating the time and cost to complete
each procedure (figure 12.4). These proce-
dures include, but are not limited to:
® Obtaining and submitting all rel-
evant project-specific documents
(for example, building plans, site
maps and certificates of urbanism)
to the authorities.
= Hiring external third-party supervisors,
consultants, engineers or inspectors
(if necessary).
= Obtaining all necessary clearances,
licenses, permits and certificates.
= Submitting all required notifications.
= Requesting and receiving all neces-
sary inspections (unless completed by
a hired private, third-party inspector).

Doing Business also records procedures for
obtaining connections for water and sew-
erage. Procedures necessary to register
the warehouse so that it can be used as
collateral or transferred to another entity
are also counted.

To make the data comparable across
economies, several assumptions about
the construction company, the warehouse
project and the utility connections are used.

FIGURE 12.3  Dealing with construction
permits: efficiency and quality of building
regulation

Rankings are based on distance to
frontier scores for four indicators
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Assumptions about the
construction company
The construction company (BuildCo):

= |5 a limited liability company (or its

legal equivalent);

= Operates in the economy'’s largest
business city. For 11 economies the
data are also collected for the second
largest business city (table 12A.1);

= |s 100% domestically and privately
owned;

= Has five owners, none of whom is a
legal entity;

FIGURE 12.4 What are the time, cost and number of procedures to comply with

formalities to build a warehouse?
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= |s fully licensed and insured to carry
out construction projects, such as
building warehouses;

= Has 60 builders and other employees,
all of them nationals with the techni-
cal expertise and professional experi-
ence necessary to obtain construction
permits and approvals;

® Has a licensed architect and a
licensed engineer, both registered
with the local association of archi-
tects or engineers. BuildCo is not
assumed to have any other employ-
ees who are technical or licensed
specialists, such as geological or
topographical experts;

= Has paid all taxes and taken out all
necessary insurance applicable to its
general business activity (for example,
accidental insurance for construction
workers and third-person liability);

= Owns the land on which the ware-
house will be built and will sell the
warehouse upon its completion.

Assumptions about the
warehouse
The warehouse:
= Will be used for general storage
activities, such as storage of books or
stationery. The warehouse will not be
used for any goods requiring special
conditions, such as food, chemicals,
or pharmaceuticals;
= Will have two stories, both above
ground, with a total constructed
area of approximately 1,300.6 square
meters (14,000 square feet). Each
floor will be 3 meters (9 feet, 10
inches) high;
= Will have road access and be located
in the periurban area of the economy’s
largest business city (that is, on the
fringes of the city but still within its
official limits). For 11 economies the
data are also collected for the second
largest business city;
= Will not be located in a special
economic or industrial zone;
= Will be located on a land plot of
approximately 929 square meters
(10,000 square feet) that is 100%
owned by BuildCo and is accurately

registered in the cadastre and
land registry;

® |svalued at 50 times income per capita;

= Will be a new construction (with no
previous construction on the land),
with no trees, natural water sources,
natural reserves, or historical monu-
ments of any kind on the plot;

= Will have complete architectural and
technical plans prepared by a licensed
architect. If preparation of the plans
requires such steps as obtaining fur-
ther documentation or getting prior
approvals from external agencies,
these are counted as procedures;

= Will include all technical equipment
required to be fully operational;

= Will take 30 weeks to construct
(excluding all delays due to adminis-
trative and regulatory requirements);

Assumptions about the utility
connections
The water and sewerage connections:
= Will be 150 meters (492 feet)
from the existing water source and
sewer tap. If there is no water delivery
infrastructure in the economy, a
borehole will be dug. If there is no
sewerage infrastructure, a septic tank
in the smallest size available will be
installed or built;
= Will not require water for fire protec-
tion reasons; a fire extinguishing
system (dry system) will be used
instead. If a wet fire protection sys-
tem is required by law, it is assumed
that the water demand specified
below also covers the water needed
for fire protection;
= Will have an average water use of
662 liters (175 gallons) a day and an
average wastewater flow of 568 liters
(150 gallons) a day. Will have a peak
water use of 1,325 liters (350 gallons)
a day and a peak wastewater flow of
1,136 liters (300 gallons) a day;
= Will have a constant level of water
demand and wastewater flow
throughout the year;
= Will be Tinch in diameter for the water
connection and 4 inches in diameter
for the sewerage connection.

