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Doing Business 2015 is the 12th in a
series of annual reports investigating
the regulations that enhance business
activity and those that constrain it.
Doing Business presents quantitative
indicators on business regulations
and the protection of property rights
that can be compared across 189
economies—from Afghanistan to
Zimbabwe—and over time.

Doing Business measures regulations
affecting 11 areas of the life of a
business. Ten of these areas are
included in this year’s ranking on the
ease of doing business: starting a
business, dealing with construction
pernits, getting electricity, registering
property, getting credit, protecting
minority investors, paying taxes,
trading across borders, enforcing
contracts and resolving insolvency.
Doing Business also measures labor
market regulation, which is not included
in this year’s ranking.

Data in Doing Business 2015 are current
as of June 1, 2014. The indicators are
used to analyge economic outcomes
and identify what reforms of business
regulation have worked, where and why.







Foreword

How to use Doing Business indicators and how not to

he public discourse on eco-

nomic policy is overwhelmingly

focused on fiscal measures,
monetary interventions, welfare pro-
grams and other such highly visible
instruments of government action.
Thus when an economy does poorly, a
disproportionate amount of our debate
centers on whether or not it needs a
fiscal stimulus, whether there should be
liquidity easing or tightening, whether
its welfare programs have been too
profligate or too paltry and so on.
What gets much less attention but is
equally—and, in some situations, even
more—important for an economy's
success or failure is the nuts and
bolts that hold the economy together
and the plumbing that underlies the
economy.

The laws that determine how easily a
business can be started and closed,
the efficiency with which contracts are
enforced, the rules of administration
pertaining to a variety of activities—
such as getting permits for electricity
and doing the paperwork for exports
and imports—are all examples of the
nuts and bolts that are rarely visible
and in the limelight but play a critical
role. Their malfunctioning can thwart
an economy’s progress and render
the more visible policy instruments,
such as good fiscal and monetary poli-
cies, less effective. Just as the Space
Shuttle Challenger broke apart on
takeoff from Cape Canaveral, Florida,
on January 28, 1986, not because (as
was later realiged) something major
had gone wrong but because a joint

held together by a circular nut called
the O-ring had failed, an economy can
be brought down or held back by the
failure of its nuts and bolts. The World
Bank Group’'s Doing Business report
is an annual statement of the state
of the nuts and bolts of economies
around the world and, as such, is one of
the most important compendiums of
information and analysis of the basis
of an economy’s effective day-to-day
functioning and development.

Creating an efficient and inclusive
ethos for enterprise and business
is in the interest of all societies. An
economy with an efficient bureaucracy
and rules of governance that facilitates
entrepreneurship and creativity among
individuals, and provides an enabling
atmosphere for people to realige
their full potential, can enhance living
standards and promote growth and
shared prosperity. It can also help
in creating an environment in which
standard macroeconomic policies are
more effective and course through the
economy more easily. After decades
of debate there is now some conver-
gence in economics about the roles
of the market and the state. To leave
everything to the free market can lead
to major economic malfunction and
elevated levels of poverty, and have
us be silent witnesses to, for instance,
discrimination against certain groups.
Moreover, there is a logical mistake that
underlies the market fundamentalist
philosophy. To argue that individuals
and private businesses should have
all the freedom to pursue what they

Doing Business 2015
Going Beyond Efficiency
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wish and that government should not
intervene overlooks the fact that gov-
ernment is nothing but the outcome
of individual actions. Hence the edict
is internally inconsistent. Fortunately,
market fundamentalism has, for the
most part, been relegated to the mar-
gins of serious policy discourse.

Turning to the other extreme, it is now
widely recogniged that to have the
state try to do it all is a recipe for eco-
nomic stagnation and cronyism. In any
national economy there are too many
decisions to be made, and too great a
variety of skills and talents scattered
through society, for any single author-
ity to take effective charge.

It is true that government should inter-
vene in the market to help the disadvan-
taged, to keep inequality within bounds,
to provide public goods and to create
correctives for market failures such
as those stemming from externalities,
information asymmetries and systemic
human irrationalities! But over and
above these, government also has the
critical responsibility to provide a nimble
regulatory setup that enables ordinary
people to put their skills and talents
to the best possible use and facilitates
the smooth and efficient functioning
of businesses and markets? It is this
critical role of providing an enabling
and facilitating ethos for individual tal-
ent and enterprise to flourish—which
includes an awareness of where not to
intervene and interfere—that the Doing
Business report tries to measure. There
is no unique way of doing this, and there
are plenty of open conceptual questions
one has to contend with. In brief, by its
very nature Doing Business has all the
ingredients of being both important and
controversial, and it has lived up to both
qualities in ample measure.

SWITCHING SIDES

As an independent researcher and,
later, as Chief Economic Adviser to the
Indian government, | used, criticiged,
valued and debated the Doing Business
report, unaware that | would be at the
World Bank one day and hence be
shifted from the side of the consumer
to that of the manufacturer of this
product. This shift has given me a
360-degree view of Doing Business and,
along with that, an awareness of its
strengths and weaknesses, which oth-
ers, luckier than I, may not have.

Its greatest strength is its transpar-
ency and adherence to clearly stated
criteria. Doing Business takes the same
set of hypothetical questions to 189
economies and collects answers to
these. Thus, for instance, when check-
ing on an economy’s efficacy in “enforc-
ing contracts,” it measures the time,
cost and procedures involved in resolv-
ing a hypothetical commercial lawsuit
between 2 domestic firms through a
local court. The dispute involves the
breach of a sales contract worth twice
the sige of the income per capita of
the economy or $5,000, whichever is
greater. This meticulous insistence on
using the same standard everywhere
gives Doing Business a remarkable
comparability across economies.

However, this same strength is inevi-
tably a source of some weaknesses. It
means that, contrary to what some
people believe, Doing Business is not
based on sample surveys of firms. It is
not feasible, at least not at this stage,
to conduct such surveys in 189 econo-
mies. A lot of the Doing Business data
are based on careful collection of de jure
information on what an economy’s laws
and regulations require. Further, even

when, based on a study of one economy
or a cluster of economies, some measure
is found to be an important determinant
of the ease of doing business, it may not
be possible to put this measure to use
unless a way is found to collect informa-
tion on it from all 189 economies.

Nor does the fact that the same mea-
sures are collected for all economies
automatically mean that they are the
right measures. The same measure
may be more apt for one economy and
less so for another. As Ken Arrow once
pointed out, the medieval English law
under which no one was allowed to sleep
on park benches applied to both pau-
pers and aristocrats, but since the latter
typically did not consider the use of park
benches for napping, it was amply clear
that this horigontally anonymous law
was dctually meant for only one class of
people, namely the poor.?

Another problem arises from the fact
that the overall ease of doing business
ranking is an aggregation of 10 com-
ponent indicators—measuring how
easy it is (in the economy concerned)
to start a business, deal with construc-
tion permits, get electricity, register
property, get credit, pay taxes, trade
across borders, enforce contracts and
resolve insolvency and how strong the
protections for minority investors are.
Further, each of these 10 component
indicators is itself an amalgam of
several even more basic measures. The
way all this is aggregated is by giving
each basic measure the same weight to
get to each component indicator, and
then giving an equal weight to each of
the 10 component indicators to get to
the final score. Questions may indeed
be asked about whether it is right
to give the same weight to different
indicators. Is an economy’s speed at

1. There s evidence that human beings are not just frequently irrational but have certain systematic propensities to this, which can be and has been used to
exploit individuals (Akerlof and Shiller 2009: Johnson 2009). By this same logic, these irrationalities can be used to promote development and growth. The
next World Development Report (World Bank, forthcoming), to be published in December 2014, is devoted to this theme

2. This convergent view can increasingly be found in microeconomics books, such as Bowles (2006); Basu (2010); and Ferguson (2013).

w

Arrow 1963.

4. Thereis a lot of research on the choice of weights when aggregating and on the algebra of ranking: see, for example, Sen (1977); Basu (1983); and Foster,

McGillivray and Seth (2012).



giving an electricity connection to a
new enterprise as important as its
ability to enforce contracts efficiently?
Further, the measures count both the
time taken to get certain permits and
clearances and also the number and
intricacy of procedures. These also
entail weights.

