Overview

The past year was a tough one for doing
business. Firms around the world had to
cope with the effects of a financial crisis
that started in rich economies but led to
a global economic downturn. Access to
finance became more difficult. Demand
for many products fell in domestic and
international markets, and trade slowed
globally. Policy makers and governments
also faced big challenges—from stabiliz-
ing the financial sector and restoring
confidence and trust to countering rising
unemployment and providing necessary
safety nets as an estimated 50 million
people risked losing their jobs as a result
of the crisis.! And all this in the face
of rising public debt as fiscal stimulus
packages collided with tightening fiscal
revenues.

Despite the many challenges, in

FIGURE 1.2

FIGURE 1.1

Which regions have some of the most business-friendly regulations?
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2008/09 more governments implemented
regulatory reforms aimed at making it
easier to do business than in any year
since 2004, when Doing Business started
to track reforms through its indicators.
Doing Business recorded 287 such re-
forms in 131 economies between June
2008 and May 2009, 20% more than in
the year before. Reformers focused on
making it easier to start and operate a
business, strengthening property rights
and improving the efficiency of commer-
cial dispute resolution and bankruptcy
procedures.

Reforming business regulation on
its own is not a recipe for recovery from
financial or economic distress. Many
other factors come into play. The Doing
Business indicators do not assess market
regulation or the strength of the financial

Reforms more likely in low- and lower-middle-income economies
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infrastructure, both important factors in
understanding some of the underlying
causes of the global financial crisis. Nor
do they account for other factors im-
portant for business at any time, such as
macroeconomic conditions, infrastruc-
ture, workforce skills or security.

But the regulatory environment for
businesses can influence how well firms
cope with the crisis and are able to seize
opportunities when recovery begins.
Where business regulation is transpar-
ent and efficient, it is easier for firms to
reorient themselves and for new firms to
start up. Efficient court and bankruptcy
procedures help ensure that assets can be
reallocated quickly. And strong property
rights and investor protections can help
establish the basis for trust when inves-
tors start investing again.

Recognizing the importance of
firms—especially small and medium-
size enterprises—for creating jobs and
revenue, some governments, including
those of China, the Republic of Korea,
Malaysia and the Russian Federation,
have included reforms of business regu-
lation in their economic recovery plans.
But most reforms recorded in 2008/09
were part of longer-term efforts to in-
crease competitiveness and encourage
firm and job creation by improving the
regulatory environment for businesses.
And most took place in developing econ-
omies (figure 1.2).
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TABLE 1.1
The top 10 reformers in 2008/09

Dealing with Trading

Startinga  construction  Employing  Registering Getting  Protecting  Paying across Enforcing Closing a
Economy business permits workers property credit investors taxes borders contracts business
Rwanda v v v v v v v
Kyrgyz Republic v v v
Macedonia, FYR v v v
Belarus v v
United Arab Emirates v v
Moldova v
Colombia v v v
Tajikistan v v
Egypt, Arab Rep. v 4 v
Liberia v v v

Note: Economies are ranked on the number and impact of reforms. First, Doing Business selects the economies that implemented reforms making it easier to do business in 3 or more of the Doing Business topics.
Second, it ranks these economies on the increase in rank on the ease of doing business from the previous year. The larger the improvement, the higher the ranking as a reformer.

Source: Doing Business database.

DEVELOPING ECONOMIES SET A
FAST PACE—WITH RWANDA

INTHE LEAD

Low- and lower-middle-income econo-
mies accounted for two-thirds of re-
forms recorded by Doing Business in
2008/09, continuing a trend that started
3 years ago. Indeed, three-quarters of
such economies covered by Doing Busi-
ness reformed. And for the first time a
Sub-Saharan African economy, Rwanda,
led the world in Doing Business reforms
(table 1.1).

Rwanda has steadily reformed its
commercial laws and institutions since
2001. In the past year it introduced a
new company law that simplified busi-
ness start-up and strengthened minor-
ity shareholder protections (figure 1.3).
Entrepreneurs can now start a business
in 2 procedures and 3 days. Related-
party transactions are subject to stricter
approval and disclosure requirements.
Legal provisions determining directors’
liability in case of prejudicial transac-
tions between interested parties were
also tightened.