DATA NOTES

Procedures

A procedure is any interaction of the
building company’'s employees, manag-
ers, or any party acting on behalf of the
company with external parties, including
government agencies, notaries, the land
registry, the cadastre, utility companies,
and public inspectors—and the hiring of
external private inspectors and techni-
cal experts where needed. Interactions
between company employees, such as
development of the warehouse plans and
internal inspections, are not counted as
procedures. However, interactions with
external parties that are required for
the architect to prepare the plans and
drawings (such as obtaining topographic
or geological surveys), or to have such
documents approved or stamped by
external parties, are counted as pro-
cedures. Procedures that the company
undergoes to connect the warehouse
to water and sewerage are included. All
procedures that are legally required and
that are done in practice by the majority
of companies to build a warehouse are
counted, even if they may be avoided in
exceptional cases. This includes obtain-
ing technical conditions for electricity
or clearance of the electrical plans only
if they are required to obtain a building
permit (table 12.5).

Time

Time is recorded in calendar days. The
measure captures the median duration
that local experts indicate is necessary
to complete a procedure in practice. It is
assumed that the minimum time required
for each procedure is one day, except for
procedures that can be fully completed
online, for which the time required is
recorded as half a day. Although proce-
dures may take place simultaneously,
they cannot start on the same day (that
is, simultaneous procedures start on con-
secutive days), again with the exception
of procedures that can be fully completed
online. If a procedure can be acceler-
ated legally for an additional cost and
the accelerated procedure is used by the
majority of companies, the fastest time
to complete a procedure is chosen. It is
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legislation can be found on an official
government website (a score of 1). The
legislation specifies the list of required
documents to submit, the fees to be paid,
and all required preapprovals of the draw-

Nor are deposits that must be paid up
front and are later refunded. The building
code, information from local experts, and
specific regulations and fee schedules
are used as sources for costs. If several

TABLE 12.5 What do the indicators on

the efficiency of construction permitting
measure?

Procedures to legally build a warehouse
(number)

Submitting all relevant documents and obtaining
all necessary clearances, licenses, permits and
certificates

Submitting all required notifications and receiving
all necessary inspections

Obtaining utility connections for water and
sewerage

Registering the warehouse after its completion
(if required for use as collateral or for transfer of
the warehouse)

Time required to complete each procedure
(calendar days)

Does not include time spent gathering
information

Each procedure starts on a separate day—
though procedures that can be fully completed
online are an exception to this rule

Procedure considered completed once final
document is received

No prior contact with officials

Cost required to complete each procedure
(% of warehouse value)

Official costs only, no bribes

assumed that BuildCo does not waste
time and commits to completing each
remaining procedure without delay. The
time that BuildCo spends on gathering
information is not taken into account. It
is assumed that BuildCo is aware of all
building requirements and their sequence
from the beginning.

Cost

Cost is recorded as a percentage of the
warehouse value (assumed to be 50
times income per capita). Only official
costs are recorded. All fees associated
with completing the procedures to legally
build a warehouse are recorded, including
those associated with obtaining land use
approvals and preconstruction design
clearances; receiving inspections before,
during and after construction; obtain-
ing utility connections; and registering
the warehouse at the property registry.
Nonrecurring taxes required for the com-
pletion of the warehouse project are also
recorded. Sales taxes (such as value added
tax) or capital gains taxes are not recorded.

local partners provide different estimates,

the median reported value is used.

BUILDING QUALITY CONTROL

The building quality control index is based

on six other indices—the quality of build-
ing regulations, quality control before,
during and after construction, liability and
insurance regimes, and professional certi-
fications indices (table 12.6). The indicator
is based on the same case study assump-

tions as the measures of efficiency.

Quality of building regulations
index

The quality of building regulations index

has two components:

= \Whether building regulations are eas-
ily accessible. A score of 1is assigned
if building regulations (including the
building code) or regulations dealing
with construction permits are avail-
able on a website that is updated as
new regulations are passed; 0.5 if the
building regulations are available free
of charge (or for a nominal fee) at the
relevant permit-issuing authority; O if
the building regulations must be pur-
chased or if they are not made easily
accessible anywhere.
Whether the requirements for obtaining
a building permit are clearly specified. A
score of 1is assigned if the building reg-
ulations (including the building code)
or any accessible website, brochure,
or pamphlet clearly specifies the list of
required documents to submit, the fees
to be paid, and all required preapprovals
of the drawings or plans by the relevant
agencies; O if none of these sources
specify any of these requirements or if
these sources specify fewer than the
three requirements mentioned above.