There is a way of doing away with
weights, an approach that involves
declaring one economy to be ranked
above another only if it dominates
the other in all 10 indicators. This is
referred to as the criterion of vector-
dominance, and its properties have
been studied and are well understood.
The trouble with this criterion is that
it leads to incompleteness in rankings.
For many pairs of economies it will not
be possible to treat either as ranked
above the other; nor can we, in such
cases, declare the 2 to be equally good
in terms of the ease of doing business.
This is illustrated in the figure, which
ranks a small cluster of economies by
using vector-dominance in terms of the
10 indicators. A downward line between
2 economies represents dominance, and
2 economies that cannot be connected
by a downward line cannot be compared
with each other. Hence Singapore is

Ranking by vector-dominance

Singapore New Zealand
Ireland Latvia
Cyprus Morocco
Senegal Benin

Ireland,
which is ranked above Cyprus and so on.

unequivocally ranked above

Singapore is also ranked above Latvia.
Similarly, New Zealand is ranked above
Latvia, which is above Morocco and
Benin, and so on. Singapore and New
Zealand, which are this year’'s winner
and runner-up in our ordinal ranking,
cannot, however, be ranked in terms of
vector-dominance; nor can we rank New
Zealand and Ireland.®

It is true that the figure shows only
a small segment of the quasi-order
over the 189 economies; but even if we
showed the full set, the picture would
be populated with pairs of economies
that cannot be ranked. That is indeed
the disadvantage of vector-dominance.
When it pronounces judgment, it does
so with great authority, but it achieves
this at the cost of total reticence over
large domains.

What | suspected when | was a user
of Doing Business, and now know, is
that a significant number of the top
30 economies in the ease of doing
business ranking come from a tradition
where government has had quite a
prominent presence in the economy,
including through the laying out of
rules to regulate different dimensions
of the activities of the private sector.
However, all these economies have
an excellent performance on the
Doing Business indicators and in other
international data sets capturing
various dimensions of competitiveness.
The top-performing economies in the
ease of doing business ranking are
therefore not those with no regulation
but those in which governments have
managed to create rules that facilitate
interactions in the marketplace without
needlessly hindering the development
of the private sector.® Ultimately, Doing

FOREWORD

Business is about smart regulations
that only a well-functioning state can
provide. The secret of success is to
have the essential rules and regulations
in place—but more importantly to have
a good system of clearing decisions
quickly and predictably, so that small
and ordinary businesses do not feel
harassed.

To get to an evaluation of this, one has
to make choices, such as what to include
and what to exclude and what weights
to use. This has been done in creating
the Doing Business measures, and effort
is being made to improve on these.
Excessive taxation, for instance, can
dampen incentives and adversely affect
an economy’s functioning. But this
does not mean that the lower the tax
rates and collections, the better. There
are economies where the tax revenue
to GDP ratio is so low that it hampers
the government's ability to regulate
efficiently, invest in infrastructure and
provide basic health and education
services to the poor. With that in mind,
the Doing Business team changed the
indicator that used to treat a lower
tax rate as better. Three years ago a
threshold was set such that economies
with tax rates below this threshold are
not rewarded. This has reduced the bias
in favor of economies that choose not
to levy even a reasonable tax on private
companies.

Our attention has been drawn to many
critiques by the Independent Panel
on Doing Business, chaired by Trevor
Manuel, which submitted its report in
2013.7 Following this report a decision
was made to set a 2-year target to
improve the methodology of Doing
Business without damaging the overall
integrity of this valuable publication.
The Doing Business team is in the midst

5. This example of vector-dominance is based only on the top 2 economies in this year's ease of doing business ranking. The figure was constructed as
follows: First, all economies were sorted by their ranking, and the first economy for which all 10 indicator rankings are lower than those of Singapore was
identified: Ireland. The process was then repeated for Ireland, and so on for all 189 economies. Second, the analysis was replicated, this time starting
with New Zealand. Third, all pairs of economies in the figure were compared (for example, the horigontal line between Singapore and Latvia means that
Singapore vector-dominates Latvia and all economies connected with a vertical line under Latvia).

6. See Besley and Burgess (2004).

7. The report by the Independent Panel on Doing Business is available on its website at http://www.dbrpanel.org/.
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of such an exercise, and it is hoped that
independent researchers, wherever in
the world they happen to be, will join in
the task of refining and improving this
important document.

STRENGTHS AND
WEAKNESSES

While the 2-year task of improving the
methodology continues, itisworthbeing
clear that there is no such thing as the
best, all-encompassing indicator. As
a consequence, responsibility rests as
much with the users of the ease of doing
business ranking as with its producers
to make sure that it is a valuable
instrument of policy. Controversy has
often arisen from reading more into
the ranking or indicator than what it
actually captures. It has been pointed
out, critically, that there are economies
that do poorly on the Doing Business
indicators but that nevertheless get
a lot of foreign direct investment
(FDI) from global corporations. These
examples are usually nothing more
than a reminder that an economy has
many more aspects than the features
that are tracked and measured by the
Doing Business report. The flow of FDI
into an economy is facilitated by having
a better doing business ethos, true, but
FDI flows can be thwarted by other
policy weaknesses; and, conversely, an
economy with poor performance on the
Doing Business indicators may make up
for it in other ways so as to attract
large FDI inflows. The fact that there
are examples of economies that do not
do well on the Doing Business indicators
but continue to receive flows of FDI
shows that private corporations do not
make this mistake; they will decide on
the basis of a range of factors.

Another common criticism is implicit
in the question, If economy x is grow-
ing fast, why does it not rank high on
the ease of doing business? First, if

the ease of doing business ranking
were constructed in such a way that
it had a very high correlation with
GDP or GDP growth, there would be
little reason to have a new ranking. We
would be able to get our result from
looking at GDP or GDP growth tables.
Second, this question is often rooted in
the common mistake, already noted,
of treating the ease of doing busi-
ness ranking as an all-encompassing
measure of an economy’s goodness.
It is not. An economy can do poorly on
Doing Business indicators but do well in
macroeconomic policy or social welfare
interventions. In the end, Doing Business
measures a slender segment of the
complex organism that any modern
economy is. It attempts to capture a
segment that is representative of other
general features of the economy (and
effort will be made to improve on this),
but the fact remains that an economy
can undo the goodness or badness of
its performance on Doing Business indi-
cators through other policies.

Moreover, economic efficiency is not
the only measure by which we evalu-
ate an economy’s performance.® Most
of us value greater equality among
people; the ease of doing business
ranking is not meant to measure suc-
cess on that scale. We value better
health, better education,
and culture; the ease of doing business
ranking is not meant to capture these
either. It is a mistake to treat this as a
criticism of the ease of doing business
ranking; it is simply a reminder that life
is a many-splendored thing, and the
Doing Business report tries to capture
one aspect of the good life. The need is
to resurrect that once-popular expres-
sion, “ceteris paribus” Other things re-
maining the same, an economy should
try to improve its score underlying the
ease of doing business ranking.

literature

In putting the ease of doing business
ranking to use in crafting policy, it

8. See Stiglitz, Sen and Fitoussi (2009); World Bank (2014a); and World Bank and IMF (2014).

is important to keep in mind these
caveats, strengths and weaknesses.
Ultimately, the Doing Business indicators
are meant to simply hold up a mirror to
economies. A poor score should alert a
government that it ought to examine
its regulatory structure. On the basis of
this it may decide to change some regu-
latory features and policies in ways that
may not even directly affect its ease of
doing business ranking but nevertheless
improve the economy’s performance. If
this happens, and there is some evidence
that it does, the Doing Business report
would be serving its purpose. There are
governments that attract a lot of talent
into their bureaucracy but nevertheless
do not have an efficient administration
because the bureaucrats get trapped in
their arcane rules of engagement. This
is a report that can be of great value to
such governments. And it is gratifying
that a large number of governments
have put it precisely to such use.

Promoting a well-functioning, competi-
tive private sector is a major undertak-
ing for any government, especially for
one with limited resources and techni-
cal capabilities. It requires long-term
comprehensive policies targeting mac-
roeconomic stability; investment in in-
frastructure, education and health; and
the building of technological and entre-
preneurial capacity. A well-functioning
political system—one in which the gov-
ernment is perceived to be working in the
public interest while managing scarce
resources in a reasonably transparent
way—plays a central role. Removing
administrative barriers and strengthen-
ing laws that promote entrepreneurship
and creativity—both of which are within
the power of governments to do—can
set an economy on the path to greater
prosperity and development. There is
compelling evidence that excessively
burdensome regulations can lead to
large informal and less-productive sec-
tors, less entrepreneurship and lower
rates of employment and growth.



CARDINALITY,
ORDINALITY, RANKINGS
AND RATINGS

One feature of the report that has
received a lot of attention is its use of
rankings. Ultimately, what the report
does is to provide a table with a simple
ordinal ranking of all 189 economies.
After a lot of debate and discussion
a decision was made to stay with the
overall ranking, even though other,
cardinal features of the exercise are at
the same time being strengthened, as
will be explained shortly.

