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Doing Business 2012 is the ninth in a series of an-
nual reports investigating the regulations that
enhance business activity and those that con-
strain it. Doing Business presents quantitative
indicators on business regulation and the pro-
tection of property rights that can be compared
across 183 economies—from Afghanistan to
Zimbabwe—and over time.

Regulations affecting 11 areas of the life of a
business are covered: starting a business, deal-
ing with construction permits, getting electric-
ity, registering property, getting credit, pro-
tecting investors, paying taxes, trading across
borders, enforcing contracts, resolving insolven-
cy (formerly closing a business) and employing
workers. The employing workers data are not
included in this year's ranking on the ease of do-
ing business.

Data in Doing Business 2012 are current as of June
1, 201. The indicators are used to analyze eco-
nomic outcomes and identify what reforms of
business regulation have worked, where and why.
Chapters exploring these issues for each of the 11
Doing Business topics—as well as showing global
trends—are being published online this year. The
chapters are available on the Doing Business web-
site at http://www.doingbusiness.org.

The methodology for the dealing with construc-
tion permits, getting credit and paying taxes
indicators changed for Doing Business 2012. See
the data notes for details.






Preface

Enabling private sector growth—and ensuring that poor people can participate in its benefits—
requires a regulatory environment where new entrants with drive and good ideas, regardless of
their gender or ethnic origin, can get started in business and where firms can invest and grow,
generating more jobs. Doing Business 2012 is the ninth in a series of annual reports benchmarking
the regulations that enhance business activity and those that constrain it. The report presents
quantitative indicators on business regulation and the protection of property rights for 183
economies—from Afghanistan to Zimbabwe. The data are current as of June 2011.

A fundamental premise of Doing Business is that economic activity requires good rules—rules
that establish and clarify property rights and reduce the cost of resolving disputes; rules that
increase the predictability of economic interactions and provide contractual partners with
certainty and protection against abuse. The objective is regulations designed to be efficient,
accessible to all and simple in their implementation. In some areas Doing Business gives higher
scores for regulation providing stronger protection of investor rights, such as stricter disclo-
sure requirements in related-party transactions.

Doing Business takes the perspective of domestic, primarily smaller companies and measures
the regulations applying to them through their life cycle. This year's report ranks economies on
the basis of 10 areas of regulation—for starting a business, dealing with construction permits,
getting electricity, registering property, getting credit, protecting investors, paying taxes, trad-
ing across borders, enforcing contracts and resolving insolvency (formerly closing a business).
In addition, data are presented for regulations on employing workers.

Doing Business is limited in scope. It does not attempt to measure all costs and benefits of
a particular law or regulation to society as a whole. Nor does it measure all aspects of the
business environment that matter to firms and investors or affect the competitiveness of an
economy. Its aim is simply to supply business leaders and policy makers with a fact base for
informing policy making and to provide open data for research on how business regulations
and institutions affect such economic outcomes as productivity, investment, informality, cor-
ruption, unemployment and poverty.

Through its indicators, Doing Business has tracked changes to business regulation around the
world, recording more than 1,750 improvements since 2004. Against the backdrop of the
global financial and economic crisis, policy makers around the world continue to reform busi-
ness regulation at the level of the firm, in some areas at an even faster pace than before.

These continued efforts prompt questions: How has business regulation changed around the
world—and how have the changes affected firms and economies? Drawing on a now longer
time series, the report introduces a measure to illustrate how the regulatory environment
for business has changed in absolute terms in each economy over the 6 years since Doing
Business 2006 was published in 2005. The “distance to frontier” measure, which assesses the
level of change in each economy'’s regulatory environment as measured by Doing Business,
complements the aggregate ranking on the ease of doing business, which benchmarks each
economy'’s current performance on the indicators against that of all other economies in the
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Doing Business sample (for more detail, see the chapter on the ease of doing business and
distance to frontier).

There still remains an unfinished agenda for research into what regulations constitute binding
constraints, what package of regulatory reforms is most effective and how these issues are
shaped by the context in an economy. To stimulate new research in this area, Doing Business
plans a conference for the fall of 2012. Its aim will be to deepen our understanding of the
connections between business regulation reforms and broader economic outcomes.

Doing Business would not be possible without the expertise and generous input of a network of
more than 9,000 local experts, including lawyers, business consultants, accountants, freight
forwarders, government officials and other professionals routinely administering or advising
on the relevant legal and regulatory requirements in the 183 economies covered. In particular,
the Doing Business team would like to thank its global contributors: Allen & Overy LLP; Baker
& McKenzie; Cleary Gottlieb Steen & Hamilton LLP ; Ernst & Young; lus Laboris, Alliance of
Labor, Employment, Benefits and Pensions Law Firms; KPMG; the Law Society of England and
Wales; Lex Mundi, Association of Independent Law Firms; Panalpina; PwC; Raposo Bernardo
& Associados; Russell Bedford International; SDV International Logistics; and Toboc Inc.

The project also benefited throughout the past year from advice and input from governments
and policy makers around the world. In particular, the team would like to thank the govern-
ments of the Republic of Korea, the former Yugoslav Republic of Macedonia, Mexico and the
United Kingdom for providing input and feedback on the economy case studies. The team
would also like to thank the more than 60 governments that contributed detailed information
on business regulation reforms in 2010/11.

This volume is a product of the staff of the World Bank Group. The team would like to thank all
World Bank Group colleagues from the regional departments and networks for their contribu-
tions to this effort.

Janamitra Devan
Vice President and Head of Network
Financial & Private Sector Development

The World Bank Group



Executive summary

Over the past year a record number of gov-
ernments in Sub-Saharan Africa changed
their economy’s regulatory environment to
make it easier for domestic firms to start
up and operate. In a region where relatively
little attention was paid to the regulatory
environment only 8 years ago, regula-
tory reforms making it easier to do business
were implemented in 36 of 46 economies
between June 2010 and May 2011. That
represents 78% of economies in the region,
compared with an average of 56% over the
previous 6 years (figure 1.1).

Worldwide, regulatory reforms aimed at
streamlining such processes as starting a
business, registering property or dealing
with construction permits are still the most
common. But more and more economies are
focusing their reform efforts on strengthen-
ing legal institutions such as courts and
insolvency regimes and enhancing legal
protections of investors and property rights.
This shift has been particularly pronounced in
low- and lower-middle-income economies,

where 43% of all reforms recorded by Doing
Business in 2010/11 focused on aspects
captured by the getting credit, protecting
investors, enforcing contracts and resolving
insolvency indicators (figure 1.2).

Overall in 2010/1, governments in 125
economies implemented 245 institutional
and regulatory reforms as measured by
Doing Business—13% more than in the previ-
ous year (box 1.1). A faster pace of regulatory
reform is good news for entrepreneurs in
developing economies. Starting a business is
a leap of faith under any circumstances. For
the poor, starting a business or finding a job
is an important way out of poverty." In most
parts of the world small and medium-size
businesses are often the main job creators.?
Yet entrepreneurs in developing economies
tend to encounter greater obstacles than
their counterparts in high-income econo-
mies. Finding qualified staff and dealing
with lack of adequate infrastructure are
among the challenges. Overly burdensome
regulations and inefficient institutions that

discourage the creation and expansion of
businesses compound the problems.

Through indicators

economies, Doing Business measures and

benchmarking 183

tracks changes in the regulations applying
to domestic companies in 11 areas in their
life cycle (box 1.2). A fundamental premise
of Doing Business is that economic activity
requires good rules that are transparent and
accessible to all. Such regulations should
be efficient, striking a balance between
safeguarding some important aspects of
the business environment and avoiding
distortions that impose unreasonable costs
on businesses. Where business regulation
is burdensome and competition limited,
success depends more on whom you know
than on what you can do. But where regula-
tions are relatively easy to comply with and
accessible to all who need to use them,
anyone with talent and a good idea should
be able to start and grow a business in the
formal sector.

FIGURE 1.1

A large number of economies in Sub-Saharan Africa reformed business regulation in 2010/11

Share of economies with at least 1 Doing Business reform making it easier to do business

OECD,
high income

68% j,

7,
&»M‘

D

Ere

- 5% )

i “;Latin America
= . ‘& Caribbean

This map was produced by the Map Design
Unit of The World Bank. The boundaries, colors,
denominations and any other information shown
on this map do not imply, on the part of The
World Bank Group, any judgment on the legal
status of any territory, or any endorsement-gr=+—= """
acceptance of such boundaries. =

Source: Doing Business database.

Middle East "
& North Africa 61%\\\,

! ;;;?a‘ ;
East Asi. \
& Pacifi;f%’?

Share of economies in Sub-Saharan Africa
with at least 1 Doing Business reform making
it easier to do business (%)

by Doing Business report year
78
67
61 63 59
52




DOING BUSINESS 2012

Across regions, entrepreneurs in developing
economies face a regulatory environment
that is on average less business-friendly than
those in OECD high-income economies.
This means costlier and more bureaucratic
procedures to start a business, deal with
construction permits, register property,
trade across borders and pay taxes. Getting
an electricity connection, a new dimension
in this year's ease of doing business ranking,
costs more on average in Sub-Saharan Africa
than in any other part of the world—more
than 5400% of income per capita (the
average in OECD high-income economies is
93% of income per capita). Local businesses
complete more complex formalities to get
an electricity connection in many Eastern
European and Central Asian economies than
anywhere else in the world. But it is not just
about complex formalities or red tape. A less
business-friendly regulatory environment
also means weaker legal protections of
minority shareholders and weaker collateral
laws and institutions such as courts, credit
bureaus and collateral registries.

Globally, more efficient regulatory processes
often go hand in hand with stronger legal
institutions and property rights protections.
There is an association between the strength
of legal institutions and property rights
protections in an economy as captured by
several sets of Doing Business indicators (get-
ting credit, protecting investors, enforcing
contracts and resolving insolvency) and the
complexity and cost of regulatory processes
as captured by several others (starting a
business, dealing with construction permits,
getting electricity, registering property, pay-
ing taxes and trading across borders). OECD
high-income economies, by a large margin,
have the world's most business-friendly envi-
ronment on both dimensions (figure 1.3). At
the other end of the spectrum, economies in
Sub-Saharan Africa and South Asia are most
likely to have both weaker legal institutions
and more complex regulatory processes as
measured by Doing Business.

Some regions break away from the general
trend. One is the Middle East and North Africa,
a region where reform efforts over the past 6
years have focused mainly on simplifying regu-
lation. Today economies in the region often
combine relatively weaker legal institutions

FIGURE 1.2 In 2010/11 economies worldwide increasingly focused reform efforts on strengthening legal
institutions and property rights protections
Doing Business reforms making it easier to do business by type

Reforms strengthening Reforms increasing efficiency Number of
legal institutions ( of regulatory processes reforms
9 51
| 5%
33% 67% 53
Y % 63
Upper middle 6%
income 24% 76% 65
Lower midde 8% g1
income 28% 72% 57
. 46% 54% 50
Low income
18% 82% 41

Note: Reforms strengthening legal institutions are those in the areas of getting credit, protecting investors, enforcing contracts
and resolving insolvency. Reforms increasing efficiency of regulatory processes are those in the areas of starting a business,
dealing with construction permits, getting electricity, registering property, paying taxes and trading across borders.

Source: Doing Business database.

BOX 1.1 Key findings in this year's report

* In Sub-Saharan Africa 36 of 46 governments improved their economy’s regulatory environment
for domestic businesses in 2010/11—a record number since 2005. This is good news for entre-
preneurs in the region, where starting and running a business is still costlier and more complex
than in any other region of the world.

Worldwide, 125 economies implemented 245 reforms making it easier to do business in 2010/11,
13% more than in the previous year. In low- and lower-middle-income economies a greater share
of these changes were aimed at strengthening courts, insolvency regimes and investor protec-
tions than in earlier years. The pickup in the pace of regulatory reform is especially welcome for
small and medium-size businesses, the main job creators in many parts of the world.

Against the backdrop of the global financial and economic crisis, more economies strengthened
their insolvency regime in 2010/11 than in any previous year. Twenty-nine economies imple-
mented insolvency reforms, up from 16 the previous year and 18 the year before. Most were
OECD high-income economies or in Eastern Europe and Central Asia. Research has shown that
effective insolvency systems can influence the cost of debt, access to credit, and both the ability
of an economy to recover from a recession and the speed of its recovery.