The index ranges from O to 2, with
higher values indicating clearer and more
transparent building regulations. In the
United Kingdom, for example, all relevant

ings or plans by the relevant agencies
(a score of 1). Adding these numbers
gives the United Kingdom a score of 2 on
the quality of building regulations index.

Quality control before
construction index
The quality control before construction
index has one component:
= \Whether by law, a licensed architect
or licensed engineer is part of the

TABLE 12.6 What do the indicators on

building quality control measure?

Quality of building regulations index (0-2)

Accessibility of building regulations

Clarity of requirements for obtaining a building
permit

Quality control before construction index
(0-1)

Whether licensed or technical experts approve
building plans

Quality control during construction index
(0-3)

Types of inspections legally mandated during
construction

Implementation of legally mandated inspections
in practice

Quality control after construction index

Final inspection legally mandated after
construction

Implementation of legally mandated final
inspection in practice

Liability and insurance regimes index (0-2)

Parties held legally liable for structural flaws after
building occupancy

Parties legally mandated to obtain insurance to
cover structural flaws after building occupancy or
insurance is commonly obtained in practice

Professional certifications index (0-4)

Qualification requirements for individual who
approves building plans

Qualification requirements for individual who
supervises construction or conducts inspections

Building quality control index (0-15)

Sum of the quality of building regulations, quality
control before construction, quality control during
construction, quality control after construction,
liability and insurance regimes, and professional
certifications indices




committee or team that reviews and
approves building permit applications
and whether that person has the
authority to refuse an application if
the plans are not in conformity with
regulations. A score of 1 is assigned
if the national association of archi-
tects or engineers (or its equivalent)
must review the building plans, if an
independent firm or expert who is a
licensed architect or engineer must
review the plans, if the architect or
engineer who prepared the plans
must submit an attestation to the
permit-issuing authority stating that
the plans are in compliance with the
building regulations or if a licensed
architect or engineer is part of the
committee or team that approves the
plans at the relevant permit-issuing
authority; O if no licensed architect or
engineer is involved in the review of the
plans to ensure their compliance with
building regulations.

The index ranges from O to 1, with higher
values indicating better quality control
in the review of the building plans. In
Rwanda, for example, the city hall in
Kigali must review the building permit
application, including the plans and
drawings, and both a licensed architect
and a licensed engineer are part of
the team that reviews the plans and
drawings. Rwanda therefore receives a
score of 1 on the quality control before
construction index.

Quality control during

construction index

The quality control during construction

index has two components:

= \Whether inspections are mandated by
law during the construction process.
A score of 2 is assigned if an in-house
supervising engineer (for example, an
employee of the building company),
an external supervising engineer
or a government agency is legally
mandated to conduct risk-based
inspections during construction. A
score of 1is assigned if an in-house
engineer (that is, an employee of

the building company), an external
supervising engineer or an external
inspections firm is legally mandated
to conduct technical inspections at
different stages during the construc-
tion of the building or if a government
agency is legally mandated to conduct
only technical inspections at different
stages during the construction. A
score of O is assigned if a government
agency is legally mandated to conduct
unscheduled inspections, or if no tech-
nical inspections are mandated by law.

= \Whether inspections during construc-
tion are implemented in practice. A
score of Tis assigned if the legally man-
dated inspections during construction
always occur in practice; O if the legally
mandated inspections do not occur in
practice, if the inspections occur most
of the time but not always, if inspec-
tions are not mandated by law regard-
less of whether or not they commonly
occur in practice.

The index ranges from O to 3, with
higher values indicating better quality
control after the construction process. In
Antigua and Barbuda, for example, the
Development Control Authority is legally
mandated to conduct phased inspections
under the Physical Planning Act of 2003
(ascore of 1). However, the Development
Control Authority rarely conducts these
inspections in practice (a score of 0).
Adding these numbers gives Antigua and
Barbuda a score of 1on the quality control
during construction index.