It was in 2005 that the World Bank
Group management decided to start
ranking economies on the ease of
doing business because it recognized
the value of benchmarking exercises
in generating interest among policy
makers in reform.® In an area that
had received little attention from
policy makers before the publication
of the first Doing Business report, the
rankings proved to be an important
catalyst in raising the profile of
regulation as a central element of a
good investment climate. The rank-
ings also proved effective in moving
issues of performance and progress
in business regulation to the center of
policy discussions in a large number
of economies. By capturing complex,
multidimensional realities in a simple
quantified framework, the rankings
also helped to facilitate communica-
tion between different stakeholders
and made possible meaningful inter-
national comparisons of the regula-
tory performance of economies, con-
tributing, along the way, to increasing
the accountability of political actors.

Members of the business commu-
nity, for instance, could point to the
existence of less complex and costly
procedures or better-functioning insti-
tutions in other economies in the region
in their dealings with governments,

9. See World Bank (2006).

which, by and large, had been slow to
see their own Doing Business data in an
international perspective. The overall
ranking has value in addition to the
topic-level indicators. The overall rank-
ing combines a wealth of information
that serves as a summary measure
and allows governments to benchmark
their economy’s performance against
that of other economies.

Notwithstanding the important ben-
efits of rankings, the disaggregated
data are also a clear strength of the
project. Policy makers frequently
become aware of the measurements
through the ranking but then use the
disaggregated data to shape reform
programs. The data identify best prac-
tices globally and identify where each
economy’s practices hold inefficiencies
or inadequate legal protections. For
example, governments find it useful
to compare their own procedures lists
for firm start-up with those of other
economies that pursue the same goals
with less procedural complexity and at
lower cost.

Having noted these advantages, we
would be remiss if we did not point to
some of the disadvantages of ordinal
ranking. When an economy is given a
rank, there is no sense of how far it is
from its closest contenders. Consider
an economy that is ranked at 95,
with no other economy at that rank.
We know that its closest contenders
are at 94 and 96 and this would be
unchanged no matter how far or how
near those other economies are. This
means that when economies are very
densely packed, a small improvement
can lead to a vast jump in ranking and
a small worsening can lead to a large
drop in ranking. To see this, consider
an extreme case where 50 economies
have exactly the same scores on the
indicators underlying the ease of doing
business ranking and so each of them
has the same ranking, say 95. If one

FOREWORD

economy does slightly worse, with no
change in the performance of all the
other economies, it will drop not to 96
in the ranking but to 145. On an ordinal
ranking scale this will show up as a
seemingly alarming drop, but noth-
ing alarming has actually happened.
Similarly, if an economy is far behind
the economy ahead of it, it can make
a large improvement and yet show no
gain in the ordinal rank measure.

In response to this, there are 2
comments in defense of the methods
used. First, the Doing Business team
worked over the past 3 years to deepen
the indices by adding a ‘distance to
frontier” measure. This measure has
certain cardinal qualities because it
tries to capture the actual distance
each economy has to go to reach the
frontier of “best performance” This
puts on display how each economy
performs not only vis-a-vis other
economies but also in absolute terms.
Further, the distance to frontier score
can shed light on the progress made
by individual economies over time in
comparison with their own regulatory
practices of previous years. This makes
it transparent that an economy can
make actual progress and still lose
ground in the ranking when rank-
neighboring economies do even better.
Recent Doing Business reports have
given increasing attention to long-term
trends in the data—with an emphasis
on economies’ with
respect to their past performance—to
balance the short-term perspective
that the ranking provides. Further, for
reasons of transparency Doing Business
makes the disaggregated data
available on its website. This allows
users to construct alternative rankings
with any set of weights they may wish
to attach to individual indicators.

performance

Second, the ranking issue crops up
for both the final aggregate score and
the basic indicators that go into the
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creation of this final score. Here, the
use of ordinal ranks is more problem-
atic because they get absorbed in the
final measure and economies making
small improvements or regressions
in densely packed areas can have a
disproportionate gain or loss in rank-
ing. This information being buried in
the basic indicators makes it harder to
discern. For this reason from this year
we decided to switch from using the or-
dinal ranks of basic indicators to using
absolute or cardinal measures before
they are aggregated in the final rank-
ing. There are also other options. One
is to switch from rankings to ratings,
which would have economies appear in
clusters that are then ranked. But this
method too comes with its own share
of strengths and weaknesses.

CONCLUSION

The economy is a complex machine, be-
yond the full comprehension of any per-
son. Over the years meticulous research,
collection of increasingly sophisticated
data and the advance of economic
theory and innovative modeling have
given us a better understanding of this
machine. Nevertheless, one has to ap-
proach economic policy making with a
certain humility, keeping an eye on the
fact that what we, all this time, took to
be an established feature of economics
may be open to question. In brief, the
discipline is evolving and we must be
willing participants in the process.

The World Bank Group’s Doing Business
initiative is no exception to this. It tries

to track and measure one of the most
important features of an economy—
the ease with which it is possible to
do business, trade and exchange. It
provides governments, administrators
and researchers with valuable data and
analysis to promote a better regula-
tory framework for development, job
creation and growth. There are econo-
mies that have benefited greatly from
this and it is hoped that Doing Business
will continue to provide this service. At
the same time, as this foreword has
argued, we are aware that we still have
some distance to go in our understand-
ing of an economy. For that reason we
welcome research and criticism and
hope that this will lead to a better Doing
Business report. This year’s report is a
small, first step in that direction.

L\a;,g__
Kaushik Basu

Senior Vice President and
Chief Economist

The World Bank
Washington, DC



Overview

reat ideas for new business

ventures happen every day and

everywhere. Some go far, while
others never take off. Great ideas are
at the heart of development; they allow
economies to grow, and they improve
people’s lives. So it is important to un-
derstand why some great ideas never
come to fruition even as others thrive.

What do entrepreneurs need to pursue
a great idea? First of all, they need the
ability to give legal form to the idea—
that is, to start a business—simply,
quickly and inexpensively and with the
certainty of limited liability. They also
need the certainty of a well-designed
insolvency system, in case the idea fails
to work out. In addition, they will need
to hire people to help realige the ideq,
will probably need to obtain financing
(both equity and credit) and, in today’s
increasingly  interdependent  global
economy, may in many cases need a
simple way to import and export. And
they will need a straightforward way to
pay their taxes.

Sound business regulations are funda-
mental to all this. The right business
regulations enable good ideas to take
root, leading to the creation of jobs
and to better lives. But where business
regulations make it difficult to start
and operate a business, good ideas may
never see the light of day and important
opportunities may be missed. Budding
entrepreneurs, daunted by burden-
some regulations, may opt out of doing
business altogether or, if they have the
resources, take their ideas elsewhere.

Doing Business looks at how business
regulations determine whether good
ideas can get started and thrive or will
falter and wither away. Many other di-
mensions of the business environment
also matter but are outside the scope
of Doing Business. For example, Doing
Business does not capture such aspects
as security, market sige, macroeco-
nomic stability and the prevalence of
bribery and corruption. Nevertheless,
improving in the areas measured by
Doing Business is an important step
toward a better business environment
for all.

WHAT DOES DOING
BUSINESS MEASURE—AND
HOW IS IT CHANGING?

This year’'s Doing Business report
launches a 2-year process of introduc-
ing important improvements in 8 of the
10 sets of Doing Business indicators.
These improvements provide a new
conceptual framework in which the
emphasis on the efficiency of regula-
tion is complemented by an increased
emphasis on its quality. In the area of
dealing with construction permits, for
example, Doing Business will measure
the quality of building regulations and
the qualifications of the people review-
ing the building plans in addition to the
efficiency of the process for completing
all the formalities to build a warehouse.

With a few exceptions, the original
Doing Business indicators focused
mainly on measuring efficiency, such as

Doing Business 2015
Going Beyond Efficiency

= This year’s Doing Business report

launches a 2-year process of
introducing improvements in 8 of the
10 Doing Business indicator sets—to
complement the emphasis on the
efficiency of regulation with a greater
emphasis on its quality.

New data show that efficiency and
quality go hand in hand. Insolvency cases
are resolved more quickly, and with
better outcomes, where insolvency laws
are well designed. Property transfers
are faster and less costly in economies
with good land administration

systems. And commercial disputes

are resolved more efficiently by courts
using internationally recognized good
practices.

For the first time this year, Doing
Business collected data for 2 cities

in large economies. The data show
few differences between cities within
economies in indicators measuring the
strength of legal institutions, which
typically apply nationwide. Differences
are more common in indicators
measuring the complexity and cost

of regulatory processes, where local
jurisdictions play a larger role.

Sub-Saharan Africa accounts for 5 of
the 10 top improvers in 2013/14. The
region also accounts for the largest
number of regulatory reforms making

it easier to do business in the past
year—75 of the 230 worldwide. More
than 70% of its economies carried out at
least one such reform.

