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INTRODUCTION

Since 2006, the World Bank has been ranking almost 200 countries in terms of their business
environment and the “ease of doing business” in these economies. The rationale behind this is
the importance of a thriving private sector in promoting high and inclusive growth and
development. It is argued that the easier it is to establish and run a business, the more investors
will be encouraged to invest, and thus more employment is generated. A good business
environment also promotes competition and encourages innovation and expansion (World Bank
2013). The Asia-Pacific Economic Cooperation (APEC) also has its own specialized group

monitoring the progress of its members in enhancing the ease of doing business.

In its 2015 edition (which looks at data from 2014), the World Bank ranked the Philippines
95th in its Doing Business Report. This is a 13-place improvement from its 2014 rank and a
38-notch jump from 2013. These improvements reflect the efforts made by key government
agencies in the past years. This rise in ranking can be seen not only as an enhancement of the
country’s economic fundamentals and potential for growth; it also sends out a positive signal to
foreign investors, governments, institutions, and media (Jayasuriya 2011). Nevertheless, in spite
of this improvement, it still ranks below its neighbors, direct competitors, and fellow APEC
members Thailand (26th), Vietnam (78th), and Malaysia (18th). However, the other ASEAN and
APEC countries, Indonesia (114th) and Brunei Darussalam (101st), rank lower than the

Philippines.

Table 1: ASEAN Rankings in the World Bank’s Doing Business Report, 2006 to 2015

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Philippines | 113 126 133 140 144 148 136 138 108 95

Malaysia 21 25 24 20 23 21 18 12 6 18

Indonesia 115 135 123 129 122 121 129 128 120 114

Thailand 20 18 15 13 12 19 17 18 18 26

Vietnam 99 104 91 92 93 78 98 99 99 78

Singapore 2 1 1 1 1 1 1 1 1 1
Cambodia 133 143 145 135 145 147 138 133 137 135
Laos 147 159 164 165 167 171 165 163 159 148
Brunei 88 96 112 83 79 59 101

Timor-Leste | 142 174 168 170 164 174 168 169 172 172

Source: World Bank Ease of Doing Business Report, Various Years.
Comparing these metrics for business friendliness among ASEAN member countries is

more important now that the implementation of the ASEAN Economic Community (AEC) is
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approaching. AEC brings with it both challenges and opportunities for enterprises across the
region. It is here where the region can take advantage of the Philippines hosting the APEC
summit in 2015. It would be useful if the APEC summit tackles doing business during its
conference next year. As a more economically diverse organization, APEC member economies
can share their expertise on doing business with the ASEAN and other developing country
members. Six of the ten highest-ranking countries in the World Bank’s Ease of Doing Business
Report — Singapore, New Zealand, Hong Kong, South Korea, United States, and Australia — are
all members of the APEC.

The Philippines will chair APEC for the second time in 2015, amid a global economic
climate that presents both opportunities for greater prosperity and risks. In addition to domestic
goals, the Philippine substantive agenda must also take into account socio-economic and
geopolitical trends in the region even beyond 2015 and, more importantly, the Philippines’ role

and how it can maximize the benefits through cooperation with other member-economies.

As host of APEC in 2015, the Philippines will help set the theme for all APEC and
APEC-related meetings to be held during the year. The host is also expected to set the
substantive agenda for all APEC forums during the hosting year through the listing of APEC
host economy priorities. These priorities will guide and inform the direction of all APEC
meetings, activities, and projects, taking into account APEC’s core principles of trade and
investment liberalization, business facilitation, and economic and technical cooperation, but with

greater flexibility to tackle issues of importance to developing economies.

This paper will provide inputs to the APEC Ease of Doing Business (EoDB) Initiative
which establishes the goal of an APEC-wide improvement of 25% by 2015 in the following five
key areas of doing business: (1) starting a business; (2) dealing with permits; (3) getting credit;
(4) trading across borders; and (5) enforcing contracts, with an interim target of 5% percent
improvement by 2011. This EoDB Initiative was endorsed by APEC leaders at the summit held
in Singapore in 2009.

In June 2013, the APEC Policy Support Unit’s EoDB Interim Assessment 2009-2012
showed that APEC’s combined improvement across the five EoDB priority areas between the

period 2009 and 2012 was equal to 11.5 percent, which exceeded the 2012 pro rata benchmark of
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10 percent improvement.> The APEC Economic Committee and member economies agreed to
continue to work on implementing the EoDB Initiative. At the summit to be held in Manila in
2015, the Philippines can provide leadership and direction on this particular initiative especially
in the light of recent improvements in the Philippines’ Doing Business rankings. It could be an
expansion of the current areas/indicators or a new EoDB agenda which are relevant to new business

developments and facilitate ease of doing business.