Rwanda improved regulations to
ease access to credit through 2 new laws.
Its new secured transactions act facili-
tates secured lending by allowing a wider
range of assets to be used as collateral.
The law also makes out-of-court enforce-
ment of movable collateral available to

secured creditors and gives them abso-
lute priority within bankruptcy. Rwan-
da’s new insolvency law streamlined re-
organization procedures.

Reforms also included measures to
speed up trade and property registra-
tion. Delays at the borders were reduced
thanks to longer operating hours and
simpler requirements for documents.
Reforms removed bottlenecks at the
property registry and the revenue au-
thority, reducing the time required to
register property by 255 days.

Five other low- or lower-middle-
income economies—the Arab Republic
of Egypt, Liberia, Moldova, the Kyrgyz
Republic and Tajikistan—joined Rwanda
on the list of global top reformers. These
top 10 reformers are economies that,
thanks to reforms in 3 or more of the
10 areas covered by Doing Business, im-
proved the most on the ease of doing
business. An economy’s ranking on the
ease of doing business does not tell the
whole story about its business environ-
ment. And opportunities for reform re-
main—Liberia, for example, still ranks
149, and Tajikistan 152. Yet an improve-
ment in this ranking does indicate that
the government is taking action to make
the local regulatory environment more
conducive to doing business.

Such reforms are as timely as ever.
Many firms in developing economies
have been affected by lower demand

for their exports and a drop in capital
flows and remittances. At the same time
businesses in low-income economies on
average still face more than twice the reg-
ulatory burden that their counterparts in
high-income economies do when start-
ing a business, transferring property,
filing taxes or resolving a commercial
dispute through the courts. Only 2% of
adults on average have a credit history in
low-income economies, compared with
52% of adults in high-income economies.
Developed economies have on average 10
times as many newly registered firms per
adult as Africa and the Middle East—and
a business density 4 times that in devel-
oping economies.’

Regulatory burdens can push
firms—and employment—into the in-
formal sector. There, firms are not regis-
tered, do not pay taxes and have limited
access to formal credit and institutions—
and workers do not benefit from the pro-
tections that the law provides. The global
crisis is expected to further increase
informal activity. Almost two-thirds of
the world’s workers are already estimated
to be employed in the informal sector.?
Most are in low- and lower-middle-in-
come economies. And a disproportion-
ate share are from already vulnerable
groups, such as youth and women.*

Most Doing Business reforms in de-
veloping economies still focus on cutting
red tape and simplifying bureaucratic
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OVERVIEW 3

New company law in Rwanda simplifies starting a business and strengthens investor protections
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formalities. Over the past 6 years 80%
of reforms in low- and lower-middle-
income economies were aimed at reduc-
ing the administrative burden for firms,
mostly by easing business start-up and
trade. This makes sense and addresses
important needs. When informal firms
were asked in 2008 about obstacles to
formally registering their business, 67%
in Céte d’Ivoire and 57% in Madagascar
cited registration fees as a major or very
severe obstacle.’

In easing business start-up and
trade, much can be achieved through
cost-effective administrative reforms.
The one-stop shop for starting a business
in Burkina Faso cost $200,000. Azerbai-
jan's cost $5 million. And the costs are far
outweighed by the estimated savings for
businesses—estimated at $1.7 million
a year in Burkina Faso, $8.4 million in
Azerbaijan. Efficient systems also facili-

TABLE 1.2
Top reformers in 2008/09 by indicator set

Starting a business Samoa

Dealing with construction  ynited Kingdom

permits

Employing workers Rwanda
Registering property Mauritius
Getting credit Rwanda
Protecting investors Rwanda
Paying taxes Timor-Leste
Trading across borders Georgia
Enforcing contracts Botswana
Closing a business Malawi

Source: Doing Business database.

tate enforcement, a particular challenge
in many developing economies where re-
sources are scarce. Risk-based inspection
systems at customs or in the construc-
tion sector allow public officials to focus
their resources and attention where they
are most needed.