Business regulations such as those
measured by Doing Business are
important for new business creation and
for the performance of small firms.
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by recording the procedures, time and
cost to start a business or to transfer
property. These are very important
aspects to measure. But as the proj-
ect’s importance grew, it became clear
that there was a need to expand what
was being measured to include more
aspects of regulatory quality. Many of
the improverments in methodology were
inspired and informed by the report of
the Independent Panel on Doing Business
as well as by input from policy makers
and data users! They also benefited
from discussions at the Doing Business
research conference held in Washington,
DC, in February 2014. (For more details
on the changes in methodology, see the
chapter on what is changing in Doing
Business.)

Doing Business continues to focus on
regulations that affect domestic small
and medium-sige enterprises, operat-
ing in the largest business city of an
economy, across 10 areas: starting a
business, dealing with construction
permits, getting electricity, registering
property, getting credit, protecting
minority investors, paying taxes, trad-
ing across borders, enforcing contracts
and resolving insolvency. Doing Business
also measures labor market regulation,
which is not included in any of the
aggregate measures. The indicator
sets for 3 of the 10 topics are being
expanded in this year’s report; those
for 5 others will be expanded in next
year’s report (figure 1.1).

In another change starting in this year’s
report, Doing Business has extended its
coverage to include the second larg-
est business city in economies with a
population of more than 100 million.
These economies are Bangladesh,
Bragil, China, India, Indonesia, Japan,
Mexico, Nigeria, Pakistan, the Russian
Federation and the United States.

In addition, while Doing Business contin-
ues to publish the ease of doing business
ranking, this year’s report introduces a
change in the basis for the ranking, from

the percentile rank to the distance to
frontier score. The distance to frontier
score benchmarks economies with
respect to a measure of regulatory best
practice—showing the gap between
each economy’s performance and the
best performance on each indicator.?
This measure captures more informa-
tion than the simple rankings previously
used as the basis for the ease of doing
business ranking because it shows not
only how economies are ordered on their
performance on the indicators but also
how far apart they are.

The distance to frontier score also
provides an important complement
to the ease of doing business ranking
in analyging changes in an economy’s
business regulatory environment. An
example at the global level suggests
why: the time series of the distance to
frontier scores overwhelmingly shows
improvements in business regulations
around the world, while in the ease
of doing business ranking, for every
economy that goes up another must go
down. (For more details on the differ-
ences between the 2 measures, see the
chapter on the distance to frontier and
ease of doing business ranking.)

While the changes being implemented
this year are substantive, there is a

strong correlation at the aggregate
level between this year’s data under the
old methodology and the same data
under the new one (figure 1.2). This is not
surprising, since changes are being in-
troduced for only 3 of the 10 topics this
year. But even with a high correlation
there can still be relatively large shifts in
ranking in some cases. This is particu-
larly likely for economies in the middle
of the distribution, in part because they
are more closely bunched and smuall
shifts in their distance to frontier scores
will therefore tend to have a greater im-
pact on their positions relative to other
economies. Another reason is that these
are the economies that historically have
made more intense efforts to reform
business regulation.

The Doing Business website presents
comparable data for this year and last,
making it possible to assess the extent
to which there has been an improve-
ment in business regulation in any
economy as tracked by the distance
to frontier measure. Moreover, because
most of the changes in methodology
involve adding new indicators rather
than revising existing ones, data for
more than 90% of the previously exist-
ing indicators remain comparable over
time. The full series are available on the
website.

FIGURE 11 What Doing Business continues to cover and what it is adding

« Procedures, time, cost and paid-in minimum capital to start a business

+ Procedures, time and cost to complete all formalities to build a warehouse

« Procedures, time and cost to get connected to the electrical grid

« Procedures, time and cost to transfer a property

+ Movable collateral laws and credit information systems

+ Minority shareholders’ rights in related-party transactions

+ Payments, time and total tax rate for a firm to comply with all tax regulations
+ Documents, time and cost to export and import by seaport

« Procedures, time and cost to resolve a commercial dispute

« Time, cost, outcome and recovery rate for a commercial insolvency

+ More features on the strength of legal rights and depth of credit information

+ More features on minority shareholders’ rights

+ Ameasure of the strength of the legal framework for insolvency

+ An additional city in the 11 economies with a population of more than 100 million
- Ease of doing business ranking based on the distance to frontier score

+ Measures of the quality of building regulations

+ Measures of the reliability of the electricity supply

+ Measures of the quality of the land administration system

+ Measures of the postfiling process in paying taxes

+ Measures of the quality of the judicial administration system




WHERE ARE REGULATIONS

MORE BUSINESS-FRIENDLY?
Singapore continues to be the economy
with the most business-friendly regu-
lations (table 1.1). And while there was
some reordering of economies within
the top 20 in the ease of doing business
ranking, the list remains very similar to
last year’s: 17 economies stayed on the
list, while 3 entered this year—Estonia,
Germany and Switgerland. Economies
in the top 20 continued to improve
their business regulatory environ-
ment in the past year. For example,
Switgerland made starting a business
easier by introducing online procedures
and strengthened minority investor
protections by increasing the level of
transparency required from listed com-
panies. And Sweden made registering
property easier through a new online
system that became fully operational
in the past year. The system provides
comprehensive coverage, allowing us-
ers to conduct searches and file regis-
trations from anywhere in the country.

The 20 economies at the top of the
ease of doing business ranking perform
well not only on the Doing Business
indicators but also in other interna-
tional data sets capturing dimensions
of competitiveness. The economies
performing best in the Doing Business
rankings therefore are not those with
no regulation but those whose govern-
ments have managed to create rules
that facilitate interactions in the mar-
ketplace without needlessly hindering
the development of the private sector.
Moreover, even outside the top 20
economies there is an association be-
tween performance in the ease of doing
business ranking and performance on
measures of quality of government and
governance. For example, in a sample
of 78 mostly low- and lower-middle-
income economies the distance to
frontier score is strongly correlated
with the International Development
Association (IDA) Resource Allocation
Index, which measures the quality of

a country’s policies and institutional
arrangements.®

The distance to frontier scores under-
lying the ease of doing business rank-
ings reveal some regional patterns.

OVERVIEW

OECD high-income economies have the
highest distance to frontier scores on
average, indicating that this regional
group has the most business-friendly
regulations overall (figure 1.3). But best
practices in business regulation can be

FIGURE1.2 Distance to frontier scores remain similar under the new methodology

Distance to frontier score

under old methodology (0-100)
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Distance to frontier score
under new methodology (0-100)

Note: The figure compares distance to frontier scores based on this year's data computed using the old (Doing Business 2014)
methodology with scores based on the same data computed using the new methodology. The differences between the 2
series are in protecting minority investors, resolving insolvency, the depth of credit information index in getting credit and the
distance to frontier calculation for the total tax rate in paying taxes. It is not possible to isolate the changes in the strength
of legal rights index in getting credit. The 45-degree line shows where the scores under the old and new methodologies are
equal. The correlation between the 2 scores is 0.99. For analysis of the effect of the change in ranking calculation, see figure

31 inthe chapter on what is changing in Doing Business.
Source: Doing Business database.

FIGURE 1.3 Big gaps between the highest and lowest distance to frontier scores in

some regions
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TABLE11 Ease of doing business ranking