New data show the importance of access to regulatory information. Fee schedules, documenta-
tion requirements and information relating to commercial cases and insolvency proceedings are
most easily accessible in OECD high-income economies and least accessible in Sub-Saharan
Africa and the Middle East and North Africa. The rise in e-government initiatives around the
world provides an opportunity to increase access to information and transparency.

A new measure shows that over the past 6 years, 94% of 174 economies covered by Doing Business
have made their regulatory environment more business-friendly. These economies moved closer to
the “frontier,” a synthetic measure based on the most business-friendly regulatory practices across
9 areas of business regulation—from starting a business to resolving insolvency.

A broad, sustained approach to managing business regulation is common among the 20 econo-
mies that have the most business-friendly regulatory environment today and among those that
made the greatest progress toward the “frontier” over the past 6 years. This year's report highlights
the experiences of the Republic of Korea, the former Yugoslav Republic of Macedonia, Mexico
and the United Kingdom. Korea just joined the top 10 economies on the ease of doing business
after streamlining business entry, tax administration and contract enforcement. FYR Macedonia
is among the economies that improved the most in the ease of doing business over the past year.

The economies that improved the most in the ease of doing business in 2010/11—with improve-
ments in 3 or more areas of regulation measured by Doing Business—are Morocco, Moldova,
FYR Macedonia, Sdo Tomé and Principe, Latvia, Cape Verde, Sierra Leone, Burundi, the Solomon
Islands, Korea, Armenia, and Colombia.



FIGURE 1.3 Stronger legal institutions and property rights protections are associated with more
efficient regulatory processes
Average ranking on sets of Doing Business indicators

Weaker legal institutions and
more expensive requlatory processes
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Note: Strength of legal institutions refers to the average ranking in getting credit, protecting investors, enforcing contracts and
resolving insolvency. Complexity and cost of regulatory processes refers to the average ranking in starting a business, dealing with
construction permits, getting electricity, registering property, paying taxes and trading across borders. The size of the bubble reflects
the number of economies in each region and the number is the average ranking on the ease of doing business for the region.
Correlation results for individual economies are significant at the 1% level after controlling for income per capita.

Source: Doing Business database.

BOX 1.2 Measuring regulation through the life cycle of a local business

This year's aggregate ranking on the ease of doing business is based on indicator sets that
measure and benchmark regulations affecting 10 areas in the life cycle of a business: starting a
business, dealing with construction permits, getting electricity, registering property, getting cred-
it, protecting investors, paying taxes, trading across borders, enforcing contracts and resolving
insolvency. Doing Business also looks at regulations on employing workers, which are not included
in this year's aggregate ranking.

Doing Business encompasses 2 types of data and indicators. One set of indicators focuses on
the strength of property rights and investor protections as measured by the treatment of a case
scenario according to the laws and regulations on the books. Doing Business gives higher scores
for stronger property rights and investor protections, such as stricter disclosure requirements
in related-party transactions. The second set of indicators focuses on the cost and efficiency
of regulatory processes such as starting a business, registering property and dealing with con-
struction permits. Based on time-and-motion case studies from the perspective of the business,
these indicators measure the procedures, time and cost required to complete a transaction in
accordance with all relevant regulations. Any interaction of the company with external parties
such as government agencies counts as 1 procedure. Cost estimates are recorded from official fee
schedules where these apply. For a detailed explanation of the Doing Business methodology, see
the data notes and the chapter “About Doing Business: measuring for impact.”

with relatively more efficient regulatory pro-

Policy makers worldwide recognize the

cesses. In Eastern Europe and Central Asia, by
contrast, economies have on average slightly
stronger legal institutions and less efficient
regulatory processes. In this region reform
efforts over the past 6 years have put greater
emphasis on strengthening legal institutions
and protection of property rights than those in
the Middle East and North Africa.

role that entrepreneurs play in creating
economic opportunities for themselves
and for others, and often take measures
to improve the investment climate and
boost productivity growth. Investments in
infrastructure—ports, roads, telecommu-
nications—are seen as a vital ingredient of
private sector development. In an increas-
ingly complex global economy, investments

EXECUTIVE SUMMARY

in education and training are critical. These
investments typically take time to bear fruit.
But economies that have made the transi-
tion from developing to high-income status
have generally done so by boosting the
skills and capabilities of their labor force. A
critical way for policy makers to encourage
entrepreneurship is by creating a regulatory
environment conducive to the creation and
growth of businesses—one that promotes
rather than inhibits competition.*

OPPORTUNITIES FOR GREATER
ACCESS TO INFORMATION IN
BUSINESS REGULATION

Institutions play a major role in private sector
development. Courts, registries, tax agencies
and credit information bureaus are essential
to make markets work. How efficient and
transparent they are matters greatly to busi-
ness. To improve the efficiency of processes
and institutions, governments around the
world—regardless  of
level—are making greater use of technol-
ogy. More than 100 of the 183 economies
covered by Doing Business use electronic
systems for services ranging from business
registration to customs clearance to court
filings.> This saves time and money for busi-
ness and government alike. It also provides
new opportunities to increase transparency

national  income

as well as to facilitate access to information
and compliance with regulation. But not all
economies take advantage of the oppor-
tunities for openness provided by the new
technologies. And at times fiscal constraints
and budgetary priorities have prevented
faster adoption of the latest technologies to
improve the quality of public services.

This year Doing Business researched how
businesses can access information es-
sential for complying with regulations
and formalities, such as documentation
requirements for trade or fee schedules for
business start-up, construction permitting
or electricity connections. Because some
economies lack fully developed information
technology infrastructure, the research also
explored whether economies used other
means to make such information easily ac-
cessible, such as posting fee schedules at
the relevant agency or disseminating them
through public notices.



DOING BUSINESS 2012

The findings are striking. In the ma-
jority of economies in Sub-Saharan
Africa and the Middle East and North
Africa, obtaining such information
requires a meeting with an official.
In all OECD high-income economies
documentation requirements for trade
are accessible online, at an agency or
through public notices (figure 1.4).
In the Middle East and North Africa
this is the case in only about 30%
of economies, and in Sub-Saharan
Africa in less than 50% of economies.
requirements  for
building permits are available online
or through public notices in only about

Documentation

40% of economies in these 2 regions.

Easier access to fee schedules and
lower fees tend to go hand in hand. In
economies where fee schedules are
easily accessible, starting a business
costs 18% of income per capita on
average; where they are not, it costs
66% of income per capita on average
(figure 1.5).

Beyond information that businesses
need to comply with regulation, institu-
tions such as courts provide informa-
tion that helps increase transparency
in the marketplace. Efficient and fair
courts are essential for creating the
trust needed for businesses to build

WHAT WERE THE TRENDS IN BUSINESS REGULATION REFORMS AROUND THE WORLD IN 2010/11?

In Sub-Saharan Africa measures to improve the regulatory environment for local businesses in
2010/1 included the first overhaul of a body of harmonized commercial laws in the region. The legal
reform by the Organization for the Harmonization of Business Law in Africa (OHADA) required the
consensus of its 16 member states.! This first stage simplified business entry and strengthened secured
transaction laws.

Overall in Sub-Saharan Africa, regulatory reform agendas have been broadening. Thirteen economies
implemented reforms making it easier to do business in 3 or more areas measured by Doing Business—
from business entry to exit—including postconflict economies such as Burundi, Liberia and Sierra Leone.
South Africa introduced a new company act streamlining business incorporation and a new reorganiza-
tion procedure facilitating the rehabilitation of financially distressed companies.

Against the backdrop of the global economic and financial crisis, changes to insolvency regimes
continued across Europe and among OECD high-income economies elsewhere.? Worldwide, 29 econo-
mies improved insolvency regimes in 2010/11, more than in any previous year. These included Austria,
Denmark, France, Italy, Poland, Slovenia and Switzerland as well as Bulgaria, Latvia, Lithuania, the former
Yugoslav Republic of Macedonia, Moldova, Montenegro, Romania, Serbia and Ukraine. Iceland tightened
approval requirements for related-party transactions. Greece, Portugal and Spain simplified business
start-up.

In other regions the pace of regulatory reform was uneven. In the Middle East and North Africa 61%
of economies implemented regulatory changes making it easier to do business. In Latin America and the
Caribbean the 3 economies with the most business-friendly regulatory environments, Chile, Peru and
Colombia, made them more so—each through regulatory reforms in 3 areas measured by Doing Business.
But there were no such reforms in Ecuador or the majority of the Caribbean states.?

Malaysia was one of the economies that took the lead in East Asia and the Pacific, introducing elec-
tronic filing in its courts, setting up specialized civil and commercial courts in Kuala Lumpur and merg-
ing company, tax, social security and employment fund registrations at the one-stop shop for business
start-up. Several small island states—the Solomon Islands, Tonga and Vanuatu—implemented regula-
tory reforms in 3 or more areas, often supported by donor programs. In South Asia the pace of regula-
tory reform remained steady over the past year. Sri Lanka and Bhutan were the most active. Sri Lanka
implemented tax changes and tightened disclosure requirements for transactions involving a conflict of
interest. Bhutan launched a public credit registry and streamlined business start-up.

1. OHADA is a system of common business laws and implementing institutions adopted by treaties among 16 West and
Central African nations. It was created by 14 initial member economies on October 17,1993, in Port Louis, Mauritius.

2. According to the International Monetary Fund (IMF 2009), the financial crisis resulted in a sharp increase in corpo-
rate and household defaults and firm bankruptcies.

3. No reforms making it easier to do business were recorded for Antigua and Barbuda, The Bahamas, Dominica,
Grenada, Haiti, Jamaica, St. Lucia, St. Vincent and the Grenadines, Suriname or Trinidad and Tobago in 2010/11.

FIGURE 1.4  Access to documentation requirements for building permits and trading across borders easiest in OECD high-income economies

Share of economies where documentation requirements are easily accessible (%)

e <

Eastern Europe Latin America Sub-Saharan ~ Middle East
& Central Asia & Caribbean  Africa

OECD South Asia
high income

East Asia
& Pacific

M For building permits

Average time to import goods (days)

78

Easily accessible Not easily

accessible

Economies by accessibility of documentation
requirements for trade

& North Africa

[ For trade

Note: Documentation requirements are considered easily accessible if they can be obtained through the website of the relevant authority or another government agency or through public notices, without
a need for an appointment with an official. The data sample for building permits includes 159 economies, and that for trade 175 economies. Differences in the second panel are statistically significant at

the 5% level after controlling for income per capita.
Source: Doing Business database.
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FIGURE 1.5

Easier access to fee schedules and lower fees tend to go hand in hand

Share of economies where fee schedules are easily accessible (%)
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Economies by accessibility of fee
schedules for company incorporation

Note: Fee schedules are considered easily accessible if they can be obtained through the website of the relevant authority or another government agency or through public notices, without a
need for an appointment with an official. The data sample for incorporation includes 174 economies, and that for electricity connections 181 economies. Differences in the second panel are
statistically significant at the 5% level after controlling for income per capita.

Source: Doing Business database.

new relationships and expand their mar-
kets—and for investors to invest. But it is not
only their role in efficient enforcement that
matters. Doing Business finds that in close to
75% of a sample of 151 economies, courts
are required by law to publicize the initiation
of insolvency proceedings.

HOW THE TOP 20 ECONOMIES
MANAGE BUSINESS REGULATION

The 20 economies with the most business-
friendly regulation as reflected in their
ranking on the ease of doing business are
Singapore; Hong Kong SAR, China; New
Zealand; the United States; Denmark;
Norway; the United Kingdom; the Republic
of Korea; Iceland; Ireland; Finland; Saudi
Arabia; Canada; Sweden; Australia; Georgia;
Thailand; Malaysia; Germany; and Japan
(table 1.1). As noted elsewhere in this
report, an economy'’s ranking on the ease
of doing business does not tell the whole
story about its business environment. The
underlying indicators do not account for all
factors important to doing business, such
as macroeconomic conditions, market size,
workforce skills and security. But they do
capture some key aspects of the regulatory
and institutional environment that matter
for firms. These 20 economies have imple-
mented effective yet streamlined procedures
for regulatory processes such as starting
a business and dealing with construction

permits as well as strong legal protections
of property rights. They also periodically
review and update business regulations as
part of a broader competitiveness agenda
and take advantage of new technologies
through e-government initiatives.

Only 2 decades ago some of these 20
economies faced challenges similar to those
in many lower-income economies today.
Consider Norway's property registry. Today
it is one of the world's most efficient. But in
1995 its paper records required 30 kilome-
ters of shelving and were growing at a rate
of 1 kilometer a year. Norway took steps to
change this. First it merged the land depart-
ment and survey information, then digitized
title certificates. In 2002 it amended the
50-year-old Land Transfer Act to allow
online titling. Online registration has been
required by law since 2008.