Some reforming governments have
gone further, introducing new legisla-
tion to strengthen property rights and
increase legal protections for investors.
Several postconflict economies, includ-
ing Afghanistan, Rwanda and Sierra
Leone, introduced new company and
collateral laws, laying the legal founda-
tions for future markets (table 1.2).

Of course, many challenges remain.
Banks in Afghanistan will not increase
secured lending tomorrow just because
of new legislation on the use of movable
collateral. To be effective, new legislation
must be well publicized and adopted
by both the public and the private sec-
tor. Moreover, regulatory reform does
not operate in a vacuum. New evidence
suggests that an economy’s governance
structure and natural resources influence
the motivation for reform.®

But even in difficult circumstances,
creating a regulatory environment with
efficient administrative processes and
strong protection of property rights can
set the stage for firms and investors
to take opportunities as the economy
develops. New research suggests that

given the right conditions, particularly
in low-income economies, simple mea-
sures can make a difference. Analysis of
6 years of Doing Business reforms finds
that in relatively poor but well-governed
economies, a 10-day reduction in start-
up time was associated with an increase
of 0.4 percentage points in the growth
rate and 0.27 percentage points in the
investment rate.”

INSPIRED BY NEIGHBORS,
REFORMERS PICK UP THE PACE

In 2008/09 Doing Business reforms
picked up around the world, with at
least 60% of economies reforming in
every region (table 1.3). Reformers were
particularly active in 2 regions, Eastern
Europe and Central Asia and the Middle
East and North Africa. In both, competi-
tion among neighbors played a part in
motivating reforms.

Economies in Eastern Europe and
Central Asia, the region most affected by
the crisis, were the most active reformers
for the sixth year in a row. Twenty-six
of the region’s 27 economies reformed
business regulation in at least one area
covered by Doing Business. In 2004/05
and 2005/06 the 10 European Union
accession economies accounted for 84
reforms, 60% of the total in the region.
Others followed, with some good results.
Since 2004 private credit bureaus have
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TABLE 1.3
Rankings on the ease of doing business

2010 2009

RANK RANK ECONOMY

50
51
52
53
54
55
56
57
58
59
60
61

52

Singapore

New Zealand
Hong Kong, China
United States
United Kingdom
Denmark
Ireland

Canada
Australia
Norway
Georgia
Thailand

Saudi Arabia
Iceland

Japan

Finland
Mauritius
Sweden

Korea, Rep.
Bahrain
Switzerland
Belgium
Malaysia
Estonia
Germany
Lithuania
Latvia

Austria

Israel
Netherlands
France
Macedonia, FYR
United Arab Emirates
South Africa
Puerto Rico

St. Lucia
Colombia
Azerbaijan
Qatar

Cyprus

Kyrgyz Republic
Slovak Republic
Armenia
Bulgaria
Botswana
Taiwan, China
Hungary
Portugal

Chile

Antigua and Barbuda
Mexico

Tonga

Slovenia

Fiji

Romania

Peru

Samoa

Belarus
Vanuatu
Mongolia
Kuwait

2010
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2010
RANK

62
63
64
65
66
67
68
69
70
7
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
920
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109
110
m
112
113
114
115
116
117
118
119
120
121
122

2009
RANK

51
64
53
60
54
143
59
73
62
77
72
63
66
67
70
83
74
79
75
78
89
76
81
85
102
71
90
86
99
88
87
91
108
84
94
92
93
103
104
98
95
110
96
97
116
111
101
100
117
105
106
107
109
114
119
113
112
115
118
121
129