Rank Economy DTF score Rank Economy DTF score Rank Economy DTF score
1 Singapore 88.27 64 Cyprus 6655 1 127 Mogambique 5692 1
2 New Zealand 8691 14 65 Croatia 6653 1 128 Lesotho 5664 4
3 Hong Kong SAR, China 8,97 4 66 Oman 6639 1 128 Pakistan 5664 4
4 Denmark 84.20 1 67 Samoa 66.17 130 Iran, Islamic Rep. 56.51 f
5 Korea, Rep. 8340 4 68 Albania 6606 4 131 Tangania 5638 14
6 Norway 8240 4 69 Tonga 6572 132 Ethiopia 5631 4
7 United States 8198 f 70 Ghana 65.24 f 133 Papua New Guinea 55.78
8 United Kingdom 8096 1 7 Morocco 6506 4 134 Kiribati 5548 4
9 Finland 80.83 72 Mongolia 6502 1 135 Cambodia 5533 4
10 Australia 80.66 73 Guatemala 6488 1 136 Kenya 5498 4
1 Sweden 8060 4 % Botswana 6487 1 137 Yemen, Rep. 54,84
1?2 lceland 80.27 75 Kosovo 6476 4 138 Gambia, The 581 4
13 Ireland 80.07 f 76 Vanuatu 64.60 f 139 Marshall Islands 54.72
14 Germany 79.73 77 Kagakhstan 64.59 t 140 Sierra Leone 54.58 f
15 Georgia 79.46 78 Vietnam 6442 4 141 Ugbekistan 5426 4
16 Canada 7909 79 Trinidad and Tobago 6426 4 142 India 5397 4
17 Estonia 788 1 80 Agerbaijan 6408 1 143 West Bank and Gaza 5362 4
18 Malaysia 78.83 f 81 Fiji 63.90 f 144 Gabon 53.43
19 Taiwan, China 7873 4 82 Uruguay 6389 1 145 Micronesia, Fed. Sts. 5307 4
20 Switgerland s § 83 Costa Rica 6367 1 146 Mali 5259 4
21 Austria 742 4 84 Dominican Republic 6343 14 147 Céte d'voire 5206 4
22 United Arab Emirates %681 1 85 Seychelles 6316 1 148 Lao PDR 5145 4
23 Latvia %673 1 86 Kuwait 6311 4 149 Togo S
24 Lithuania 76.31 f 87 Solomon Islands 63.08 t 150 Uganda 5111 f
25 Portugal 7603 4 88 Namibia 62.81 151 Benin 510 4
26 Thailand 75.27 f 89 Antigua and Barbuda 62.64 t 152 Burundi 51.07 f
27 Netherlands 75.01 9 China 6258 1 153 Séio Tomé and Principe 5075 4
28 Mauritius T o 91 Serbia 62.57 154 Algeria 5069 1
29 Japan 74,80 2 Paraguay 6250 1 155 Djibouti 5048 4
30 Macedonia, FYR [ 93 San Marino 6244 1 156 Irag 50.36
31 France 7388 1 94 Malta 6211 4 157 Bolivia 4995 4
32 Poland 73.56 f 95 Philippines 62.08 158 Cameroon £49.85
33 Spain A % Ukraine 6152 4 159 Comoros 4956 14
34 Colombia 729 %4 97 Bahamas, The 6137 1 160 Sudan 4955 4
35 Peru X 97 Dominica 6137 1 161 Senegal 4937 4
36 Montenegro 72.02 f 99 Sri Lanka 61.36 f 162 Suriname 49.29 f
37 Slovak Republic 78 1 100 St. Lucia 6135 4 163 Madagascar 4925 4
38 Bulgaria 71.80 f 101 Brunei Darussalam 61.26 f 164 Malawi 49.20 f
39 Mexico 7153 f 102 Kyrgyg Republic 60.74 165 Equatorial Guinea 49.01 f
40 Israel 71.25 f 103 St. Vincent and the Grenadines 60.66 t 166 Tajikistan 4857 f
Al Chile .24 f 104 Honduras 60.61 167 Burkina Faso 48.36 f
42 Belgium 7 104 Lebanon 6061 4 168 Niger 4763 4
43 South Africa 71.08 106 Barbados 60.57 169 Guinea 4742 f
bty Cgech Republic 70.95 1 107 Bosnia and Hergegovina 60.55 t 170 Nigeria 47.33 f
45 Armenia 7060 1 108 Nepal 6033 1 171 Zimbabwe 4695 4
46 Rwanda 047 1 109 El Salvador 5093 1 172 Timor-Leste 4689 1
47 Puerto Rico (U.S.) 70.35 110 Swagiland 59.77 f 173 Bangladesh 46.84 f
48 Romania 02 14 M Zambia 59.65 174 Liberia w61 4
49 Saudi Arabia 69.99 112 Egypt, Arab Rep. 59.54 f 175 Syrian Arab Republic 46.51
50 Qatar 69.96 1 13 Palau 59.50 176 Mauritania 4421
51 Slovenia 6987 1 114 Indonesia 5015 4 177 Myanmar 4355
52 Panama 69.22 f 15 Ecuador 58.88 t 178 Congo, Rep. 4329 f
53 Bahrain 6900 4 116 Maldives 5873 4 179 Guinea-Bissau 4321
54 Hungary 6880 4 17 Jordan 5840 4 180 Haiti w18 4
55 Turkey 6866 1 118 Belige AT 3 181 Angola wes 4
56 Italy 68.48 f 119 Nicaragua 58.09 f 182 Veneguela, RB 4.4 f
57 Belarus 6826 1 120 Bragil 5801 4 183 Afghanistan 1116
58 Jamaica 67.79 f 11 St. Kitts and Nevis 58.00 f 184 Congo, Dem. Rep. 40.60 f
59 Luxembourg 6760 1 122 Cabo Verde 5794 185 Chad 325 1
60 Tunisia 6735 123 Guyana 5783 4 186 South Sudan k72 14
61 Greece 6670 4 124 Argentina 5748 4 187 Central African Republic 3447
62 Russian Federation 66.66 f 125 Bhutan 57.47 188 Libya 3335
63 Moldova 6660 1 126 Grenada 57235 4 189 Eritrea 3316 4

Note: The rankings are benchmarked to June 2014 and based on the average of each economy's distance to frontier (DTF) scores for the 10 topics included in this year's aggregate ranking. For
the economies for which the data cover 2 cities, scores are a population-weighted average for the 2 cities. An arrow indicates an improvement in the score between 2013 and 2014 (and therefore
an improvernent in the overall business environment as measured by Doing Business), while the absence of one indicates either no improvement or a deterioration in the score. The score for both
years is based on the new methodology.

Source: Doing Business database.



found in almost all regions. In 6 of the
7 regions the highest distance to fron-
tier score is above 70. The difference
between the best and worst scores in
a region can be substantial, however,
especially in East Asia and the Pacific,
the Middle East and North Africa and
Sub-Saharan Africa.

WHO IMPROVED THE MOST
IN 2013/14?

Since 2004 the Doing Business report
has captured more than 2,400 regula-
tory reforms making it easier to do
business. In the year from June 1, 2013,
to June 1, 2014, 123 economies imple-
nmented at least one reformin the areas
measured by Doing Business—230 in
total. More than 63% of these reforms
reduced the complexity and cost of
regulatory processes, while the oth-
ers strengthened legal institutions.
Twenty-one economies, including 6 in
Sub-Saharan Africa and 6 in the OECD
high-income group, implemented 3 or
more reforms reducing burdensome
bureaucracy or improving legal and
regulatory frameworks.“ Globally, more
than 80% of the economies covered by
Doing Business had an improvement in
their distance to frontier score—it is
now easier to do business in most parts
of the world.

Sub-Saharan Africa, the region with
the largest number of economies,
accounted for the largest number
of regulatory reforms in 2013/14,
with 39 reducing the complexity and
cost of regulatory processes and 36
strengthening legal institutions. As in
previous years, however, Europe and
Central Asia had the largest share of
economies implementing at least one
regulatory reform, with some 85%
doing so (figure 1.4). Sub-Saharan
Africa had the second largest share
of economies implementing at least
one reform and the second largest
average improvement in distance to
frontier scores. Latin America and the

Caribbean and South Asia remain the
2 regions with the smallest share of
economies implementing regulatory
reforms as captured by Doing Business.

Among the 21 economies with the most
reforms making it easier to do business
in 2013/14, 10 stand out as having
improved the most in performance on
the Doing Business indicators: Tajikistan,
Benin, Togo, Cote d'lvoire, Senegal,
Trinidad and Tobago, the Democratic
Republic of Congo, Agerbaijan, Ireland
and the United Arab Emirates (table 1.2).
Together, these 10 top improvers imple-
mented 40 regulatory reforms making
it easier to do business. Among these 10,
only Cote d'lvoire featured among the 10
top improvers in last year’s report. And
only 4 place among the top 100 in the
overall ease of doing business ranking;
Ireland has the highest ranking, at 13.
Being recogniged as top improvers does

OVERVIEW

not mean that these economies have ex-
emplary business regulations; instead, it
shows that thanks to serious efforts in
regulatory reform in the past year, they
made the biggest advances toward the
frontier in regulatory practice (figure
1.5). Many of the 10 top improvers still
face many challenges on their way to
international best practices in business
regulation, including high bureaucratic
obstacles, political instability and weak
financial institutions.

Among the 10 top improvers, Tajikistan
made the biggest advance toward the
regulatory frontier in the past year,
thanks to improvements in several ar-
eas. For example, starting a business
in Tajikistan is now easier as a result of
the implementation of new software
at the one-stop shop and the elimina-
tion of one of the business registration
procedures. A reduction of fees made

FIGURE 1.4 Europe and Central Asia had both the largest share of economies making

it easier to do business in 2013/14 ...
Share of economies with at least one reform
making it easier to do business (%)
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Source: Doing Business database.
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TABLE1.2 The 10 economies improving the most across 3 or more areas measured by Doing Business in 2013/14

Reforms making it easier to do business

Ease of
doing Dealing with Protecting Trading
business Startinga | construction Getting Registering Getting minority Paying across Enforcing Resolving
rank business permits electricity property credit investors taxes borders contracts | insolvency
Tajikistan 166 v v v v
Benin 151 v v v v
Togo 149 v v v
Cote d'lvoire 147 v v v v v
Senegal 161 v v v v v v
Trinidad and Tobago 79 v v v
Congo, Dem. Rep. 184 v v Vv Vv Vv
Agerbaijan 80 v v
Ireland 13 v v
United Arab Emirates 22 v v v

Note: Economies are selected on the basis of the number of their reforms and ranked on how much their distance to frontier score improved. First, Doing Business selects the economies that
implemented reforms making it easier to do business in 3 or more of the 10 topics included in this year's aggregate distance to frontier score. Regulatory changes making it more difficult
to do business are subtracted from the number of those making it easier. Second, Doing Business ranks these economies on the improvernent in their distance to frontier score from the
previous year. The improverment in their score is calculated not by using the data published in 2013 but by using comparable data that capture data revisions and methodology changes.
The choice of the most improved economies is determined by the largest improvements in the distance to frontier score among those with at least 3 reforms:

Source: Doing Business database.