Quality control after

construction index

The quality control after construction

index has two components:

= \Whether a final inspection is mandated

by law in order to verify that the build-
ing was built in compliance with the
approved plans and existing building
regulations. A score of 2 is assigned if an
in-house supervising engineer (that is,
an employee of the building company),
an external supervising engineer or an
external inspections firm is legally man-
datedto verify that the building has been

DATA NOTES

built in accordance with the approved
plans and existing building regulations,
or if a government agency is legally
mandated to conduct a final inspec-
tion upon completion of the building;
0 if no final inspection is mandated
by law after construction and no third
party is required to verify that the
building has been built in accordance
with the approved plans and existing
building regulations.

= \Whether the final inspection is imple-
mented in practice. A score of 1 is
assigned if the legally mandated final
inspection after construction always
occurs in practice or if a supervising
engineer or firm attests that the build-
ing has been built in accordance with
the approved plans and existing build-
ing regulations; O if the legally man-
dated final inspection does not occur
in practice, if the legally mandated final
inspection occurs most of the time but
not always, or if a final inspection is not
mandated by law regardless of whether
or not it commonly occurs in practice.

The index ranges from O to 3, with higher
values indicating better quality control
after the construction process. In Haiti,
for example, the Municipality of Port-au-
Prince is legally mandated to conduct a
final inspection under the National Building
Code of 2012 (a score of 2). However, the
final inspection does not occur in practice
(a score of 0). Adding these numbers gives
Haiti a score of 2 on the quality control after
construction index.

Liability and insurance regimes

index

The liability and insurance regimes index

has two components:

= \Whether any parties involved in the

construction process are held legally
liable for latent defects such as struc-
tural flaws or problems in the building
onceitisinuse. A score of 1is assigned
if at least two of the following parties
are held legally liable for structural
flaws or problems in the building once
it is in use: the architect or engineer
who designed the plans for the
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building, the professional or agency
that conducted technical inspections,
or the construction company; 0.5 if
only one of the parties is held legally
liable for structural flaws or problems
in the building once it is in use; O if no
party is held legally liable for struc-
tural flaws or problems in the building
once it is in use, if the project owner
or investor is the only party held liable,
if liability is determined in court, or if
liability is stipulated in a contract.

® \Whether any parties involved in
the construction process is legally
required to obtain a latent defect
liability—or decennial (10 years)
liability—insurance policy to cover
possible structural flaws or problems
in the building once it is in use. A
score of 1is assigned if the architect
or engineer who designed the plans
for the building, the professional or
agency that conducted the technical
inspections, the construction com-
pany, or the project owner or investor
is required by law to obtain either a
decennial liability insurance policy
or a latent defect liability insurance
to cover possible structural flaws or
problems in the building once it is in
use or if a decennial liability insurance
policy or a latent defect liability insur-
ance is commonly obtained in practice
by the majority of any of these parties
even if not required by law; a score of
0 is assigned if no party is required
by law to obtain either a decennial
liability insurance or a latent defect
liability insurance and such insurance
is not commonly obtained in practice
by any party, if the requirement to
obtain an insurance policy is stipu-
lated in a contract, if any party must
obtain a professional insurance or an
all risk insurance to cover the safety
of workers or any other defects dur-
ing construction but not a decennial
liability insurance or a latent defect
liability insurance that would cover
defects after the building is in use, or
if any party is required to pay for any
damages caused on their own without
having to obtain an insurance policy.

The index ranges from O to 2, with higher
values indicating more stringent latent
defect liability and insurance regimes.
In Madagascar, for example, under
article 1792 of the Civil Code both the
architect who designed the plans and
the construction company are legally
held liable for latent defects for a period
of 10 years after the completion of the
building (a score of 1). However, there
is no legal requirement for any party to
obtain a decennial liability insurance
policy to cover structural defects, nor
do most parties obtain such insurance
in practice (a score of 0). Adding these
numbers gives Madagascar a score of 1on
the liability and insurance regimes index.