ECONOMY
Spain
Kazakhstan
Luxembourg
Oman
Namibia
Rwanda
Bahamas, The
Tunisia

St. Vincent and the Grenadines

Montenegro
Poland

Turkey

Czech Republic
Jamaica

St. Kitts and Nevis
Panama

Italy

Kiribati

Belize

Trinidad and Tobago
Albania

Dominica

El Salvador
Pakistan
Dominican Republic
Maldives

Serbia

China

Zambia

Grenada

Ghana

Vietnam

Moldova

Kenya

Brunei Darussalam
Palau

Marshall Islands
Yemen, Rep.
Jordan

Guyana

Papua New Guinea
Croatia

Solomon Islands
Sri Lanka

Egypt, Arab Rep.
Ethiopia

Lebanon

Greece

Guatemala
Seychelles
Uganda

Kosovo

Uruguay
Swaziland

Bosnia and Herzegovina
Nicaragua
Argentina
Bangladesh
Russian Federation
Costa Rica
Indonesia

2010
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2010
RANK

123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183

2009

RANK  ECONOMY

123
122
120
124
125
130
127
128
126
131
132
144
140
134
142
133
137
135
136
146
138
141
139
147
155
156
159
145
154
164
150
149
148
162
152
151
160
168
158
153
157
173
166
161
165
163
170
169
167
172
171
174
175
177
178
176
179
180
181
182
183

Nepal

Paraguay

Nigeria

Bhutan
Micronesia, Fed. Sts.
Morocco

Brazil

Lesotho

Tanzania

Malawi

India

Madagascar
Mozambique
Algeria

Iran, Islamic Rep.
Ecuador

West Bank and Gaza
Gambia, The
Honduras
Ukraine

Syrian Arab Republic
Philippines
Cambodia

Cape Verde
Burkina Faso
Sierra Leone
Liberia
Uzbekistan

Haiti

Tajikistan

Iraq

Sudan

Suriname

Mali

Senegal

Gabon
Zimbabwe
Afghanistan
Bolivia

Comoros

Djibouti
Timor-Leste

Togo

Mauritania

Lao PDR

Cote d'lvoire
Angola

Equatorial Guinea
Cameroon

Benin

Guinea

Niger

Eritrea

Burundi
Venezuela, R.B.
Chad

Congo, Rep.

Sao Tomé and Principe
Guinea-Bissau
Congo, Dem. Rep.
Central African Republic

2010
REFORMS

1

1
1
1
0
1
1
0
0
2
1
1
2
4
4
0
2
0
3
1
1
3
0
2
5
5
3
2
2
5
0
2
0
5
1
0
1
3
0
0
1
1
2
0
1
0
3
0
3
2
0
1
0
0
0
0
0
0
1
1
1

Note: The rankings for all economies are benchmarked to June 2009 and reported in the country tables. Rankings on the ease of doing business are the average of the economy’s rankings on the 10 topics covered
in Doing Business 2010. Last year's rankings are presented in italics. These are adjusted for changes in the methodology, data corrections and the addition of 2 new economies. The number of reforms excludes
reforms making it more difficult to do business.

Source: Doing Business database.



opened in 16 of the regions economies.
Today 94% of adults in Serbia, 77% in
Croatia and 30% in Kazakhstan and Ro-
mania have a credit history. Five years ago,
none did. Enterprise surveys show that
in 2008 fewer than 6% of firms expected
to make informal payments to get things
done in Estonia, Slovenia and the Slovak
Republic—a far cry from the 18%, 14%
and 33% in 2005.% In the past 3 years
reforms have been moving eastward from
the European Union. Albania, Belarus,
the Kyrgyz Republic and the former Yugo-
slav Republic of Macedonia implemented
reforms in several areas for the third
year in row. Inspired by their neighbors,
Kazakhstan, Montenegro and Tajikistan
increased reform efforts this past year.

Governments in the Middle East and
North Africa are now reforming at a rate
similar to those in Eastern Europe and
Central Asia (figure 1.4). Seventeen of 19
economies reformed in 2008/09. Egypt,
Jordan and the United Arab Emirates
were among the most active reformers. In
recent years economies in the region have
increasingly picked up reform practices
from one another. Eight of the region’s
economies have reduced or eliminated
their minimum capital requirement since
2005. Five of these 8 used to have among
the highest requirements in the world—
up to $120,000 in Saudi Arabia until
2007. Egypt, Jordan, Morocco, Saudi Ara-
bia, Tunisia, the United Arab Emirates
and the Republic of Yemen all operate
one-stop shops for starting a business.
In 2008/09 reforms also intensified in
other areas, simplifying processes for get-
ting construction permits, for trading
across borders and for enforcing con-
tracts through the courts.