FIGURE1.5 How far have economies moved toward the frontier in regulatory practice since 2013?
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Note: The distance to frontier score shows how far on average an economy is at a point in time from the best performance achieved by any economy on each Doing Business indicator since
2005 or the third year in which data for the indicator were collected. The measure is normaliged to range between 0 and 100, with 100 representing the frontier. The vertical bars show the
change in the distance to frontier score from 2013 to 2014; for more details, see the note to table 11. The 30 economies improving the most are highlighted in red.

Source: Doing Business database



dealing with construction permits
less costly, and the introduction of an
electronic system for filing and paying
the corporate income tax, value added
tax and labor taxes made paying taxes
easier. Finally, the Credit Information
Bureau of Tajikistan improved access
to credit information by starting to
provide credit scores in June 2013.

Eight of the 10 top improvers carried
out reforms making it easier to start a
business, while 7 implemented reforms
making it easier to get credit. Some
of these changes were inspired by
transnational initiatives. One such ini-
tiative was the revision by the Council
of Ministers of the Organigation for
the Harmonigation of Business Law
in Africa (OHADA) of the Uniform
Act on Commercial Companies and
Economic Interest Groups. The revised

act authoriges each member state to
adopt national legislation reducing
its paid-in minimum capital require-
ment—the amount of capital that
entrepreneurs need to deposit in a
bank account or with a notary before
or within 3 months of incorporation.
Benin, Céte d’lvoire, Senegal and Togo
were all among the OHADA member
economies that did so in 2013/14.
Cote d'lvoire and Senegal also took
measures within the framework of the
West African Economic and Monetary
Union. Both adopted the Uniform Law
onthe Regulation of Credit Information
Bureaus ahead of other member
states, providing a legal framework to
establish credit information bureaus.

Reforms making it easier to get credit
were also undertaken at the national
level. In the United Arab Emirates the

OVERVIEW

credit bureau Emcredit and the Dubai
Electricity and Water Authority (DEWA)
began exchanging credit information
in October 2013. As a result, the credit
bureau can now identify customers with
unpaid DEWA accounts beyond 90 days
and the utility has access to the bureau’s
bounced check repository. Ireland im-
proved its credit information system by
passing a new act that provides for the
establishment and operation of a credit
registry. And in Trinidad and Tobago a
new insolvency law strengthened pro-
tections of secured creditors’ rights in
insolvency proceedings, giving greater
flexibility in enforcement actions.

Six of the 10 top improvers reformed
their property registration processes
and 6 strengthened the rights of mi-
nority shareholders, with Cote d'lvoire,
Senegal, Togo and the United Arab

Malta

Grenadines

d Herzegovina

Bank and Gaza

ican Republic
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Emirates reforming in both these areas.
These 4 economies strengthened mi-
nority investor protections by making
it possible for shareholders to inspect
documents pertaining to related-party
transactions as well as to appoint audi-
tors to conduct inspections. Moreover,
the United Arab Emirates introduced
additional approval requirements for
related-party  transactions, greater
requirements for disclosure of such
transactions to the stock exchange and
a requirement that interested directors
be held liable if a related-party transac-
tion is unfair or constitutes a conflict of
interest. The United Arab Emirates also
made it possible for shareholders to
request the rescission of unfair related-
party transactions.

Highlights of reforms making it easier
to register property include Agerbaijan’s
introduction of an online procedure for
obtaining nonencumbrance certificates
for property transfers. Senegal made
property transfers easier by eliminating
the requirement for authorigation by
the tax authority. Now applicants for a
property transfer need only notify the
tax authority before proceeding with
the property transaction at the land
registry.

Two of the 10 top improvers imple-
mented reforms making it easier to
trade across borders. Benin reduced
the number of documents needed for
customs clearance of imports. The
technical standard or health certifi-
cate is now no longer required except
for food imports. Céte d’lvoire simpli-
fied the process for producing the
inspection report for imported cargo
and lowered port and terminal han-
dling charges at the port of Abidjan
by introducing new customs and port
management.

Among the areas with the fewest
reforms by the 10 top improvers are
enforcing contracts, with 2, and re-
solving insolvency, with 1. Benin made
enforcing contracts easier by creating

a commercial section within its court
of first instance. Trinidad and Tobago
made resolving insolvency easier by
introducing a statutory mechanism
for rehabilitation of insolvent compa-
nies as an alternative to previously
available voluntary and court-ordered
winding-up proceedings. (For more de-
tail on the reform patterns in the past
year, see the chapter on reforming the
business environment.)

WHAT DO THE NEW DATA
SHOW ABOUT DIFFERENCES
BETWEEN CITIES?

Subnational Doing Business reports
have covered more than 300 cities in
55 economies in the nearly 10 years
that they have been published. For the
first time this year, the global Doing
Business report also extends its cover-
age beyond the largest business city in
each economy. For the 11 economies
with a population of more than 100
million, Doing Business now covers the
second largest business city as well as
the largest one. The data provide new
insights into the variability of business
regulation within economies.

The sets of indicators showing limited
variability across cities in the same
economy tend to be those measuring
the strength of legal institutions—
getting credit, protecting minority
investors, enforcing contracts and
resolving insolvency, which mainly
draw from national laws with general
applicability (figure 1.6). Variability is
more common for the sets of indicators
measuring the complexity and cost
of regulatory processes—starting a
business, dealing with construction
permits, getting electricity, registering
property, paying taxes and trading
across borders. But this variability
is more likely to be in time and cost
than in the number of procedures,
suggesting that in most cases the law
is the same across cities though its
implementation may vary.

In all 11 economies the data for getting
credit—both on the strength of legal
rights and on the depth of credit
information—are the same for the 2
cities covered. This is easy to explain.
Credit information systems tend to
operate at the national level, not at
the city or state level. Collateral laws
also tend to be national, and even in
the United States, where these laws
are under state jurisdiction, there is
enough legal harmonigation so that
the 2 cities in the sample have the
same score on the strength of legal
rights index. In the area of protecting
minority investors all 11 economies
again show no difference between
the 2 cities in the aggregate score.
In the United States, however, there
are differences in some of the data
embedded in the indicators for Los
Angeles and New York City—because
company law is under state jurisdiction
and there are measurable differences
between the California and New York
company law.

In the area of resolving insolvency only
4 of the 11 economies have a difference
between the 2 cities in the recovery
rate and none have a difference in
the strength of insolvency framework
index. The pattern is different in the
area of enforcing contracts. Only 4 of
the 11 economies have a difference in
the number of procedures to resolve
a commercial dispute. In all 4 of these
economies one of the pair of cities
has a specialiged commercial court
(Rio de Janeiro, Monterrey, Lagos and
New York City) while the other does
not (Séo Paulo, Mexico City, Kano and
Los Angeles). But the time and cost
to resolve a commercial dispute dif-
fer between the 2 cities in 7 of the 11
economies and the differences in time
can be significant. In Nigeria, for ex-
ample, resolving a commercial dispute
takes 720 days in Kano but 447 days
in Lagos.

There is also more variation at the
city level in the other indicators. For



example, only 4 economies have the
same tax system in both the 2 major
business cities—Bangladesh, India,
Indonesia and Nigeria. In all the other
large economies the total tax rate
differs between the 2 cities. In the
area of starting a business the paid-in
minimum capital requirement is the
same in the 2 cities in all 11 economies,
and the number of procedures differs
in only 4 economies. But the time and
cost to start a business differ between
the 2 cities in 8 economies. Only in
Bangladesh and Pakistan is the pro-
cess the same in the 2 cities. Similarly,
the procedures to transfer a property
between 2 firms differ in only 4 econo-
mies but the cost to do so differs in 9
economies. Only in Japan and Russia
is the process the same in the 2 cities.