Professional certifications index
The professional certifications index has
two components:
= The qualification requirements of the
professional responsible for verify-
ing that the architectural plans or
drawings are in compliance with the
building regulations. A score of 2 is
assigned if this professional must
have a minimum number of years of
practical experience, must have a uni-
versity degree (a minimum of a bach-
elor's) in architecture or engineering,
and must also either be a registered
member of the national order (asso-
ciation) of architects or engineers or
pass a qualification exam. A score of
1is assigned if the professional must
have a university degree (a minimum
of a bachelor's) in architecture or
engineering and must also either
have a minimum number of years of
practical experience or be a registered
member of the national order (asso-
ciation) of architects or engineers or
pass a qualification exam. A score of
0 is assigned if the professional must
meet only one of the above require-
ments, if the professional must meet
two of the requirements but neither of
the two is to have a university degree,
or if the professional is subject to no
qualification requirements.
= The qualification requirements of the
professional who conducts the tech-

nical inspections during construction.
A score of 2 is assigned if this
professional must have a minimum
number of years of practical experi-
ence, must have a university degree
(a minimum of a bachelor's) in
engineering, and must also either be
a registered member of the national
order of engineers or pass a qualifica-
tion exam. A score of 1 is assigned
if the professional
university degree (a minimum of a
bachelor's) in engineering and must
also either have a minimum number

must have a

of years of practical experience or be
a registered member of the national
order (association) of engineers or
pass a qualification exam. A score of
0 is assigned if the professional must
meet only one of the requirements, if
the professional must meet two of the
requirements but neither of the two is
to have a university degree, or if the
professional is subject to no qualifica-
tion requirements.

The index ranges from O to 4, with higher
values indicating greater professional
certification requirements. In Cambodia,
for example, the professional responsible
for verifying that the architectural plans
or drawings are in compliance with the
building regulations must have a relevant
university degree and must pass a quali-
fication exam (a score of 1). However, the
professional conducting technical inspec-
tions during construction must only have
a university degree (a score of 0). Adding
these numbers gives Cambodia a score of
1on the professional certifications index.

Building quality control index
The building quality control index is
the sum of the scores on the quality
of building regulations, quality control
before construction, quality control
during construction, quality control after
construction, liability and insurance
regimes, and professional certifications
indices. The index ranges from O to 15,
with higher values indicating better qual-
ity control and safety mechanisms in the
construction regulatory system.



If an economy issued no building permits
between June 2015 and June 2016 or
if the applicable building legislation in
the economy is not being implemented,
the economy receives a “no practice”
mark on the procedures, time and cost
indicators. In addition, a “no practice”
economy receives a score of O on the
building quality control index even if
its legal framework includes provisions
related to building quality control and
safety mechanisms.

REFORMS

The dealing with construction permits
indicator set tracks changes related
to the efficiency and quality of con-
struction permitting systems every
year. Depending on the impact on the
data certain changes are classified
as reforms and listed in the sum-
maries of Doing Business reforms in
2015/2016 section of the report in
order to acknowledge the implementa-
tion of significant changes. Reforms
are divided into two types: those that
make it easier to do business and those
changes that make it more difficult to
do business. The dealing with construc-
tion permits indicator set uses only one
criterion to recognize a reform.

The aggregate gap on the overall distance
to frontier of the indicator set is used to
assess the impact of data changes. Any
data update that leads to a change of 2
or more percentage points on the relative
distance to frontier gap is classified as a
reform (for more details on the relative
gap, see the chapter on the distance to
frontier and ease of doing business rank-
ing). For example if the implementation
of a new electronic permitting system
reduces time in a way that the overall rela-
tive gap decreases by 2 percentage points
or more, such a change is classified as a
reform. On the contrary, minor fee updates
or other smaller changes in the indicators
that have an aggregate impact of less than
2 percentage points on the relative gap are
not classified as a reform, but their impact
is still reflected on the most updated indi-
cators for this indicator set.

The data details on dealing with construc-
tion permits can be found for each economy
at http.//www.doingbusiness.org.

GETTING ELECTRICITY

Doing Business records all procedures
required for a business to obtain a perma-
nent electricity connection and supply for
a standardized warehouse (figure 12.5).
These procedures include applications
and contracts with electricity utilities,
all necessary inspections and clearances
from the distribution utility and other
agencies, and the external and final con-
nection works. The questionnaire divides
the process of getting an electricity
connection into distinct procedures and
solicits data for calculating the time and
cost to complete each procedure.