Sweden undertook a systematic review of
all regulations in the 1980s. Any unjustified
requirements were cut in a “guillotine” initia-
tive. (Mexico took a similar approach in the
1990s.) In Korea the Presidential Council on
National Competitiveness, created in 2008,
identified regulatory reform as 1 of 4 pillars
to improve the economy’s competitiveness,
along with public sector innovation, invest-
ment promotion, and legal and institutional
advancement. Reviewing Korea's business

regulations, the council found that 15% had
not been revised since 1998. The council
applied sunset clauses to more than 600
regulations and 3,500 administrative rules
(see the case study on Korea).

Policy makers in some economies today con-
sider regulatory reform a continual process
and create dedicated committees or agen-
cies such as Actal in the Netherlands and
the Better Regulation Executive in the United
Kingdom. These agencies not only routinely
assess existing regulations. They also pay
increasing attention to managing the flow of
new regulations.

In the United Kingdom in 2005-10 a
program reduced the burden of regulatory
compliance on businesses by 25% accord-
ing to the government.® That amounted to
savings for firms equivalent to £3.5 billion.
New initiatives are under way, such as the
“one in, one out” system and the Red Tape
Challenge (see the case study on the United
Kingdom). The European Union has also tar-
geted a 25% reduction in the administrative
burden that regulation imposes on business.
The underlying principle is to have “smart”
regulation, dispensing with cumbersome
and costly regulations that impair the private
sector’s capacity to innovate and grow while
maintaining regulations that promote a level
playing field.”

5
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TABLE 1.1 Rankings on the ease of doing business

DB2012 DB2011 DB2012 | DB2012 DB2011 DB2012 | DB2012 DB2011 DB2012
rank rank*  Economy reforms | rank rank*  Economy reforms | rank rank*  Economy reforms

1 1 |Singapore 0 62 59 | Poland 2 123 119 | Uganda 1

2 2 | Hong Kong SAR, China 2 63 60 | Ghana 0 124 123 | Swaziland 1

3 3 | New Zealand 1 64 70 | Czech Republic 2 125 127 | Bosnia and Herzegovina 2

4 4 | United States 0 65 64 | Dominica 0 126 120 | Brazil 1

5 5 | Denmark 1 66 69 | Azerbaijan 0 127 125 | Tanzania 1

6 7 | Norway 0 67 71 | Kuwait 0 128 130 | Honduras 2

7 6 | United Kingdom 1 68 76 | Trinidad and Tobago 0 129 126 | Indonesia 1

8 15 | Korea, Rep. 3 69 91 | Belarus 3 130 131 | Ecuador 0

9 13 |Iceland 2 70 67 | Kyrgyz Republic 0 131 128 | West Bank and Gaza 0
10 8 |lreland 0 Al 73 | Turkey 2 132 139 |India 1
" 14 | Finland 1 72 65 | Romania 2 133 133 | Nigeria 0
12 10 | Saudi Arabia 1 73 68 | Grenada 0 134 136 | Syrian Arab Republic 1
13 12 | Canada 1 74 81 | Solomon Islands 4 135 135 | Sudan 0
14 9 | Sweden 0 75 66 | St.Vincent and the Grenadines 0 136 134 | Philippines 1
15 11 | Australia 1 76 75 | Vanuatu 3 137 144 | Madagascar 2
16 17 | Georgia 4 77 72 |Fiji 0 138 138 | Cambodia 1
17 16 | Thailand 1 78 74 | Namibia 1 139 132 | Mozambique 0
18 23 | Malaysia 3 79 78 | Maldives 0 140 137 | Micronesia, Fed. Sts. 0
19 19 | Germany 0 80 79 | Croatia 1 141 150 | Sierra Leone 4
20 20 |Japan 0 81 99 | Moldova 4 142 146 | Bhutan 2
21 31 | latvia 4 82 77 | Albania 1 143 142 | Lesotho 1
22 34 | Macedonia, FYR 4 83 86 | Brunei Darussalam 1 144 140 | lran, Islamic Rep. 0
23 21 | Mauritius 0 84 80 | Zambia 0 145 141 | Malawi 2
24 18 | Estonia 0 85 82 | Bahamas, The 0 146 148 | Mali 2
25 24 | Taiwan, China 2 86 89 | Mongolia 1 147 152 | Tajikistan 1
26 22 | Switzerland 2 87 83 | ltaly 1 148 143 | Algeria 1
27 25 | Lithuania 2 88 85 | Jamaica 0 149 145 | Gambia, The 3
28 27 | Belgium 2 89 98 | Sri Lanka 2 150 151 | Burkina Faso 3
29 26 | France 1 90 107 | Uruguay 2 151 155 | Liberia 3
30 30 | Portugal 2 91 87 | China 0 152 149 | Ukraine 4
31 29 | Netherlands 0 92 88 | Serbia 2 153 147 | Bolivia 0
32 28 | Austria 1 93 92 | Belize 1 154 157 | Senegal 4
33 35 | United Arab Emirates 2 94 115 | Morocco 3 155 161 | Equatorial Guinea 1
34 32 |lsrael 2 95 84 | st.Kitts and Nevis 1 156 160 | Gabon 1
35 36 | South Africa 3 9% 95 | Jordan 2 157 156 | Comoros 1
36 38 | Qatar 2 97 93 | Guatemala 0 158 153 | Suriname 0
37 37 | Slovenia 3 98 90 | Vietnam 1 159 162 | Mauritania 1
38 33 | Bahrain 0 99 94 | Yemen, Rep. 1 160 154 | Afghanistan 1
39 41 | Chile 3 100 101 | Greece 2 161 165 | Cameroon 2
40 49 | Cyprus 1 101 97 | Papua New Guinea 0 162 158 | Togo 2
4 39 | Peru 3 102 100 | Paraguay 2 163 174 | Séo Tomé and Principe 4
42 47 | Colombia 3 103 109 | Seychelles 2 164 159 |lraq 0
43 42 | Puerto Rico (U.S.) 2 104 103 | Lebanon 1 165 163 | Lao PDR 0
44 45 | Spain 1 105 96 | Pakistan 0 166 164 | Uzbekistan 1
45 50 | Rwanda 3 106 102 | Marshall Islands 0 167 170 | Céte d'lvoire 3
46 40 | Tunisia 0 107 110 | Nepal 1 168 169 | Timor-Leste 2
47 58 | Kazakhstan 1 108 105 | Dominican Republic 1 169 177 | Burundi 4
48 43 | Slovak Republic 1 109 106 | Kenya 1 170 167 | Djibouti 1
49 53 | Oman 3 110 108 | Egypt, Arab Rep. 0 17 168 | Zimbabwe 0
50 44 | Luxembourg 0 M 104 | Ethiopia 0 172 171 | Angola 2
51 46 | Hungary 0 112 112 | El Salvador 1 173 172 | Niger 1
52 48 | St.Lucia 0 113 114 | Argentina 0 174 166 | Haiti 0
53 54 | Mexico 3 114 113 | Guyana 1 175 173 | Benin 2
54 52 | Botswana 0 115 111 | Kiribati 0 176 181 | Guinea-Bissau 2
55 61 | Armenia 5 116 116 | Palau 0 177 175 | Venezuela, RB 0
56 56 | Montenegro 3 17 117 | Kosovo 0 178 176 | Congo, Dem. Rep. 3
57 51 | Antigua and Barbuda 0 118 122 | Nicaragua 3 179 179 | Guinea 1
58 62 |Tonga 3 119 129 | Cape Verde 3 180 178 | Eritrea 0
59 57 | Bulgaria 2 120 124 | Russian Federation 4 181 180 | Congo, Rep. 1
60 55 |Samoa 0 121 121 | Costa Rica 2 182 183 | Central African Republic 3
61 63 | Panama 1 122 118 | Bangladesh 0 183 182 | Chad 2

=)

Note: The rankings for all economies are benchmarked to June 2011 and reported in the country tables. This year's rankings on the ease of doing business are the average of the economy’s rankings on
the 10 topics included in this year's aggregate ranking.

#Last year's rankings, shown in italics, are adjusted: they are based on 10 topics and reflect data corrections. The number of reforms excludes those making it more difficult to do business.
Source: Doing Business database.




Other initiatives share the objective of
making business regulation effective at the
lowest possible cost for business. In Sweden
the government recently commissioned the
Swedish Agency for Growth Policy Analysis
to conduct studies on the effect of rules
on the enterprise sector® Canada and the
United States have introduced impact as-
sessments to prevent the introduction of
regulations considered too costly to society.

At all levels, much attention is being paid
to transparent policy making. Governments
are making business regulation and the
regulatory process accessible, helped in
many cases by e-government initiatives.
The United Kingdom invites comment on
regulatory proposals on the website of the
Better Regulation Executive.® Canada and
the United States publish guidelines on the
evaluation process underlying the cost-
benefit analysis of new regulations.

DIFFERENCES IN PERFORMANCE
ACROSS AREAS OF BUSINESS
REGULATION

The economies making such continued
efforts, often over decades, often compare
well with others across all 10 areas of busi-
ness regulation included in this year's ease
of doing business ranking—and they do so
over time, reflecting a more consistent and
comprehensive approach to business regula-
tion. In many of the other economies, by
contrast, the degree to which regulations and
institutions are business-friendly varies fairly
widely across different areas of regulation.”®

This shows up in comparisons of an econ-
omy's 3 highest rankings on Doing Business
topics with its 3 lowest rankings (figure 1.6).
For example, Malaysia's top 3 rankings (on
getting credit, protecting investors and trad-
ing across borders) average 11, while its low-
est 3 (on dealing with construction permits,
getting electricity and registering property)
average /7.

For some economies this variance is due
in part to the rapid pace of reform in some
areas of business regulation. One such area
is business entry: more than 80% of the
183 economies covered by Doing Business
have made it easier to start a business since
2003. Among them is the Arab Republic of

Egypt, where starting a business is reason-
ably straightforward thanks to the imple-
mentation of an efficient one-stop shop.
But dealing with construction permits takes
about 7 months, and enforcing a contract
through the courts takes almost 3 years on
average. Egypt's top 3 rankings (on starting
a business, getting credit and trading across
borders) average 54, while its lowest 3 (on
dealing with construction permits, paying
taxes and enforcing contracts) average 149.

Indeed, reforms simplifying business entry
have been high on the agenda since early
on—particularly in common markets such
as the European Union, where businesses
are free to start and operate in any of the
member states. Over time such business
regulation reforms have increasingly been
undertaken by low- and lower-middle-
income economies. Many have been helped
by peer learning among policy makers, which
has picked up around the world. Every year
corporate registrars from 31 economies
meet to discuss challenges and solutions."
Representatives from Canada, which ranks
number 3 on the ease of starting a business,
are now advising economies as diverse as
Indonesia and Peru. In 2010/11, 53 econo-
mies made it easier to start a business (figure
1.7). Since 2005 the number of economies
where starting a business takes 20 days or

less has increased from 41to 98.

Improving the regulatory environment for
business can be difficult and take time, par-
ticularly if the improvements involve sub-
stantial institutional or legal changes. Some
require difficult political trade-offs. Outside
pressures may be needed to push through
legislative changes. So it is no surprise that
times of crisis have often proved to be a
time of opportunity. Against the backdrop
of the global economic and financial crisis,
the number of insolvency reforms increased
over the past 3 years, particularly in Europe
and among OECD high-income economies
In 2010/M,
around the world reformed their insolvency

elsewhere.” 29 economies
systems, more than in any previous year.
Most focused on improving reorganization
proceedings to allow viable firms to con-
tinue operating.

EXECUTIVE SUMMARY

Differences across areas of business
regulation provide an opportunity for policy
makers interested in regulatory reform.
Not surprisingly, different areas of business
regulation Some research sug-
gests that business regulation reforms have
greater impact if combined with effective
regulation in other areas. For example, when
India dismantled a strict licensing regime
controlling business entry and production,
the benefits were greater in states that had
more flexible labor regulations. These states

saw real output gains 17.8% larger than

interact.

those in other states.” In Mexico researchers
found that a municipal license reform across
states increased new firm registrations by
5% and employment by 2.2%." The effect
was greater in states with less corruption
and better governance.”