In dealing with construction permits
and getting electricity 10 economies
show some degree of difference
between the 2 cities, and in trading
across borders all 11 economies do so.
These are the areas of regulation mea-
sured by Doing Business where location
matters the most. Building permits are
commonly issued by municipalities.
Similarly, electricity connections are
often provided by local utilities. And
the distance to the nearest port is an
important factor in determining the
time and cost to export and import,
leading to differences even within the
same economy.

Labor market regulation can also vary
across cities within an economy. In 6 of
the 11 economies—Bragil, China, India,
Indonesia, Japan and Russia—the 2
cities in the sample have different
minimum wage levels. This is mainly to
account for differences in the cost of
living. In all these cases except Bragil
and India, the largest business city
has a higher minimum wage than the
second largest one. In addition, in India
the largest business city (Mumbai) has
longer paid annual leave, with 21 days,
than the second largest one (Delhi),
with 15.

Does city sige matter for having
business-friendly regulations? At first
glance the data suggest that it does
not. In 6 of the 11 economies the larg-
est business city performs better on
the Doing Business indicators overall
than the second largest one, while in
the other 5 the second largest busi-
ness city has the higher score. And in
the economies where the second larg-
est business city has a substantially
smaller population (at most 30% of the
largest business city’s population), the
second city has more business-friendly
regulations overall. This is the case for
Kano, Monterrey and Surabaya.

Among the 11 economies, the United
States has the highest number of
differences between the largest and
second largest business cities: Los
Angeles and New York City differ in
9 of the 10 topics (while the 2 cities
have the same overall score on the
strength of minority investor protec-
tions, they have differences in the
underlying indicators). Japan has the
fewest: Osaka and Tokyo differ in only

OVERVIEW

4 topics—starting a business, getting
electricity, paying taxes and trading
across borders. Overall, the differ-
ences between cities within the same
economy are very small, as shown in
figure 3.2 in the chapter on what is
changing in Doing Business.

WHAT IS THE
RELATIONSHIP BETWEEN
EFFICIENCY AND QUALITY?

One of the big innovations in this year’s
report is the expansion of the data on
the quality of regulation. Measuring
aspects of the quality of regulation is
not new for Doing Business; some indi-
cator sets, such as getting credit and
protecting minority investors, already
included a focus on regulatory quality.
But starting this year a systematic ef-
fort is being made to include measures
of quality in most of the indicator sets.
This year’s report introduces a new
measure of quality in the resolving
insolvency indicator set and expands
the measures of quality in the getting

FIGURE 1.6 Indicators measuring the strength of legal institutions show less
difference between cities within economies than those measuring the complexity and

cost of requlatory processes
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credit and protecting minority inves-
tors indicator sets. Next year’s report
will add measures of regulatory quality
to the indicator sets for dealing with
construction permits, getting electric-
ity, registering property, paying taxes
and enforcing contracts.

The results so far suggest that effi-
ciency and quality go hand in hand. For
resolving insolvency the data show that
there is a positive correlation between
the recovery rate for creditors and the
strength of the legal framework for
insolvency (figure 17). The recovery
rate measures the cents on the dollar
recouped by secured creditors through
insolvency proceedings and is a measure
of efficiency because time and cost are 2
important components. The strength of
insolvency framework index measures
how well insolvency laws accord with in-
ternationally recogniged good practices
and is therefore a proxy for quality.

Very few economies have an insolvency
system with both high efficiency (a
recovery rate of more than 50 cents on
the dollar) and low quality (a score on the
strength of insolvency framework index
of less than 8 of the possible 16 points).
But many economies have an insolvency
system with low efficiency and high
quality. These are economies that have
well-designed laws but face challenges
in implementing them effectively.

These results suggest that well-
designed laws are necessary but not
sufficient to achieve efficiency in an in-
solvency system. The Federated States
of Micronesia, for example, has a score
of 11.5 on the strength of insolvency
framework index, yet creditors in that
country should expect to recover only
3.3 cents for every dollar they have
loaned to a firm that becomes insol-
vent. So an insolvency law of above-
average quality does not necessarily
mean above-average recovery rates for
creditors. On average, though, econo-
mies with better-designed laws tend to
have higher recovery rates.

FIGURE 1.7 Better insolvency laws, higher recovery rate
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Note: The correlation between the strength of insolvency framework index and the recovery rate is 0.59. The
relationship is significant at the 1% level after controlling for income per capita.

Source: Doing Business database.

Preliminary data for a new indicator
being developed to measure regula-
tory quality in registering property
reinforce the idea that efficiency and
quality go hand in hand: economies
that offer a simple, fast and inexpen-
sive process for transferring property
are also likely to have a land adminis-
tration system providing reliable land
records (figure 1.8).

The new indicator under development
measures the reliability, transpar-
ency and geographic coverage of land
administration systems as well as ele-
ments of land dispute resolution. The
indicator focuses on such aspects as
whether the land registry and mapping
system (cadastre) have adequate infra-
structure to guarantee high standards
of quality for the information recorded,
whether information is easily acces-
sible to the public and whether the land
registry and cadastre cover the entire
territory of the economy. Preliminary
data show that virtually all economies
that score well on the overall quality of
land administration (with a distance
to frontier score above 50 for the

indicator) also score well on efficiency
in transferring property (with an aver-
age distance to frontier score above 50
for the procedures, time and cost).

But many economies have a property
transfer process that is efficient yet
lacks quality. Thus while these econo-
mies make the transfer of property
simple, fast and inexpensive, the lack
of quality in the land administration
systemis likely to undermine the value
of the property title. In the Republic
of Yemen, for example, a transfer of
property between 2 firms takes 6
procedures and only 19 days and costs
1.8% of the property value. But the land
administration system keeps most of
the land records on paper and does not
assign a unique, searchable number
to land parcels, making it difficult to
provide reliable information.

Efforts are ongoing for other Doing
Business topics as well. Preliminary data
for a new measure of judicial quality and
court infrastructure show a clear posi-
tive link between efficiency and qual-
ity in the area of enforcing contracts.



FIGURE 1.8 Better land administration system, faster property transfers
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Source: Doing Business database.

FIGURE1.9 Better courts, faster courts
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public. The correlation between the 2 distance to frontier scores is 0.41. The relationship is significant at the 1% level after
controlling for income per capita

Source: Doing Business database.
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Economies that make resolving a com-
mercial dispute simpler, faster and less
expensive also tend to have a judicial
system that follows well-established
good practices—such as having a spe-
cialiged commercial court or division,
having a small claims court, offering
arbitration and voluntary mediation and
making judgments in commercial cases
available to the general public.

Unlike for resolving insolvency and
registering property, however, for
enforcing contracts the economies
are more evenly spread across the 4
quadrants of quality and efficiency
(figure 1.9). Singapore is among those
that combine high efficiency and high
quality. In that country resolving the
standard commercial dispute in the
Doing Business case study takes only
21 procedures and 150 days and costs
25.8% of the value of the claim. And not
surprisingly, the judicial system follows
several internationally recogniged good
practices, such as having a separate
commercial court, providing arbitra-
tion, making judgments available to
the public, using case management
and allowing plaintiffs to file their initial
complaint electronically. On the other
hand, the judicial system in Mongolia,
with no specialiged commercial court
or small claims court, can resolve the
standard commercial dispute through
32 procedures in 374 days and at a
cost of 30.6% of the claim value.

WHAT ARE THE BENEFITS
OF MORE BUSINESS-
FRIENDLY REGULATIONS?

As earlier Doing Business reports have
discussed, the benefits of business-
friendly regulations are well established
in the economic literature. To name just
a few:
Reforms simplifying business regis-
tration lead to more firm creation.®
Increasing trade openness has
greater effects on growth where
labor markets are more flexible.?

1
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= Cumbersome, poorly functioning
regulation  undermines
entrepreneurship  and
performance.’
Introducing collateral registries and
debt recovery tribunals leads to
better-performing credit markets.®
Reforms improving access to credit
and the efficiency of property regis-
tration are correlated with product
and process innovation by young
firms.®

business
economic

In addition, with the time series of
Doing Business data now available, it
is possible to study how changes in
regulations within an economy over
time lead to changes in development
outcomes in that economy. One
study shows, for example, that an
improvement of 10 points in the overall
distance to frontier score is linked to
an increase in new firm density (the
number of new firms created in a year
per 1,000 adults) of around 0.5 (figure
110). And while small changes in the
overall distance to frontier score may
have a negligible link with growth,
moving from the lowest quartile of
improvement in business regulations
to the highest quartile is associated
with a significant increase in the an-
nual per capita growth rate of around
0.8 percentage points.®

These results apply for different types
of indicators but their intensity varies.
For example, an increase of 10 points in
the average distance to frontier score
for the indicators measuring the com-
plexity and cost of regulatory processes
is associated with an increase in new
firm density of about 0.2. The equiva-
lent result for the indicators measuring
the strength of legal institutions that
support business regulation, such as
commercial courts and credit bureaus,
is 0.4. These results suggest that com-
bining good regulations across different
areas is important for business entry
and that piecemeal regulatory reforms
may be less effective than a broad re-
form program.