Reforms in Latin America and the
Caribbean also intensified, with 19 of 32
economies reforming. Colombia, Guate-
mala and Peru each reformed in at least
4 areas. And 3 Caribbean island states
reformed for the first time—Grenada, St.
Kitts and Nevis and St. Lucia.

In Sub-Saharan Africa 29 of 46
economies reformed in 2008/09, imple-
menting 67 reforms. As in the previous
year, nearly half the reforms in the re-

gion focused on making it easier to start
a business or trade across borders. In
South Asia 6 of 8 economies reformed. In
East Asia and the Pacific 17 of 24 did.

Among OECD high-income econo-
mies 17 reformed, focusing mostly on
easing the corporate tax burden and
improving property registration sys-
tems. Germany created a new form of
limited liability company, doing away
with start-up requirements that were
more than 100 years old. Germany is
no stranger to regulatory competition.
In recent years, taking advantage of the
common EU market, German limited li-
ability companies increasingly registered
in the United Kingdom, where registra-
tion was easier and less costly, rather
than in Germany. The new law may
reverse this trend.

TIMES OF CRISIS—

AN OPPORTUNITY FOR REFORM
Regulatory reform can be difficult and
take time, particularly if legal changes
are involved. Some reforms also require
difficult political trade-offs. It is not sur-
prising that most reforms recorded by
Doing Business in 2008/09 were aimed
at reducing administrative burdens. At
least 30 economies improved processes
for construction permitting, property
registration or trading across borders,
while 61 eased business start-up. By con-
trast, only 8 economies amended collat-
eral or secured transactions laws—and
only 11 amended labor regulations, 7
making them more flexible, 4 opting for
more rigidity (figure 1.5). Outside pres-
sures are often required to push through
substantial legislative changes. In this
sense the current crisis may represent an
opportunity.

Historically, many reforms have
been prompted by recession or finan-
cial crisis. The East Asian crisis mo-
tivated many economies to reengineer
their bankruptcy systems. Some, such
as Singapore and Thailand, reformed
laws to strengthen investor protections.
Postcrisis bankruptcy reforms were
also carried out in Turkey in 2003/04

OVERVIEW 5

FIGURE 1.4

Eastern Europe & Central Asia and
Middle East & North Africa—
most active reformers in 2008/09

Share of economies with at least 1 reform
making it easier to do business (%)

by Doing Business report year
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Note: The Czech Republic, Hungary and the Slovak Republic were
reclassified from Eastern Europe and Central Asia to OECD
high-income in 2008.

Source: Doing Business database.
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FIGURE 1.5

287 reforms in 2008/09 made it easier to do business—27 made it more difficult
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FIGURE 1.6

Three-quarters of economies have made it easier to start a business
Share of economies implementing reforms in each Doing Business topic (%)
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Source: Doing Business database.

and in Colombia in 1999. In the United
States the Great Depression prompted
the country’s first comprehensive bank-
ruptcy reform in 50 years. This past year
18 economies reformed their bankruptcy
regimes, as measured by Doing Business.
This number may increase in the future
as economies face the need to deal with
systemic distress. In times of recession,
keeping viable companies operating as
a going concern and preserving jobs
becomes especially important. And the
more quickly the assets of nonviable
firms can be freed up, the easier it is to
remobilize those assets.

France and Germany were among
the first to reform bankruptcy systems in
response to the current crisis. In Eastern
Europe and Central Asia several econo-
mies have recently started to do so. Lat-
via’s new insolvency law became effective
in January 2008, Lithuania’s in July 2008.
And in December 2008 Estonia adopted
a new reorganization act that establishes
a legal procedure enabling distressed
companies on the verge of insolvency to
reorganize themselves, restructure their
debt and take other measures to restore
their financial health and profitability.
Such efforts are timely. The region’s aver-
age recovery rate following bankruptcy
is 32%, far lower than the 69% in OECD
high-income economies.