Beyond these country-specific studies,
cross-country analysis found that a 10-day
reduction in the time to start a business
was associated with a 0.3 percentage point
increase in the investment rate and a 0.36%
increase in the GDP growth rate in rela-
tively poor and well-governed economies.’
Another study points to synergistic effects
between institutional reforms that reduce
the costs of high-quality production and
trade reforms. In many developing econo-
mies production of high-quality output is a
precondition for firms to become exporters.
Institutional deficiencies that raise the costs
of high-quality production therefore limit
the positive effect that trade facilitation can
have on income.”

CLOSING THE GAP—A GLOBAL
TREND TOWARD BUSINESS-
FRIENDLY REGULATION

Policy makers often keep an eye on relative
rankings that compare economies at a point
in time. But they increasingly recognize
the importance of improvements within
economies over time. And results from
recent years are encouraging. In the past 6
years policy makers in 163 economies made
domestic regulations more business-friendly
(figure 1.8). They lowered barriers to entry,
operation and exit and strengthened protec-
tions of property and investor rights. Only a
few economies moved in the opposite direc-
tion. Republica Bolivariana de Venezuela



8

DOING BUSINESS 2012

FIGURE 1.6  An economy'’s regulatory environment may be business-friendly in some areas, less so in others
Within-economy variation in rankings across Doing Business topics
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FIGURE 1.7  Reforms making it easier to start a business were most common in 2010/11—and have shown results over time
Number of Doing Business reforms making it easier to do business in 2010/11, by topic Number of economies by time to start a business
1 2005 m20m
Trading across borders m
45
construction permits
Protecting investors m
Enforcing contracts m
13 12
Getting electricity m 6
0 10 20 30 40 50 60 <20 days 21-40 41-60 61-80 >80 days
days days days

Note: The data in the second panel refer to the 174 economies included in Doing Business 2006 (2005). Additional economies were added in subsequent years.

Source: Doing Business database.
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Note: Figure illustrates the variability in the degree to which an economy’s regulatory environment is business-friendly compared with other economies across different areas of regulation. The vertical bars
show the distance between the average of the highest 3 topic rankings and the average of the lowest 3 for each of 183 economies across the 10 topics included in this year's aggregate ranking.

Source: Doing Business database.

and Zimbabwe went the furthest in making
business regulation less business-friendly.

Some economies have gone particularly
far in closing the gap with the regulatory
systems of top-performing economies such
as Singapore, New Zealand and the Northern
European economies (figure 1.9). Many of
them are developing economies that started
off with relatively high levels of bureaucracy
and weak protections of property rights as
measured by Doing Business. In narrowing
the gap, all these economies are moving
closer to the frontier—a synthetic measure
based on the most efficient practice or
highest score observed for each indicator.
For starting a business, for example, the bar
is set by New Zealand on the time (1 day),
Canada and New Zealand on the number of
procedures (1), Denmark and Slovenia on the
cost (0). Georgia, Norway, Portugal, Sweden
and the United Arab Emirates set the bar
on the number of procedures for register-
ing property (1), France on the documents

required to export (2), Singapore on the time
to enforce contracts (150 days). The frontier
is thus a proxy for global good practice
across all indicators.

Economies making the greatest progress
toward the frontier have been able to do so
thanks to broad regulatory reform programs
covering multiple areas of regulation and
embedded in a long-term competitiveness
strategy (figure 1.10). China, for example, im-
plemented policy changes across 9 areas of
business regulation in the years since 2005.
The changes included a new company law in
2005, a new credit registry in 2006 and, in
2007, the first bankruptcy law regulating the
bankruptcy of private enterprises since 1949
(figure 1.11).

More economies are taking this broad
2010/M, 35
implemented reforms making it easier to

approach. In economies

do business in 3 or more areas measured
by Doing Business—12 of them in 4 or more

areas. Four years before, only 10 reformed in
3 or more areas.

Also new are the comprehensive approach
and high level of coordination and commit-
ment that some developing and emerging
market economies are bringing to regulatory
reform. More than 2 dozen economies have
put in place regulatory reform committees,
often reporting directly to the president or
prime minister—as in Colombia, Malaysia
and Rwanda.’® And they have not shied away
from radical legal reforms. Economies mak-
ing the greatest strides in creating a more
business-friendly regulatory environment
have been revamping their regulatory and
administrative systems in multiple areas to
encourage private sector activity (box 1.3).

That more and more developing economies
are serious about business regulation reform is
encouraging. Such broad thinking is good news
for entrepreneurs and governments alike.

9
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In the past 6 years 163 economies moved closer to the frontier in regulatory practice

FIGURE 1.8

Distance to frontier, 2005 and 2011
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FIGURE 1.9  Who advanced the most in closing the gap to the frontier?

Progress in narrowing distance to frontier, 2005-11
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Note: The distance to frontier measure illustrates the distance of an economy to the “frontier

M 2011

@ 2005

84 'v13nZaNIA
IMavanIZ

ovl

Al

4

ANVINYID

SIAIN ANV SLLIX 1S
AVMYON
ANVTYIZLIMS
[(NET]

VIBINYN

ViuLSnY
vangyvd aNY VNOLLNY
nYvd

JNVYNIYNS
VINOLSI

vidNT1s
ANVIV3Z MIN
(s'n) 0214 OL¥3Nd
zvdg

WIININOG

S3LVLS @3LINN
NVdVI
SANIQYN3IYO IJHLANY INIDNIALS
VIvdLsny
S3NIddINIHd
VINVNYd

05vE0L ANV QVAINIYL
UVERV

VAvNYD

3zn3s

VITO9NOW
JYOdVONIS
VAVNIYO
VNVAND

VIAO8

VONOL
IHL'VISNYD
RELEN]

ANV 1S

'd34 '09N0D

'S1S °034 'VISINOWDIN
NYLSIIVd
ANVINI
VINVNHLN
S3ITNIHIAIS
WNIoN3g

ANYI3DI
SANYT4IHLIN
VZV9 ANV INVE 1SIM
VANIND M3IN VNdvd
Livmni

WOQONDI G3LINN
NOgYo

Vd3IN

AELTIEE]
VNILNIOYY
Nvans

NIVdS

NIQIMS

YOIVAVT

VanNIno

1LIVH

SOYOWO0D
ANVIIZYMS
SANYISI TIVHSYYIN
J118nd3Y AVAO1S
1nosgira

YOWVS

VI¥3ov

JIHD

VJ144¥ HLNOS
434 DINVISH NVHI
VAN

yoavndi
VINVZNYL
AYVONNH
YOAVATYS 13
ADENL

OHL0S31

333349

NYINO

VOI4 V1S0D
VYNVMSL08
MYYINIA

Note: Figure shows the absolute difference for each economy between its distance to frontier in 2005 and that in 2011.

Source: Doing Business database.
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FIGURE 1.10 Economies with broader and more sustained business regulation reforms moved a greater distance toward the frontier
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Note: The data refer to the 174 economies included in Doing Business 2006 (2005). Additional economies were added in subsequent years.

Source: Doing Business database.

BOX 1.3 Broad approach to regulatory reform over time in Rwanda and Georgia
Rwanda'’s broad and sustained approach to regulatory reform shows up
in progress toward the frontier in a range of areas (see figure on Rwanda).
The economy has undertaken ambitious land and judicial reforms, often
years in the making. Since 2001 it has introduced new corporate, insolven-
cy, civil procedure and secured transactions laws. And it has streamlined
and remodeled institutions and processes for starting a business, register-
ing property, trading across borders and enforcing a contract through the

courts.

Rwanda’s broad approach to making regulation business-friendly
Distance to frontier, 2005 and 2011
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Source: Doing Business database.

Georgia too has pursued broad-ranging business regulation reform (see
figure on Georgia). Since 2005 the economy has introduced a new com-
pany law and customs code. A new property registry replaced a confusing
system requiring duplicate approvals by multiple agencies. The economy’s
first credit information bureau and large-scale judicial reforms followed.

In 2008 Georgian firms recognized the low levels of bureaucracy and
flexible business environment in enterprise surveys. Senior managers

reported spending less than 2% of their time dealing with government
regulations, down from about 10% in 2002 and the smallest share among
economies in Eastern Europe and Central Asia. Only 4% of firms expected
to make informal payments to public officials to get things done, compared
with a regional average of 17%.

Georgian firms participating in survey rounds in both 2005 and 2008
reported adding an average of 23 permanent workers (increasing the aver-
age from 61to 84) during that period.! They also reported a big drop in visits
from or required meetings with tax officials, from an average of 8 in 2005
to only 0.4 in 2008. This result may be related to a new tax code that took
effect at the start of 2005, reducing the categories of taxes from 21to 9.

Yet more remains to be done to improve the overall business environ-
ment. Enterprise surveys show that security and infrastructure remain
among the top concerns of businesses in Georgia.

How Georgia is closing the distance to the frontier
Distance to frontier, 2005 and 2011
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1. World Bank 2009c.



FIGURE 1.11  China has been making steady progress toward the frontier
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Source: Doing Business database.

Among the 12 economies improving the most
in the ease of doing business in 2010/11,
two-thirds are low- or lower-middle-income
regulatory
reforms making it easier to do business in 3
or more of the 10 areas included in this year's
aggregate ranking (table 1.2).

economies. All implemented

THE ADVANTAGE OF BEING A
LATE STARTER

Many economies have the advantage today
of being able to learn from the experience
of others. And many are already adopting
good practices from other economies (table
1.3). To help identify such practices, this year
Doing Business is electronically publishing
topic chapters that provide an overview

of what has worked and why in 11 areas of
business regulation, from business entry to
exit. These chapters also provide insights
into the importance of each area and show
global trends.”

WHAT TO EXPECT NEXT?

Doing Business has been measuring and
tracking business regulation around the
world for the past 9 years. During this time
most economies have made their regulatory
environment for local firms more business-
friendly. Firms create jobs, and policy mak-
ers play a key role in creating a regulatory
environment that encourages their creation,
growth and investment.

EXECUTIVE SUMMARY

A friendly competition has emerged as
economies adopt proven regulatory prac-
tices from others. Lessons from others have
proved invaluable for such economies as
Colombia, Georgia, the former Yugoslav
Republic of Macedonia and Rwanda. Within
larger economies good practices can often
be found across state borders (see the case
study on Mexico).

Practitioners interested in learning from
others have more resources to turn to. This
year's topic chapters provide the basis for
web content and a new online database
on practices and experiences in business
regulation reform around the world. A series
of case studies will explore how economies
integrated
broader competitiveness strategies or
approached regulatory reform more gener-
ally. This year's report presents the cases
of Korea, FYR Macedonia, Mexico and the
United Kingdom.

have regulatory reform into

These expanding resources, including a
growing time series of data on business reg-
ulation, are allowing more empirical research
that sheds light on synergies among different
areas of regulation and on the effect of regu-
latory reform on such economic outcomes
as informality, corruption, employment and
economic growth. The evidence is encour-

aging. It suggests that if key bottlenecks

TABLE 1.2 Economies that improved the most across 3 or more areas measured by Doing Business in 2010/11

Reforms making it easier to do business

Ease of doing business rank

Dealing with Trading
Startinga  construction Getting  Registering  Getting Protecting Paying across Enforcing  Resolving
DB2012  DB2011 | Improvement | business permits electricity ~ property credit investors taxes borders contracts  insolvency
1| Morocco 94 115 -21 v
2 Moldova 81 99 -18 N V N N
3| Macedonia, 2 34 -12 N N N N
FYR
4 S50 Tomé 163 174 -11 N v N N
and Principe
5 Latvia 21 31 -10 V N N N
Cape Verde 119 129 -10 N \ \
6| Sierra Leone | 141 150 9 V V N N
7 Burundi 169 177 -8 N N N v
8/ Solomon 74 81 -7 N N N N
Islands
Korea, Rep. 8 15 & \ \ \
9| Armenia 55 61 6 \ v \ N y
10 Colombia 42 47 -5 N N v

Note: Economies are ranked on the number of their net reforms and on how much they improved in the ease of doing business ranking. First, Doing Business selects the economies that implemented

reforms making it easier to do business in 3 or more of the 10 topics included in this year's aggregate ranking (see box 1.2). Regulatory reforms making it more difficult to do business are subtracted from
the number of those making it easier to do business. Second, Doing Business ranks these economies on the increase in their ranking on the ease of doing business from the previous year using comparable
rankings. The larger the improvement, the higher the ranking as the most improved.