FIGURE 110 Combined regulatory reforms are likely to have greater effects on new

business registration than isolated ones
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registering property. paying taxes and trading across borders. The analysis uses data from 2003-13 for all economies

covered by Doing Business.
Source: Divanbeigi and Ramalho 2014

Theseresults encourage further research
to better understand the mechanisms
behind the link between business regula-
tions and firm creation and potentially
economic growth. Firm-level data can
provide some insights into these mecha-
nisms. The analysis combined data from
World Bank Enterprise Surveys for more
than 40,000 observations (across firms
and years) with Doing Business data to
test how business regulations affect
the performance of firms of different
sige classes. The analysis used distance
to frontier scores to measure business
regulations in the areas covered by Doing
Business and growth in sales and em-
ployment to measure firm performance.
The results show that improvements
in the distance to frontier score have
greater effects on sales and employ-
ment growth for small firms than for
large ones."

These results indicate that sound busi-
ness regulations in the areas measured
by Doing Business benefit small firms
more than large ones. This is in line with
earlier research findings. One study
found that a heavy regulatory burden—
measured by the share of management
time spent dealing with regulations
or inspections—can stunt the growth

of small firms.? Another found that in
general there is a significant relation-
ship between entrepreneurial activity
and indicators of the quality of the legal
and regulatory environment and gover-
nance.® The finding that good business
regulations in areas such as those mea-
sured by Doing Business benefit small
firms more than large ones is an impor-
tant one—since small firms account for
the largest shares of job creation and the
highest growth in sales and employment
in developing economies.™

HOW HAVE BUSINESS
REGULATIONS CHANGED
OVER THE PAST DECADE?

Among the more encouraging trends
shown by Doing Business data over the
past decade is the gradual improve-
ment in economies’ performance in
the areas tracked by the indicators.
Moreover, economies with the weak-
est regulatory institutions and the
most complex and costly regulatory
processes tend to focus on the areas
where their regulatory performance is
worse, slowly but steadily beginning
to adopt some of the better practices
seen among the best performers.
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FIGURE 111 Strong convergence across economies since 2005
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This process is leading to a conver-
gence toward best practices. Here is an
example: In 2005 the time to transfer
property averaged 235 days among the
economies ranking in the worst quartile
on this indicator. Among the best 3
quartiles it averaged 42 days. Today
that gap is substantially narrower.
While the difference is still substantial
at 62 days, it is considerably smaller
than the 193 days in 2005 (figure 1.11).
Similar trends can be seen in other in-
dicators measuring the complexity and
cost of regulatory processes.

WHAT IS IN THIS YEAR'’S
REPORT?

This year’s report presents several case
studies focusing on legal and regulatory
features covered by new or expanded
indicators being introduced this year or
next year. One case study, on protect-
ing minority investors, discusses the
importance of corporate governance
rules that are now being measured.
Another discusses the importance of a
strong legal framework for insolvency,
also among the features being mea-
sured by new indicators—while a third
examines the new components of the
getting credit indicators. A fourth case
study analyges good practices in land
administration systems that will be
measured in Doing Business 2016.

These case studies provide new insights
from the newly collected data. The case
study on resolving insolvency shows,
for example, that OECD high-income
economies have the highest average
score on the strength of insolvency
framework index. And economies that
have reformed their insolvency laws
in the past several years score sub-
stantially higher on this index than
economies with outdated insolvency
provisions. This is important, because
economies with better insolvency laws
as measured by Doing Business tend
to have more credit available to the
private sector.

Other case studies in this year’s report
focus on good practices in the areas
of business regulation covered. A case
study on starting a business analyges
good practices in operating a company
registry and the benefits of those prac-
tices. This case study discusses how
company registries empower businesses
to operate in the formal economy, al-
lowing them to reap the benefits that
come with formaligation, and how online
platforms for company incorporation
make the process faster and cheaper. A
case study on goning regulations looks
at good practices that can increase ef-
ficiency in construction permitting.

Another case study analyges the time
series of data on paying taxes with an
emphasis on patterns before, during
and after the global financial crisis. This
case study shows that over the 9-year
period ending in 2012, the global aver-
age total tax rate as measured by Doing
Business fell by 9.1 percentage points,
with the fastest rate of decline occur-
ring in the years immediately following
the crisis. The reduction was accompa-
nied by a tangible improvement in the
quality of tax administration in many
economies thanks to their adoption
of the latest technologies to facilitate
online filing and payment.

The report also presents a case study
on enforcing contracts that analyges
new data on freedom of contract. These
new data will not be included in the
enforcing contracts indicators; they
were collected solely for research, with
the aim of better understanding the
link between contract enforcement and
freedom of contract.

Finally, this year's report presents a
summary of some of the research pre-
sented at the Doing Business research
conference that took place in February
2014. This research used Doing Business
data or studied areas relevant to
the Doing Business indicators. Doing
Business will continue to monitor prog-
ress in business regulation in economies

around the world with the aim of keep-
ing governments informed about good
practices and enabling researchers to
further our knowledge of how laws and
regulations affect development.

NOTES

1. For information on the Independent Panel
on Doing Business, see its website at http://
www.dbrpanel.org/.

2. The distance to frontier score shows how far
on average an economy is at a point in time
from the best performance achieved by any
economy on each Doing Business indicator
since 2005 or the third year in which
data for the indicator were collected. The
measure is normaliged to range between O
and 100, with 100 representing the frontier.

3. The correlation between the distance
to frontier score and the IDA Resource
Allocation Index is 0.73. The relationship is
significant at the 1% level after controlling
for income per capita.

4. Regulatory changes making it more difficult
to do business are subtracted from the
number of those making it easier.

5. Branstetter and others 2013; Bruhn 2011;
Kaplan, Piedra and Seira 2011; Monteiro and
Assuncdo 2012.

6. Chang, Kaltani and Loayga 2009.

7. Dreher and Gassebner 2013.

8. Love, Martineg Peria and Singh 2013.

9. Dutg2014.

10. Divanbeigi and Ramalho 2014.

1. These results take into account differences

in performance due to country-level time-
invariant characteristics and firms’ sector,
age and export status. The regression
method used counts every firm equally
even if the number of firms varies across
countries.

12. Aterido, Hallward-Driemeier and Pages
20009.

13. Klapper and others 2010.

14.  Ayyagari, Demirguc-Kunt and Maksimovic
2014.



About Doing Business

conomic activity requires sensible

rules that encourage firm start-up

and growth and avoid creating
distortions in the marketplace. Doing
Business measures the rules and regula-
tions that can help the private sector
thrive—because without a dynamic
private sector, no economy can provide
a good, and sustainable, standard of liv-
ing for people. Doing Business promotes
rules that establish and clarify property
rights, minimige the cost of resolving
disputes, increase the predictability of
economic interactions and provide con-
tractual partners with core protections
against abuse.

The Doing Business data highlight the
important role of the government and
government policies in the day-to-day
life of domestic small and medium-sige
firms. The objective is to encourage
regulations that are designed to be ef-
ficient, accessible to all who use them
and simple in their implementation.
Where regulation is burdensome and
competition limited, success tends
to depend on whom one knows. But
where regulation is efficient, trans-
parent and implemented in a simple
way, it becomes easier for aspiring
entrepreneurs to compete on an equal
footing and to innovate and expand.
In this sense Doing Business values
good rules as a key to social inclusion.
Enabling growth—and ensuring that all
people, regardless of income level, can
participate in its benefits—requires an
environment where new entrants with
drive and good ideas can get started
in business and where good firms can

invest and grow, thereby creating more
jobs.

Doing Business was designed with 2
main types of users in mind: policy
makers and researchers.' Doing Business
is a tool that governments can use to
design sound policies for the creation
of firms and jobs. But this tool should
not be used in isolation. Doing Business
provides a rich opportunity for bench-
marking by capturing key dimensions
of regulatory regimes. Nevertheless, the
Doing Business data are limited in scope
and should be complemented with other
sources of information.

Doing Business is also an important
source of information for researchers. It
provides a unique data set that enables
analysis aimed at better understanding
the role of business regulation in eco-
nomic development. This year’s report
discusses the results of some of this
work in the chapter on highlights from
the Doing Business research confer-
ence. Doing Business 2014 presented a
detailed summary of recent research on
the effects of business regulation in the
areas measured by Doing Business.

WHAT DOES DOING
BUSINESS MEASURE?

Doing Business captures several im-
portant dimensions of the regulatory
environment as it applies to local firms.
It provides quantitative measures of
regulations for starting a business,
dealing with construction permits,
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