WHAT CONSISTENT
REFORMERS DO

As Doing Business has tracked regula-
tory reforms over the past 6 years, some
patterns have started to emerge. Regula-
tory reform tends to pick up when pres-
sure rises. One reason can be increasing
competition as economies join a com-
mon market or trade agreement, such as
the European Union or the U.S.-Central
American Free Trade Agreement. Finan-
cial crisis and economic downturn are
another strong motivation for reform.
So is the need to rebuild an economy
following conflict, as in Liberia, Rwanda
and Sierra Leone.

Whatever the motivation, govern-
ments that succeed in sustaining reform
programs, as measured by Doing Busi-
ness, tend to have common features. To
begin with, they follow a longer-term
agenda aimed at increasing the com-
petitiveness of their firms and economy.
Colombia, Egypt, Malaysia and Rwanda
are all examples of economies incorpo-
rating business regulation reforms into a
broader competitiveness agenda.

Such reformers continually push
forward and stay proactive. Singapore
and Hong Kong (China) rank among
the top economies on the ease of doing
business and are also some of the most

consistent reformers. This year Singapore
once again tops the rankings on the ease
of doing business—for the fourth year
in a row. And in the past year it contin-
ued with reforms, implementing online
and computer-based services to make it
easier to start a business, deal with con-
struction permits and transfer property.

But while successful reformers
follow a clear direction in their policy
agenda, they do not hesitate to respond
to new economic realities. Mauritius,
the top-ranked economy in Sub-Saharan
Africa, just announced a new insolvency
act “to maintain the viability of the com-
mercial system in the country.”®

Successful Doing Business reform-
ers are comprehensive. Over the past 5
years Colombia, Egypt, Georgia, FYR
Macedonia, Mauritius and Rwanda each
implemented at least 19 reforms, cover-
ing 8 or more of the 10 areas measured
by Doing Business (figure 1.7). This broad
approach increases the chances of suc-
cess and impact. Recent research sug-
gests that reforms in different areas tend
to be complementary. One study finds
that after reforms reducing barriers to
entry in India, states with more flex-
ible employment regulations saw a 25%
larger decrease in informal firms.!? Other
studies show that when economies open
up their product markets to international
competition, the benefits are greater if
the cost of entry is lower. Lower barriers
to entry allow firms to move more easily
toward industries that most benefit from
trade openness.!

Consistent reformers are inclusive.
They involve all relevant public agencies
and private sector representatives and in-
stitutionalize reform at the highest level.
Colombia and Rwanda have formed reg-
ulatory reform committees reporting di-
rectly to the president or prime minister.
More than 20 other economies, includ-
ing Burkina Faso, India, Liberia, FYR
Macedonia, the Syrian Arab Republic
and Vietnam, have formed committees
at the ministerial level. Reforms in Egypt
involved 32 government agencies sup-
ported by the parliament.

Successful reformers stay focused



FIGURE 1.7

OVERVIEW

Consistent reformers continued reform efforts in 2008/09
Improvement in the ranking on the ease of doing business, DB2009-DB2010
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thanks to a long-term vision supported
by specific goals. Malaysia aims to be a
fully developed economy by 2020. Co-
lombian President Alvaro Uribe envi-
sions a new Colombia in which, rather
than 60% of the population living in pov-
erty, most would be counted as middle
class. Rwanda aims to become a technol-
ogy and trade hub in the region. The
Kyrgyz Republic wants to become the
center for regional regulatory excellence
in Central Asia, Azerbaijan the gateway
to the region.

Setting long-term goals and keep-
ing a steady course of reform might
help economies recover from shocks,
including the current global financial
and economic crisis. In the words of
Egyptian Minister of Investment Mah-
moud Mohieldin,

It is not just a crisis of the economy. It is
a crisis of economic thinking. It is a crisis
that is confusing many reformers . . .
[but] whatever crisis you are facing, you
need to make life easier for those who are
endeavoring and working hard to create
opportunities for jobs, and this is the least
that we can be doing.
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