Source: Doing Business database.
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TABLE 1.3 Good practices around the world, by Doing Business topic

Topic Practice Economies®  Examples
Making it easy to | Putting procedures online 110 Hong Kong SAR, China; Kuwait; FYR Macedonia; New Zealand; Peru; Puerto
start a business Rico (U.S.); Singapore
Having a one-stop shop 83 Bahrain; Burkina Faso; Georgia; Republic of Korea; Uruguay; Vietnam
Having no minimum capital requirement 82 Kenya; Madagascar; Portugal; Rwanda; United Arab Emirates; United
Kingdom
Making it easy Having an organized set of building rules 116 Croatia; Kenya; New Zealand; Republic of Yemen
z%r(ljset?llz\t’il:; Using risk-based building approvals 86 Armenia; Germany; Mauritius; Singapore
permits Having a one-stop shop 26 Bahrain; Chile; Hong Kong SAR, China; Rwanda
Making it easy to | Using an electronic database for encumbrances 108 Jamaica; Sweden; United Kingdom
eIt [Py Setting effective time limits for registration 54 Botswana; Guatemala; Indonesia
Offering cadastre information online 50 Denmark; Lithuania; Malaysia
Offering expedited procedures 16 Azerbaijan; Bulgaria; Georgia
Setting fixed transfer fees 15 New Zealand; Russian Federation; Rwanda
Making it easy to | Allowing out-of-court enforcement 123 Australia; India; Nepal; Peru; Russian Federation; Serbia; Sri Lanka; United
get credit States
Distributing data on loans below 1% of income per capita 119 Brazil; Bulgaria; Germany; Kenya; Malaysia; Sri Lanka; West Bank and Gaza
Distributing both positive and negative credit information 100 China; Croatia; India; Italy; Jordan; Panama; South Africa
Allowing a general description of collateral 91 Cambodia; Canada; Chile; Nigeria; Romania; Singapore; Vanuatu; Vietnam
Maintaining a unified registry 68 Bosnia and Herzegovina; Guatemala; Honduras; Marshall Islands; Federated
States of Micronesia; Montenegro; New Zealand; Romania; Solomon Islands
Distributing credit information from retailers, trade 54 Fiji; Lithuania; Nicaragua; Rwanda; Saudi Arabia; Spain
creditors or utilities as well as financial institutions
Protecting Allowing rescission® of prejudicial related-party 70 Brazil; Mauritius; Rwanda; United States
investors transactions
Regulating approval of related-party transactions 60 France; Iceland; Indonesia; Lebanon; United Kingdom
Requiring detailed disclosure 52 Hong Kong SAR, China; Israel; New Zealand; Singapore
Allowing access to all corporate documents during the trial 45 Chile; Ireland; Morocco; Peru; Poland
Defining clear duties for directors in case of related-party 45 Colombia; Malaysia; Mexico; United States; Vietnam
transactions
Requiring external review of related-party transactions 41 Australia; Burundi; Arab Republic of Egypt; Norway
Allowing access to all corporate documents before the trial 31 Greece; Japan; South Africa; Sweden
Making it easy to | Allowing self-assessment 145 Argentina; Canada; China; Arab Republic of Egypt; Rwanda; Sri Lanka; Turkey
Rayilares Allowing electronic filing and payment 66 Australia; Colombia; India; Lithuania; Mauritius; Singapore; Tunisia
Having one tax per tax base 49 Hong Kong SAR, China; FYR Macedonia; Morocco; Namibia; Paraguay; United
Kingdom
Making it easy Using electronic data interchange 130¢ Belize; Chile; Estonia; Pakistan; Turkey
to trade across P : : N o _.
e Using risk-based inspections 97 Morocco; Nigeria; Palau; Suriname; Vietnam
Providing a single window 49¢ Colombia; Ghana; Republic of Korea; Singapore
Making it easy to | Making judgments publicly available 122 Australia; Austria; Chile; Dominican Republic; Greece; Mozambique; Nigeria;
enforce contracts Uruguay
Maintaining specialized commercial court, division or judge 87 Burkina Faso; France; Lesotho; Saudi Arabia; Sierra Leone; Singapore
Allowing electronic filing of complaints 16 Australia; Republic of Korea; Malaysia; Russian Federation; United Kingdom
Making it easy to | Allowing creditors’ committees a say in relevant decisions 103 Bulgaria; Philippines; South Africa
resolve insolvency = . . PP ; ey
Requiring professional or academic qualifications for 64 Cape Verde; Namibia
insolvency administrators by law
Providing a legal framework for out-of-court workouts 45 Italy; Philippines

Note: Good practices making it easy to get electricity will be included in Doing Business 2013.

a.Among 183 economies surveyed, unless otherwise specified.
b. The right of parties involved in a contract to return to a state identical to that before they entered into the agreement.

c. Among 159 economies surveyed for electronic data interchange, 152 for risk-based inspections and 150 for single window.
d. Twenty-six have a full electronic data interchange system, 104 a partial one.
e. Twenty have a single-window system that links all relevant government agencies, 29 a system that does not.
f. Among 175 economies surveyed.

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




are identified, targeted changes can have a
substantial effect on new firm creation, pro-
ductivity and employment. Because many
regulations interact, implementing regula-
tory reform in several areas has synergistic
effects. It is also important to recognize that
regulatory reforms can take time to translate
into changes in the economy. 2°

Other World Bank Group initiatives provide
data complementing the Doing Business
resources. Two global data sets support the
exploration of other areas of analysis—one
focusing on laws and regulations specific
to women's participation in the economy
and the other on those relating to foreign
companies’ engagement in the domestic
economy.”’ Enterprise surveys covering 125
economies over 9 years allow researchers
and policy makers to assess what the private
sector looks like in an economy at a given
time—in terms of firm size, sector of activity
and geographic location.?” Through direct
interviews with more than 130,000 firms
around the world, these surveys examine a
range of issues relating to the business envi-
ronment, including the biggest constraints as
perceived by businesses.

The agenda for research into what regula-
tions constitute binding constraints, what
package of regulatory reforms is most
effective and how these issues are shaped
by the context in an economy is still un-
finished. To stimulate new research in this
area, Doing Business plans to hold a con-
ference in the fall of 2012. Its aim will be
to deepen our understanding of the links
between business regulation reforms and
broader economic outcomes.

NOTES
1. Narayan and others 2000.

2. Ayyagari, Demirglic-Kunt and Maksimovic
2011

3. Only 27% of all regulatory reforms recorded
by Doing Business for economies in the
Middle East and North Africa over the past
6 years were in the areas of getting credit,
protecting investors, enforcing contracts and
resolving insolvency. In Eastern Europe and
Central Asia 38% of all regulatory reforms
recorded were in these areas.

4. Research shows that business regulations of
the type measured by Doing Business affect
the creation of new firms in the local market,
the productivity levels of those firms and
the creation of employment. Cross-country
studies show that greater ease of entry is
associated with a higher firm entry rate
and greater business density on average.
Encouraging evidence from economies as
diverse as Colombia, India, Mexico and
Portugal also supports these findings. For
more on this and other relevant research,
see the chapter "About Doing Business:
measuring for impact.”

5. Public procurement, while not covered
by any of the Doing Business indicators, is
another area in which a growing number of
governments are using electronic platforms.
The aim is to increase transparency in the
relationships between public officials and
suppliers.

6. Nineteen U.K. government departments
participated in the program, which started
with an extensive quantification exercise
in the summer of 2005. In May 2010 the
target was met: a total cost reduction for
businesses of £3.5 billion. Based on this
experience, a new target was set: to cut the
ongoing costs of regulation by another £6.5
billion by 2015 (http://www.bis.gov.uk).

7. European Commission 2011.

8. The assignment was to compile the latest
research findings on regulatory burden,
regulatory simplification and regulatory
impact on business and to examine what
effects direct and indirect costs have on
businesses and the economy (Swedish
Agency for Growth Policy Analysis 2010).

9. http:/www.businesslink.gov.uk.

10. This pattern of relatively large variation
across indicator sets is not specific to Doing
Business. A similar pattern can be discerned
in, for example, the World Economic
Forum's Global Competitiveness Index, a
broader measure capturing such factors as
macroeconomic stability, the soundness of

EXECUTIVE SUMMARY

public institutions, aspects of human capital
and the sophistication of the business
community. The United States and Japan,

as leaders in technology, score extremely
well on measures of innovation. But with
large budget deficits and high levels of
public debt, they do less well on measures of
macroeconomic stability.

11. Some members of the Corporate Registrars
Forum are Australia; Bangladesh; Bermuda;
Botswana; the British Virgin Islands;
Burkina Faso; Canada; the Cook Islands;
Croatia; Hong Kong SAR, China; India;
Jordan; FYR Macedonia; Malawi; Malaysia;
Mauritius; Nepal; the Netherlands; New
Zealand; Nigeria; Pakistan; Rwanda;
Samoa; Singapore; South Africa; Sri Lanka;
Tunisia; the United Arab Emirates; the
United Kingdom; and Vanuatu. (http:/
www.corporateregistersforum.org/
member-jurisdictions).

12. See also World Bank (2009a, 2010a).
13. Aghion and others 2008.

14. Bruhn 2011.

15. Kaplan, Piedra and Seira 2007.

16. Eifert 2009.

17. Rauch 2010.

18. These include economies across regions: In
East and South Asia, India; Malaysia;

Sri Lanka; Taiwan, China; Thailand; and
Vietnam. In the Middle East and North
Africa, Egypt; Morocco; Saudi Arabia; the
United Arab Emirates; and the Republic
of Yemen. In Eastern Europe and Central
Asia, Georgia; Kazakhstan; the Kyrgyz
Republic; Moldova; and Tajikistan. In
Sub-Saharan Africa, Botswana; Burundi;
the Central African Republic; the Comoros;
the Democratic Republic of Congo; Kenya;
Liberia; Malawi; Mali; and Zambia. And in
Latin America, Guatemala; Mexico; and
Peru.

19. Topic chapters are available on the Doing
Business website (http://www.doing
business.org).

20.For more information on relevant research,
see the chapter "About Doing Business:
measuring for impact.”

2

. The databases are Women, Business and
the Law (http://wbl.worldbank.org/) and
Investing Across Borders
(http://iab.worldbank.org/).

22.World Bank Enterprise Surveys

(http:/www.enterprisesurveys.org).
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About Doing Business:
measuring for impact

A vibrant private sector—with firms making
investments, creating jobs and improving
productivity—promotes growth and expands
opportunities for poor people. To foster a
vibrant private sector, governments around
the world have implemented wide-ranging
reforms, including price liberalization and
macroeconomic stabilization programs. But
governments committed to the economic
health of their country and opportunities
for its citizens focus on more than macro-
economic conditions. They also pay atten-
tion to the quality of laws, regulations and
institutional arrangements that shape daily
economic activity.

Until 10 years ago, however, there were no
globally available indicator sets for monitor-
ing such microeconomic factors and analyz-
ing their relevance. The first efforts to address
this gap, in the 1980s, drew on perceptions
data from expert or business surveys that
capture often one-time experiences of busi-
nesses. Such surveys can be useful gauges
of economic and policy conditions. But few
perception surveys provide indicators with
a global coverage that are updated annually.

The Doing Business project takes a different
approach from perception surveys. It looks
at domestic, primarily small and medium-
size companies and measures the regula-
tions applying to them through their life
cycle. Based on standardized case studies, it
presents quantitative indicators on business
regulation that can be compared across 183
economies and over time. This approach
complements the perception surveys in
exploring the major constraints for busi-
nesses, as experienced by the businesses
themselves and as set out in the regulations
that apply to them.

Rules and regulations are under the direct

control of policy makers—and policy

makers intending to change the experience
and behavior of businesses will often start
by changing rules and regulations that affect
them. Doing Business goes beyond identifying
that a problem exists and points to specific
regulations or regulatory procedures that
may lend themselves to reform (table 2.1).
And its quantitative measures of business
regulation enable research on how specific
regulations affect firm behavior and eco-
nomic outcomes.

The first Doing Business report, published
in 2003, covered 5 indicator sets and 133
economies. This year's report covers 11 in-
dicator sets and 183 economies. Ten topics
are included in the aggregate ranking on the
ease of doing business and other summary
measures.! The project has benefited from
feedback from governments, academics,
practitioners and reviewers.? The initial goal
remains: to provide an objective basis for
understanding and improving the regulatory
environment for business.