In addition, Doing Business also measures
the reliability of supply and transpar-
ency of tariffs index (included in the
aggregate distance to frontier score and
ranking on the ease of doing business)
and the price of electricity (omitted from
these aggregate measures). The reliabil-
ity of supply and transparency of tariffs
index encompasses quantitative data
on the duration and frequency of power
outages as well as qualitative informa-
tion on the mechanisms put in place by
the utility for monitoring power outages

DATA NOTES

and restoring power supply, the report-
ing relationship between the utility and
the regulator for power outages, the
transparency and accessibility of tariffs
and whether the utility faces a financial
deterrent aimed at limiting outages
(such as a requirement to compensate
customers or pay fines when outages
exceed a certain cap).

The ranking of economies on the ease of
getting electricity is determined by sorting
their distance to frontier scores for getting
electricity. These scores are the simple
average of the distance to frontier scores
for all the component indicators except
the price of electricity (figure 12.6).

Data on reliability of supply are collected
from the electricity distribution utilities or
regulators, depending upon the specific
technical nature of the data. The rest of
the data, including data on transparency
of tariffs and procedures for obtaining
electricity connection, are collected from
all market players—the electricity distribu-
tion utility, electricity regulatory agencies
and independent professionals such as
electrical engineers, electrical contrac-
tors and construction companies. The
electricity distribution utility consulted is
the one serving the area (or areas) where
warehouses are located. If there is a choice
of distribution utilities, the one serving the
largest number of customers is selected.

FIGURE 12.5 Doing Business measures the connection process at the level of

distribution utilities
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To make the data comparable across
economies, several assumptions about
the warehouse, the electricity connection
and the monthly consumption are used.

Assumptions about the
warehouse
The warehouse:
® |s owned by a local entrepreneur.
® |s |ocated in the economy’s largest
business city. For 11 economies the
data are also collected for the second
largest business city (table 12A.1).
® |s |ocated in an area where similar
warehouses are typically located. In
this area a new electricity connection
is not eligible for a special invest-
ment promotion regime (offering
special subsidization or faster service,
for example).
® |s |ocated in an area with no physical
constraints. For example, the property
is not near a railway.
® |sanew construction and is being con-
nected to electricity for the first time.
® Has two stories, both above ground,
with a total surface area of approxi-
mately 1,300.6 square meters (14,000
square feet). The plot of land on which

FIGURE 12.6  Getting electricity:
efficiency, reliability and transparency

Rankings are based on distance to
frontier scores for four indicators
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Note: The price of electricity is measured but does
not count for the rankings.

it is built is 929 square meters (10,000
square feet).
® |s used for storage of goods.

Assumptions about the
electricity connection
The electricity connection:
= |s a permanent one.
® |s athree-phase, four-wire Y connection
with a subscribed capacity of 140-kilo-
volt-ampere (kVA) with a power factor
of 1, when 1kVA =1 kilowatt (kW).
® Has a length of 150 meters. The con-
nection is to either the low- or medi-
um-voltage distribution network and
is either overhead or underground,
whichever is more common in the
area where the warehouse is located.
® Requires works that involve the
crossing of a 10-meter wide road (by
excavation, overhead lines) but are
all carried out on public land. There is
no crossing of other owners' private
property because the warehouse has
access to a road.
® |ncludes only negligible length in the
customer's private domain.
= Does not require work to install the
internal wiring of the warehouse. This
has already been completed up to and
including the customer’s service panel
or switchboard and the meter base.

Assumptions about the monthly
consumption for March
® |tis assumed that the warehouse oper-
ates 30 days a month from 9:00 a.m. to
5:00 p.m. (8 hours a day), with equip-
ment utilized at 80% of capacity on
average and that there are no electricity
cuts (assumed for simplicity reasons).
® The monthly energy consumption is
26,880 kilowatt-hours (kWh); hourly
consumption is 112 kWh.
= |f multiple electricity suppliers exist,
the warehouse is served by the
cheapest supplier.
® Tariffs effective in March of the
current year are used for calculation
of the price of electricity for the
warehouse. Although March has
31 days, for calculation purposes only
30 days are used.

Procedures

A procedure is defined as any interac-
tion of the company’'s employees or its
main electrician or electrical engineer
(that is, the one who may have done the
internal wiring) with external parties,
such as the electricity distribution utility,
electricity supply utilities, government
agencies, electrical contractors and
electrical firms. Interactions between
company employees and steps related to
the internal electrical wiring, such as the
design and execution of the internal elec-
trical installation plans, are not counted
as procedures. Procedures that must be
completed with the same utility but with
di