WHAT DOING BUSINESS COVERS

An entrepreneur’s willingness to try a new
idea may be influenced by many factors, in-
cluding perceptions of how easy (or difficult)
it will be to deal with the array of rules that

TABLE 2.1
Advantages

define and underpin the business environ-
ment. Whether the entrepreneur decides to
move forward with the idea, to abandon it or
to take it elsewhere might depend in large
part on how simple it is to comply with the
requirements for opening a new business
or getting a construction permit and how
efficient the mechanisms are for resolving
commercial disputes or dealing with insol-
vency. Doing Business provides quantitative
measures of regulations for starting a busi-
ness, dealing with construction permits,
getting electricity, registering property,
getting credit, protecting investors, paying
taxes, trading across borders, enforcing
contracts and resolving insolvency—as they
apply to domestic small and medium-size
enterprises.’ It also looks at regulations on
employing workers.

A fundamental premise of Doing Business
is that economic activity requires good
rules. These include rules that establish and
clarify property rights and reduce the cost
of resolving disputes, rules that increase the
predictability of economic interactions and
rules that provide contractual partners with
core protections against abuse. The objec-
tive: regulations designed to be simple and
efficient in implementation and accessible

Doing Business methodology allows an objective but limited global comparison

Limitations

Transparent, based on factual information about
laws and regulations (with an element of judgment
on time estimates)

Limited in scope: focuses on 11 areas of requlation affecting
local businesses, does not measure all aspects of business
environment or all areas of requlation

Comparison and benchmarking valid thanks to
standard assumptions

Based on standardized case: transactions described in case
scenario refer to specific set of issues and type of company

Inexpensive and easily replicable

Focuses on formal sector

Actionable: data highlight extent of specific
obstacles, identify source, point to what might be
changed

Only reforms related to indicators can be tracked

Multiple interactions with local respondents to
clarify potential misinterpretation

Assumes that business has full information on what is re-
quired and does not waste time when completing procedures

Nearly complete coverage of world’s economies

Part of data obtained refer to an economy’s largest business
city only




to all who need to use them. Accordingly,
some Doing Business indicators give a higher
score for more regulation, such as stricter
disclosure requirements in related-party
transactions. Some give a higher score for
a simplified way of implementing existing
regulation, such as completing business
start-up formalities in a one-stop shop.

The Doing Business project encompasses 2
types of data. The first come from readings
of laws and regulations by both the local
expert respondents and Doing Business. The
second are time-and-motion indicators that
measure the efficiency in achieving a regula-
tory goal (such as granting the legal identity
of a business). Within the time-and-motion
indicators, cost estimates are recorded from
official fee schedules where applicable. A
regulatory process such as starting a busi-
ness or registering property is broken down
into clearly defined steps and procedures.
The time estimates for each procedure are
based on the informed judgment of expert
respondents who routinely administer or
advise on the relevant regulations.* Here,
Doing Business builds on Hernando de Soto’s

pioneering work in applying the time-and-
motion approach first used by Frederick
Taylor to revolutionize the production of the
Model T Ford. De Soto used the approach in
the 1980s to show the obstacles to setting up
a garment factory on the outskirts of Lima.®

WHAT DOING BUSINESS DOES
NOT COVER

Just as important as knowing what Doing
Business does is to know what it does not
do—to understand what limitations must be
kept in mind in interpreting the data.

Limited in scope

Doing Business focuses on 11 topics, with the
specific aim of measuring the regulation
relevant to the life cycle of a domestic firm
(table 2.2). Accordingly:

* Doing Business does not measure all as-
pects of the business environment that
matter to firms or investors—or all factors
that affect competitiveness. It does not,
for example, measure security, corruption,
market size, macroeconomic stability, the
state of the financial system, the labor
skills of the population or all aspects of
the quality of infrastructure. Nor does it
focus on regulations specific to foreign
investment.

While Doing Business focuses on the qual-
ity of the regulatory framework, it is not
all-inclusive; it does not cover all regula-
tions in any economy. As economies
and technology advance, more areas of
economic activity are being regulated. For
example, the European Union's body of
laws (acquis) has now grown to no fewer
than 14,500 rule sets. Doing Business

TABLE 2.2 Doing Business—measuring 11 areas of business regulation
Start-up Expansion Operations Insolvency
= Starting a business * Registering property * Dealing with * Resolving insolvency
Minimum capital Procedures, time and construction permits Time, cost and recovery
requirement cost Procedures, time and rate
Procedures, time and cost
cost * Getting credit
Credit information * Getting electricity
systems Procedures, time and
Movable collateral cost
laws

Protecting investors
Disclosure and liability
in related-party trans-
actions

Enforcing contracts
Procedures, time and
cost to resolve a com-
mercial dispute

* Paying taxes
Payments, time and
total tax rate

* Trading across
borders

Documents, time and
cost

* Employing workers

PROPERTY RIGHTS
ACCESS TO CREDIT
INVESTOR PROTECTIONS

EntRY

RECOVERY RATE |
REALLOCATION OF ASSETS

ADMINISTRATIVE BURDEN
FLEXIBILITY IN HIRING

ABOUT DOING BUSINESS: MEASURING FOR IMPACT

covers 11 areas of a company's life cycle,
through 11 specific sets of indicators.
These indicator sets do not cover all as-
pects of regulation in the area of focus.
For example, the indicators on starting a
business or protecting investors do not
cover all aspects of commercial legisla-
tion. The employing workers indicators
do not cover all areas of labor regulation.
The current set of indicators does not, for
example, include measures of regulations
addressing safety at work or the right of
collective bargaining.

Doing Business also does not attempt
to measure all costs and benefits of a
particular law or regulation to society as
a whole. The paying taxes indicators, for
example, measure the total tax rate, which
is a cost to business. The indicators do not
measure, nor are they intended to mea-
sure, the social and economic programs
funded through tax revenues. Measuring
business laws and regulations provides
one input into the debate on the regula-
tory burden associated with achieving
regulatory objectives. Those objectives
can differ across economies.

Based on standardized case
scenarios

Doing Business indicators are built on the
basis of standardized case scenarios with
specific assumptions, such as the business
being located in the largest business city
of the economy. Economic indicators com-
monly make limiting assumptions of this
kind. Inflation statistics, for example, are
often based on prices of a set of consumer
goods in a few urban areas.

Such assumptions allow global coverage
and enhance comparability. But they come
at the expense of generality. Doing Business
recognizes the limitations of including data
on only the largest business city. Business
regulation and its enforcement, particularly
in federal states and large economies, may
differ across the country. Recognizing gov-
ernments’ interest in such variation, Doing
Business has complemented its global indica-
tors with subnational studies in a range of
economies (box 2.1). This year Doing Business
also conducted a pilot study on the second
largest city in 3 large economies to assess
within-country variations.
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In areas where regulation is complex and
highly differentiated, the standardized case
used to construct the Doing Business indica-
tor needs to be carefully defined. Where
relevant, the standardized case assumes a
limited liability company or its legal equiva-
lent. This choice is in part empirical: private,
limited liability companies are the most
prevalent business form in many economies
around the world. The choice also reflects
one focus of Doing Business: expanding op-
portunities for entrepreneurship. Investors
are encouraged to venture into business
when potential losses are limited to their
capital participation.

Focused on the formal sector

In constructing the indicators, Doing Business
assumes that entrepreneurs are knowledge-
able about all regulations in place and comply
with them. In practice, entrepreneurs may
spend considerable time finding out where
to go and what documents to submit. Or
they may avoid legally required procedures
altogether—by not registering for social
security, for example.

BOX 2.1

Where regulation is particularly onerous,
levels of informality are higher. Informality
comes at a cost: firms in the informal sec-
tor typically grow more slowly, have poorer
access to credit and employ fewer workers—
and their workers remain outside the protec-
tions of labor law.® All this may be even more
so for female-owned businesses, according
to country-specific research.” Firms in the
informal sector are also less likely to pay
taxes. Doing Business measures one set of
factors that help explain the occurrence of
informality and give policy makers insights
into potential areas of regulatory reform.
Gaining a fuller understanding of the broader
business environment, and a broader per-
spective on policy challenges, requires com-
bining insights from Doing Business with data
from other sources, such as the World Bank
Enterprise Surveys.®

WHY THIS FOCUS

Doing Business functions as a kind of cho-
lesterol test for the regulatory environment
for domestic businesses. A cholesterol test
does not tell us everything about the state of

our health. But it does measure something
important for our health. And it puts us on
watch to change behaviors in ways that will
improve not only our cholesterol rating but
also our overall health.

One way to test whether Doing Business
serves as a proxy for the broader business
environment and for competitiveness is
to look at correlations between the Doing
Business rankings and other major economic
benchmarks. Closest to Doing Business in
what it measures is the set of indicators on
product market regulation compiled by the
Organisation for Economic Co-operation and
Development (OECD). These indicators are
designed to help assess the extent to which
the regulatory environment promotes or in-
hibits competition. They include measures of
the extent of price controls, the licensing and
permit system, the degree of simplification
of rules and procedures, the administrative
burdens and legal and regulatory barriers,
the prevalence of discriminatory procedures
and the degree of government control over
business enterprises.” The rankings on these
indicators—for the 39 countries that are

Comparing regulation within economies: subnational Doing Business indicators and a multicity pilot study

Subnational Doing Business studies are conducted at the request of a government and capture differences in business regulation across cities within the
same economy or region. They build local capacity by involving government partners and local think tanks. Since 2005 subnational Doing Business reports
have compared business regulation in states and cities within such economies as Brazil, China, Colombia, Egypt, India, Indonesia, Kenya, Mexico, Morocco,

Nigeria, Pakistan and the Philippines.!

Subnational studies increasingly are being periodically updated to measure progress over time or to expand geographic coverage to additional cities. This
year that is the case for the subnational studies in the Philippines; the regional report in Southeast Europe; the ongoing studies in Italy, Kenya and the United
Arab Emirates; and the projects implemented jointly with local think tanks in Indonesia, Mexico and the Russian Federation.

In 2011 Doing Business published subnational indicators for the Philippines and a regional report for 7 economies in Southeast Europe (Albania, Bosnia
and Herzegovina, Kosovo, FYR Macedonia, Moldova, Montenegro and Serbia) that covers 22 cities. It also published a city profile for Juba, in the Republic

of South Sudan.

To further explore variations in business regulation within economies, Doing Business this year collected data on all 10 indicator sets included in the ease
of doing business ranking in an additional city in 3 large economies: in Rio de Janeiro in Brazil (in addition to S&o Paulo), Beijing in China (in addition to
Shanghai) and St. Petersburg in the Russian Federation (in addition to Moscow). Subnational studies usually cover only a subset of indicators.

The results show no variation between cities within each economy in areas governed by laws or regulations such as the civil procedure code, listing rules
for companies and incorporation rules. For rules governing secured transactions, for example, entrepreneurs in Brazil all refer to the Civil Code of 2002, those
in China to the Property Rights Law of 2007 and those in Russia to the Civil Code of 1994 and Law on Pledge of 1992.

But the efficiency of regulatory processes—such as starting a business or dealing with construction permits—and that of institutions do differ across

cities, because of differences either in local regulations or in the capacity of institutions to respond to business demand. In Russia, dealing with construction
permits is more complex in Moscow than in St. Petersburg. In Brazil, starting a business, dealing with construction permits and getting electricity take less
time in Rio de Janeiro than in the larger Sdo Paulo. But property registration is slightly more efficient in S&o Paulo than in Rio de Janeiro. This is thanks to S&o
Paulo's digitized cadastre.

In all 3 economies the number of taxes and contributions varies between cities. In China businesses in both cities have to comply with 3 state-administered
taxes (value added tax, corporate tax and business tax). But while companies in Beijing need to comply with 6 locally administered taxes, those in Shanghai
must comply with 7. Distance to the port plays a role in the time to import and export. The cities housing a main port—Rio de Janeiro, Shanghai and St.
Petersburg—have faster and cheaper inland transport than those where entrepreneurs need to hire someone to go to another city to ship or receive their cargo—
S&o Paulo (to Santos), Beijing (to Tianjin) and Moscow (to St. Petersburg).

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



covered, several of them large emerging
markets—are highly correlated with those on
the ease of doing business (the correlation
here is 0.72; figure 2.1).

Similarly, there is a high correlation (0.82)
between the rankings on the ease of doing
business and those on the World Economic
Forum's Global Competitiveness Index, a
much broader measure capturing such fac-
tors as macroeconomic stability, aspects of
human capital, the soundness of public insti-
tutions and the sophistication of the business
community (figure 2.2)."° Economies that do
well on the Doing Business indicators tend
to do well on the OECD market regulation
indicators and the Global Competitiveness
Index and vice versa.

A bigger question is whether the issues on
which Doing Business focuses matter for de-
velopment and poverty reduction. The World
Bank study Voices of the Poor asked 60,000
poor people around the world how they
thought they might escape poverty." The
answers were unequivocal: women and men
alike pin their hopes above all on income
from their own business or wages earned in
employment. Enabling growth—and ensur-
ing that poor people can participate in its
benefits—requires an environment where
new entrants with drive and good ideas, re-
gardless of their gender or ethnic origin, can
get started in business and where good firms
can invest and grow, generating more jobs.

Small
key drivers of competition, growth and job
creation, particularly in developing econo-
mies. But in these economies up to 80% of
economic activity takes place in the informal
sector. Firms may be prevented from entering
the formal sector by excessive bureaucracy
and regulation. Even firms operating in the
formal sector might not have equal access to
transparent rules and regulations affecting
their ability to compete, innovate and grow.

and medium-size enterprises are

Where regulation is burdensome and com-
petition limited, success tends to depend
more on whom you know than on what you
can do.”? But where regulation is transparent,
efficient and implemented in a simple way,
it becomes easier for any aspiring entrepre-
neurs, regardless of their connections, to
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FIGURE 2.1
market regulation

A strong correlation between Doing Business rankings and OECD rankings on product

Ranking on OECD product market regulation indicators
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Source: Doing Business database; OECD data.
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Note: Correlation is significant at the 5% level when controlling for income per capita.

FIGURE 2.2
rankings on global competitiveness
Ranking on Global Competitiveness Index
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A similarly strong correlation between Doing Business rankings and World Economic Forum
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Source: Doing Business database; WEF 2010.

operate within the rule of law and to benefit
from the opportunities and protections that
the law provides. Not surprisingly, higher
rankings on the ease of doing business—
based on 10 areas of business regulation
measured by Doing Business—are correlated
with better governance and lower levels of
perceived corruption.”®

In this sense Doing Business values good rules
as a key to social inclusion. It also provides a
basis for studying effects of regulations and
their application. For example, Doing Business
2004 found that faster contract enforcement
was associated with perceptions of greater
judicial fairness—suggesting that justice
delayed is justice denied."”

DOING BUSINESS AS A
BENCHMARKING EXERCISE

Doing Business, in capturing some key di-
mensions of regulatory regimes, has been
found useful for benchmarking—an aspect
allowing decision makers to make more

100 120 140 160 180

Note: Correlation is significant at the 5% level when controlling for income per capita.

considered judgments on the policy options
available, enhancing the ability to assess
progress over time and make meaningful in-
ternational comparisons, and contributing to
public debate and the promotion of greater
accountability.

Since 2006 Doing Business has provided 2
takes on the data it collects: it presents “ab-
solute” indicators for each economy for each
of the 11 regulatory topics it addresses, and it
provides rankings of economies for 10 topics,
both by topic and in aggregate.” In addition,
as noted in the executive summary, this
year's report introduces a new measure—the
distance to frontier measure—that illustrates
how an economy's regulatory environment
has changed over time.'® Judgment is required
in interpreting all these measures for any
economy and in determining a sensible and
politically feasible path for regulatory reform.

Reviewing the Doing Business rankings in iso-
lation may reveal unexpected results. Some
economies may rank unexpectedly high on
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some topics. And some economies that have
had rapid growth or attracted a great deal of
investment may rank lower than others that
appear to be less dynamic.

As economies develop, they strengthen and
add to regulations to protect investor and
property rights. Meanwhile, they find more
efficient ways to implement existing regula-
tions and cut outdated ones. One finding of
Doing Business: dynamic and growing econo-
mies continually reform and update their
business regulations and their way of imple-
menting them, while many poor economies
still work with regulatory systems dating to
the late 1800s.

For reform-minded governments, how
much the regulatory environment for local
entrepreneurs improves in absolute terms
matters more than their economy’s relative
ranking on the overall ease of doing busi-
ness. The distance to frontier measure aids
in assessing such improvements over time
by showing the distance of each economy to
the “frontier,” which represents the highest
performance observed on each of the Doing
Business indicators across all economies
and years included since 2005. Comparing
the measure for an economy at 2 points
in time allows users to assess how much
the economy’s regulatory environment as
measured by Doing Business has changed
over time—how far it has moved toward (or
away from) the most efficient practices and
strongest regulations in the areas covered by
Doing Business. The distance to frontier mea-
sure complements the yearly ease of doing
business rankings that compare economies
with one another at a point in time.

Each indicator set covered by Doing Business
measures a different aspect of the business
regulatory environment. The rankings of
each economy vary, sometimes significantly,
across the indicator sets. A quick way to as-
sess the variability of an economy’s regula-
tory performance across the different areas
of business regulation is to look at the topic
rankings (see the country tables). Korea, for
example, stands at 8 in the overall ease of
doing business ranking. Its ranking is 2 on
the ease of enforcing contracts, 4 on the
ease of trading across borders and 8 on the
ease of getting credit. At the same time, it

has a ranking of 24 on the ease of starting a
business, 26 on the ease of dealing with con-
struction permits, 38 on the ease of paying
taxes and 71 on the ease of registering prop-
erty. Variation in performance across the
indicator sets reflects the different priorities
that governments give to particular areas of
business regulation as well as economy-spe-
cific circumstances that may allow a faster
pace of reform in some areas than in others.

WHAT RESEARCH SHOWS ON
THE EFFECTS OF BUSINESS
REGULATION

Nine years of Doing Business data, together
with other data sets, have enabled a grow-
ing body of research on how specific areas
regulatory
reforms in those areas—relate to social and

of business regulation—and
economic outcomes. Some 873 articles have
been published in peer-reviewed academic
journals, and about 2,332 working papers are
available through Google Scholar.”

Much attention has been given to exploring
links to microeconomic outcomes, such
as firm creation and employment. Recent
research focuses on how business regula-
tions affect the behavior of firms by creating
incentives (or disincentives) to register and
operate formally, to create jobs, to innovate
and to increase productivity.'® Many studies
have also looked at the role played by courts,
credit bureaus, and insolvency and collateral
laws in providing incentives for creditors and
investors to increase access to credit. The
literature has produced a range of findings.

Lower costs for business registration encourage
entrepreneurship and enhance firm productivity.
Economies with efficient business registra-
tion have a higher entry rate by new firms as
well as greater business density."” Economies
where registering a new business takes less
time have seen more businesses register in
industries where the potential for growth
is greatest, such as those that have experi-
enced expansionary shifts in global demand
or technology.?® Reforms making it easier to
start a business tend to have a significant
positive effect on investment in product
market industries such as transport, com-
munications and utilities, which are often
sheltered from competition.?’ There is also
evidence that more efficient business entry

regulations improve firm productivity and
macroeconomic performance.??

Simpler business registration translates into
greater employment opportunities in the formal
sector. Reducing start-up costs for new firms
was found to result in higher take-up rates
for education, higher rates of job creation for
high-skilled labor and higher average produc-
tivity because new firms are often set up by
high-skilled workers.?* Lowering entry costs
can boost legal certainty: businesses enter-
ing the formal sector gain access to the legal
system, to the benefit of both themselves and
their customers and suppliers.*

Assessing the impact of policy reforms poses
challenges. While cross-country correlations
can appear strong, it is difficult to isolate
the effect of regulations given all the other
potential factors that vary at the country
level. Generally, cross-country correlations
do not show whether a specific outcome is
caused by a specific regulation or whether it
coincides with other factors, such as a more
positive economic situation. So how do we
know whether things would have been dif-
ferent without a specific regulatory reform?
Some studies have been able to test this by
investigating variations within an economy
over time. Other studies have investigated
policy changes that affected only certain
firms or groups. Several country-specific
impact studies conclude that simpler entry
regulations encourage the establishment of
more new firms:

* In Mexico one study found that a program
that simplified municipal licensing led to a
5% increase in the number of registered
businesses and a 2.2% increase in wage
employment,
new entrants lowered prices by 0.6%
and the income of incumbent businesses
by 3.2%.?> Other research found that the
same licensing reform directly led to a
4% increase in new start-ups and that the
program was more effective in munici-
palities with less corruption and cheaper
additional registration procedures.?

while competition from

In India the progressive elimination of the
“license raj" led to a 6% increase in new
firm registrations, and highly produc-
tive firms entering the market saw larger
increases in real output than less produc-
tive firms.?” Simpler entry regulation and



labor market flexibility were found to be
complementary. States with more flexible
employment regulations saw a 25% larger
decrease in informal firms and 17.8%
larger gains in real output than states with
less flexible labor regulations.?® The same
licensing reform led to an aggregate pro-
ductivity improvement of around 22% for
firms affected by the reform.?®

In Colombia new firm registrations in-
creased by 5.2% after the creation of a
one-stop shop for businesses.*

In Portugal the introduction of a one-stop
shop for businesses led to a 17% increase
in new firm registrations and 7 new jobs
for every 100,000 inhabitants compared
with economies that did not implement
the reform.*!

A sound regulatory environment leads to stron-
ger trade performance. Efforts to streamline
the institutional environment for trade (such
as by increasing the efficiency of customs)
have been shown to have positive effects
on trade volumes.*> One study found that
an inefficient trade environment was among
the main factors in poor trade performance
in Sub-Saharan African countries.*® Similarly,
another study identified the government's
ability to formulate and implement sound
policies and regulations that promote
private sector development, customs ef-
ficiency, quality of infrastructure and access
to finance as important factors in improving
trade performance.®* The same study found
that economies with more constrained ac-
cess to foreign markets benefit more from
improvements in the investment climate
than those with easier access.

Research also shows that an economy’s
ability to enforce contracts is an important
determinant of its comparative advantage
in the global economy: among compa-
rable economies, those with good contract
enforcement tend to produce and export
more customized products than those with
poor contract enforcement.® Another study
shows that in many developing economies
production of high-quality output is a pre-
condition for firms to become exporters:
institutional reforms that lower the cost of
high-quality production increase the posi-
tive effect that trade facilitation can have on
income.*® Research shows that removing

barriers to trade needs to be accompanied by
other reforms, such as making labor markets
more flexible, to achieve higher productivity
and growth.*’

Regulations and institutions that form part of
the financial market infrastructure—includ-
ing courts, credit information systems, and
collateral, creditor and insolvency laws—play
a role in easing access to credit. Enterprise
surveys conducted by the World Bank show
that access to credit is a major constraint to
businesses around the world.*® Good credit
information systems and strong collateral
laws can help alleviate financing constraints.
Analysis in 12 transition economies found
that reforms strengthening collateral laws
increased the supply of bank loans by
13.7% on average.* Creditor rights and the
existence of credit registries, whether public
or private, are both associated with a higher
ratio of private credit to GDP.*° And greater
information sharing through credit bureaus
is associated with higher bank profitability
and lower bank risk.*'

Country-specific research assessed the
effect of efficient debt recovery and exit
processes in determining conditions of credit
and in ensuring that less productive firms are

either restructured or exit the market:

* The establishment of specialized debt
recovery tribunals in India sped up the
resolution of debt recovery claims and
allowed lenders to seize more collateral
on defaulting loans. It also increased the
probability of repayment by 28% and
lowered interest rates on loans by 1-2 per-
centage points.*

Following a broad bankruptcy reform in
Brazil in 2005 that, among other things,
improved the protection of creditors, the
cost of debt fell by 22% and the aggregate
level of credit rose by 39%.%

The introduction of improved insolvency
regimes that streamlined mechanisms for
reorganization reduced the number of lig-
uidations by 8.4% in Belgium and by 13.6%
in Colombia as more viable firms opted for
reorganization instead.** In Colombia the
new law better distinguished viable from
nonviable firms, making survival more like-
ly for financially distressed but viable firms.
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HOW GOVERNMENTS USE
DOING BUSINESS

Quantitative data and benchmarking can be
useful in stimulating debate about policy,
both by exposing potential challenges and
by identifying where policy makers might
look for lessons and good practices. For
governments, a common first reaction to the
Doing Business data is to ask questions about
the quality and relevance of the data and
about how the results are calculated. Yet the
debate typically proceeds to a deeper dis-
cussion exploring the relevance of the data
to the economy and areas where business
regulation reform might make sense.

Most reformers start out by seeking exam-
ples, and Doing Business helps in this (boxes
2.2 and 2.3). For example, Saudi Arabia used
the company law of France as a model for
revising its own. Many countries in Africa
look to Mauritius—the region's strongest
performer on Doing Business indicators—as a
source of good practices for business regula-
tion reform. In the words of Luis Guillermo
Plata, the former minister of commerce,
industry and tourism of Colombia,

It's not like baking a cake where you
follow the recipe. No. We are all different.
But we can take certain things, certain
key lessons, and apply those lessons and
see how they work in our environment.

Over the past 9 years there has been much
activity by governments in reforming the
regulatory environment for domestic busi-
nesses. Most reforms relating to Doing
Business topics have been nested in broader
programs of reform aimed at enhancing
economic competitiveness, as in Colombia,
Kenya and Liberia, for example. In structur-
ing their reform programs for the business
environment,
data sources and indicators.*> And reformers
respond to many stakeholders and interest
groups, all of whom bring important issues
and concerns to the reform debate. World
Bank Group dialogue with governments
on the investment climate is designed to
encourage critical use of the data, sharp-

governments use multiple

ening judgment, avoiding a narrow focus
on improving Doing Business rankings and
encouraging broad-based
enhance the investment climate. The World

reforms  that
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BOX 2.2 How economies have used Doing
Business in regulatory reform
programs

To ensure the coordination of efforts across
agencies, such economies as Colombia and

Rwanda have formed regulatory reform com-

mittees, reporting directly to the president,

that use the Doing Business indicators as one
input to inform their programs for improv-

ing the business environment. More than 25

other economies have formed such commit-

tees at the interministerial level. These in-
clude economies across regions: In East and

South Asia, India; Malaysia; Sri Lanka; Taiwan,

China; Thailand; and Vietnam. In the Middle

East and North Africa, Egypt; Morocco;

Saudi Arabia; the United Arab Emirates; and

the Republic of Yemen. In Eastern Europe

and Central Asia, Georgia; Kazakhstan; the

Kyrgyz Republic; Moldova; and Tajikistan.

In Sub-Saharan Africa, Botswana; Burundi;

the Central African Republic; the Comoros;

the Democratic Republic of Congo; Kenya;

Liberia; Malawi; Mali; and Zambia. And in

Latin America, Guatemala; Mexico; and Peru.

Governments have reported more than 300

regulatory reforms that have been informed

by Doing Business since 2003.

BOX 2.3 How a regional economic forum uses
Doing Business

The Asia-Pacific Economic Cooperation
(APEC) organization uses Doing Business to
identify potential areas of regulatory reform,
to champion economies that can help oth-
ers improve and to set measurable targets.
In 2009 APEC launched the Ease of Doing
Business Action Plan with the goal of making
it 25% cheaper, faster and easier to do busi-
ness in the region by 2015." The action plan
sets specific targets, such as making it 25%
faster to start a business by reducing the av-
erage time by 1 week.

Drawing on a firm survey, planners iden-
tified 5 priority areas: starting a business,
getting credit, enforcing contracts, trading
across borders and dealing with construction
permits. APEC economies then selected 6
“champion economies” for the priority areas:
New Zealand and the United States (starting
a business), Japan (getting credit), Korea (en-
forcing contracts), Singapore (trading across
borders) and Hong Kong SAR, China (dealing
with construction permits). In 2010 and 2011
several of the champion economies organized
workshops to develop programs for building
capacity in their area of expertise.

1. APEC 2010.

Bank Group uses a vast range of indicators
and analytics in this policy dialogue, includ-
ing its Global Poverty Monitoring indicators,
World Development Indicators, Logistics
Performance Indicators and many others.
With the open data initiative, all indicators
and data are available to the public at http://
data.worldbank.org.

METHODOLOGY AND DATA

Doing Business covers 183 economies—in-
cluding small economies and some of the
poorest economies, for which little or no
data are available in other data sets. The
Doing Business data are based on domestic
laws and regulations as well as administra-
tive requirements. (For a detailed explana-
tion of the Doing Business methodology, see
the data notes.)

Information sources for the data

Most of the Doing Business indicators are
based on laws and regulations. In addition,
most of the cost indicators are backed by of-
ficial fee schedules. Doing Business respon-
dents both fill out written questionnaires
and provide references to the relevant laws,
regulations and fee schedules, aiding data
checking and quality assurance. Having rep-
resentative samples of respondents is not
an issue, as the texts of the relevant laws
and regulations are collected and answers
checked for accuracy.

For some indicators—for example, those on
dealing with construction permits, enforcing
contracts and resolving insolvency—the
time component and part of the cost com-
ponent (where fee schedules are lacking)
are based on actual practice rather than the
law on the books. This introduces a degree
of judgment. The Doing Business approach
has therefore been to work with legal prac-
titioners or professionals who regularly un-
dertake the transactions involved. Following
the standard methodological approach for
time-and-motion studies, Doing Business
breaks down each process or transaction,
such as starting and legally operating a busi-
ness, into separate steps to ensure a better
estimate of time. The time estimate for each
step is given by practitioners with significant
and routine experience in the transaction.

The Doing Business approach to data col-
lection contrasts with that of firm surveys,
which capture often one-time perceptions
and experiences of businesses. A corporate
lawyer registering 100-150 businesses a year
will be more familiar with the process than
an entrepreneur, who will register a business
only once or maybe twice. A bankruptcy at-
torney or judge dealing with dozens of cases
a year will have more insight into bankruptcy
than a manager of a company who may have
never undergone the process.

Doing Business respondents

Over the past 9 years more than 12,000 pro-
fessionals in 183 economies have assisted
in providing the data that inform the Doing
Business indicators. This year's report draws
on the inputs of more than 9,000 profes-
sionals. Table 4.1 in the data notes lists the
number of respondents for each indicator
set. The Doing Business website indicates the
number of respondents for each economy
and each indicator. Respondents are profes-
sionals or government officials who routinely
administer or advise on the legal and regula-
tory requirements covered in each Doing
Business topic. They are selected on the
basis of their expertise in the specific areas
covered by Doing Business. Because of the
focus on legal and regulatory arrangements,
most of the respondents are legal profes-
sionals such as lawyers, judges or notaries.
The credit information survey is answered
by officials of the credit registry or bureau.
Freight forwarders, accountants, architects
and other professionals answer the surveys
related to trading across borders, taxes and
construction permits.

Development of the methodology

The methodology for calculating each in-
dicator is transparent, objective and easily
replicable. Leading academics collaborated
in the development of the indicators, ensur-
ing academic rigor. Eight of the background
papers underlying the indicators have been
published in leading economic journals.*®

Doing Business uses a simple averaging ap-
proach for weighting component indicators
and calculating rankings. Other approaches
were explored, including using principal
components and unobserved components.*’
They turn out to yield results nearly identical



to those of simple averaging. Thus Doing
Business uses the simplest method: weight-
ing all topics equally and, within each
topic, giving equal weight to each of the topic
components.*®

Inclusion of getting electricity
indicators

This year's ease of doing business ranking
includes getting electricity as a new topic.
The getting electricity indicators were intro-
duced as a pilot in Doing Business 2010 and
Doing Business 2071, which presented the
results in an annex. During the pilot phase
the methodology was reviewed by experts,
and data on the time, cost and procedures
to obtain an electricity connection were col-
lected for the full set of 183 economies. To
avoid double counting, procedures related to
getting an electricity connection have been
removed from the dealing with construction
permits indicators.*®

Improvements to the methodology

The methodology has undergone continual
improvement over the years.”® Changes have
been made mainly in response to sugges-
tions providing new insights. For enforcing
contracts, for example, the amount of the
disputed claim in the case study was in-
creased from 50% to 200% of income per
capita after the first year of data collection,
as it became clear that smaller claims were
unlikely to go to court.

Another change relates to starting a busi-
ness. The minimum capital requirement
can be an obstacle for potential entrepre-
Initially Doing Business measured
the required minimum capital regardless of
whether it had to be paid up front or not. In
many economies only part of the minimum
capital has to be paid up front. To reflect the
actual potential barrier to entry, the paid-in
minimum capital has been used rather than

neurs.

the required minimum capital.

This year's report includes improvements
in the methodology for the employing
workers indicators and the getting credit
(legal rights) indicators, in addition to the
removal of the procedures related to getting
an electricity connection from the dealing
with construction permits indicators. It also

includes changes in the ranking methodol-
ogy for paying taxes.

Employing workers methodology. \With the
aim of better capturing the balance between
worker protection and efficient employment
regulation that favors job creation, Doing
Business has made a series of amendments
to the methodology for the employing work-
ers indicators over the past 4 years.

In addition, the World Bank Group has been
working with a consultative group—includ-
ing labor lawyers, employer and employee
representatives, and experts from civil
society, the private sector, the International
Labour Organization (ILO) and the OECD—
to review the methodology and explore
future areas of research.”’ The consultative
group completed its work this year, and its
guidance has provided the basis for several
changes in methodology (see also the data
notes). A full report with the conclusions
of the consultative group is available on the
Doing Business website.>

Follow-on work is continuing to explore
the measurement of worker protection to
complement the measurement of the cost
to employers of labor regulations. The data
on worker protection will serve as a basis for
the development of a joint analysis of worker
protection by the World Bank Group and the
ILO.

Pending further progress on research in this
area, this year's report does not present rank-
ings of economies on the employing workers
indicators or include the topic in the aggre-
gate ranking on the ease of doing business.
It does present the data on the employing
workers indicators. Additional data on labor
regulations collected in 183 economies are
available on the Doing Business website.>

Paying taxes methodology. Doing Business
has benefited from dialogue with external
stakeholders, including participants in the
International Tax Dialogue, on the survey
instrument and methodology for the pay-
ing taxes indicators. As a result of these
consultations, this year's report introduces
a threshold for the total tax rate for the
purpose of calculating the ranking on the
ease of paying taxes. All economies with a
total tax rate below the threshold (which
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will be calculated and adjusted on a yearly
basis) will now receive the same ranking on
the total tax rate indicator. Since the total tax
rate is 1of 32 indicators included in the rank-
ing on the overall ease of doing business, this
change has minimal effects on the overall
rankings. The correlation between rankings
on the ease of paying taxes with and without
this threshold is 99%.

The threshold is not based on any underly-
ing theory. Instead, it is meant to emphasize
the purpose of the indicator: to highlight
economies where the tax burden on busi-
ness is high relative to the tax burden in
other economies. Giving the same ranking to
all economies whose total tax rate is below
the threshold avoids awarding economies
in the scoring for having an unusually low
total tax rate, often for reasons unrelated to
government policies toward enterprises. For
example, economies that are very small or
that are rich in natural resources do not need
to levy broad-based taxes. For more details
on the calculation of the threshold, see the
data notes.

In addition, this year Doing Business collected
data on labor taxes and social security con-
tributions paid by employees as well as em-
ployers. These data will be made available on
the Doing Business website to enable analysis
of the distribution of these contributions
between employers and employees.

Getting credit methodology. The strength
of legal rights index measures certain rights
of borrowers and lenders with respect to
secured transactions. The index describes
how well collateral and bankruptcy laws
facilitate lending by measuring 10 aspects of
these laws.

One aspect of collateral law that is measured
relates to whether secured creditors can
continue individual court actions after a
debtor starts a court-supervised reorganiza-
tion procedure or whether they are subject
to an automatic stay or a moratorium.
Previously only economies where secured
creditors can continue a court action in these
circumstances were rewarded in the scoring
for the strength of legal rights index. Now
economies where secured creditors must
stop individual court actions but their rights
remain protected through other means are
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also rewarded (see the data notes for more
details). The change aligns the methodol-
ogy for this indicator with guidelines of the
United Nations Commission on International
Trade Law (UNCITRAL) and the World Bank
Group.

Data adjustments

All changes in methodology are explained
in the data notes as well as on the Doing
Business website. In addition, data time series
for each indicator and economy are available
on the website, beginning with the first year
the indicator or economy was included in the
report. To provide a comparable time series
for research, the data set is back-calculated
to adjust for changes in methodology and
any revisions in data due to corrections.
The data set is not back-calculated for year-
to-year changes in income per capita. The
website also makes available all original data
sets used for background papers.

Information on data corrections is pro-
vided in the data notes and on the website.
A transparent complaint procedure allows
anyone to challenge the data. If errors are
confirmed after a data verification process,
they are expeditiously corrected.

NOTES

1. For more details on how the aggregate rank-
ings are created, see the chapter on the ease
of doing business and distance to frontier.

2. This has included a review by the World
Bank Independent Evaluation Group
(2008) as well as ongoing input from the
International Tax Dialogue.

3. The resolving insolvency indicators measure
the time, cost and outcome of insolvency
proceedings involving domestic entities. In
previous reports this indicator set was referred
to as closing a business. Resolving insolvency
more accurately reflects the outcomes that
are measured: a judicial procedure aimed
at reorganization or rehabilitation, a judicial
procedure aimed at liquidation or winding up,
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