In what follows, part 1 first undertakes a comprehensive review of empirical and theoretical
literature on how ease of doing business affects indicators of growth and development. This
synthesis of literature provides the evidence base for why countries pursue greater ease of doing
business in order to promote high and inclusive growth and development. The second part of the
paper will then review good practices on doing business identified by APEC and the World Bank.
The third part will assess the trends in the performance of APEC- member economies in terms of
ease of doing business; and the fourth part will provide updates on on-going EoDB efforts in
the Philippines. Based on these, this paper will provide initial policy guidelines and
recommendations on what the Philippines could propose for further discussion and elaboration in
the APEC EoDB work stream.

1. AREVIEW OF DOING BUSINESS LITERATURE

The World Bank’s Doing Business Report uses several criteria in scoring and ranking ease of doing
business: a) starting a business, b) getting credit, c) protecting investors, d) paying taxes, €)
trading across borders, f) enforcing contracts, and g) resolving insolvency. Other criteria monitored
by the World Bank but are not used in ranking countries are employing workers and
entrepreneurship. These criteria define and measure the ease by which firms can start and

operate.

This section reviews existing conceptual, theoretical, and empirical literature on how doing
business in general and the abovementioned criteria in particular are related to growth and
development indicators. Some literature cited herein also examine the relationship among these
criteria. Still others study the link between ease of doing business indicators and other crucial

concepts such as corruption, governance, and productivity.

! http://www.apec.org/Groups/Economic-Committee.aspx
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1.1 Starting a Business

The ease by which entrepreneurs can start a business could be a strong determinant whether
investors will start a business in the first place. In one of the early theoretical and conceptual works
on the contribution of ease of starting a business on growth, noted institutional economists North
and Thomas (1973) argued that entry barriers hinder development because they give market
power to firms that will lose rent if more efficient technology will be adopted. This appears to be
validated by numerous empirical studies. Fonseca et al (2001), for example, empirically
examined OECD countries for the years 1997 to 2001 and they found evidence that the higher cost
of starting a business is a hindrance to firm creation. They also constructed a model explaining
how the higher cost of starting a business deters entrepreneurs from creating firms, and instead
opts to become employees rather than employers, thus reducing potential jobs. Similarly, Klapper
et al (2006), analyzed data on European firms of various industries and sizes, and found evidence
that restrictive entry regulation does dissuade firms from entering, and that this is more
pronounced for small firms. More importantly, the authors found evidence that costly entry
regulations are unlikely to prevent entry of corrupt firms in developing and high- corruption
countries, thus building a case for less entry barriers. In addition, in a study of 43 countries over
the period 2003 to 2005, Dreher and Gassebner (2013) also found evidence that more procedures
in starting a business and larger start-up capital do reduce entrepreneurship activities; while van
Stel et al (2007) examined data from 39 countries and concluded that higher capital requirement
diminishes entrepreneurship rates. Ciccone and Papaioannou (2007) analyzed industry-level
data from 45 countries during the 1980s and had similar findings — less time to register a business
is associated with more firm entry in industries with expanding global demand. Similarly, Klapper
and Love (2010), in an analysis of 91 economies, found that reducing the cost, time and
procedures in starting a business do increase firm registration, but only if the reforms are
substantial.

The seminal work of Djankov et al (2002) and World Bank (2004) also share the
increasingly prevalent position that regulations that increase the cost of firm entry hamper the
establishment of businesses and economic growth. There is similar empirical evidence of this
even in developed economies. Using data from OECD countries, product market regulations are
found to be negatively associated with lower investments (Alesina et al 2005) and growth
(Nicoletti and Scarpetta 2003). Bertrand and Kramarz (2002) also concluded that business entry
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regulations restrain growth of job creation using data from France. Likewise, using the specific
example of the Mexican business registration reform program, Bruhn (2011) concluded that
reforms to streamline entry regulations contributed to increased business registration, raised
employment, and lowered prices. The increase in businesses was traced to the former salary
workers who became business owners. Herrendorf and Teixeira (2011), based on its analysis of
data from the Penn World Table using a general equilibrium model, concluded that half of the

income gap between the United States and poor countries is accounted for by entry barriers.

Some studies try to determine the relationship of firm entry barriers with the underlying
determinants of growth. For instance, there are strands of literature linking lower barriers to entry
and streamlined regulation to enhanced factor productivity. Moscoso Boedo and Mukoyama (2012)
examined almost 180 countries from the 2008 World Bank Doing Business Report and concluded
that higher firm entry barriers lead to lower total factor productivity (TFP). Shifting entry costs
from the level of the United States to that of the average low income country is associated with 27
percent less TFP. Moreover, Poschke (2010) and Nicoletti and Scarpetta (2003) also found
evidence of a negative relationship between entry costs and factor productivity. Moscoso
Boedo and Mukoyama traced this effect to wages while Poschke attributed this to differences
in technology. Nicoletti and Scarpetta explain that easier entry makes adoption and spread of
the best technology faster, in turn contributing to stronger factor productivity growth. Furthermore,
Barseghyan (2008), used instrumental variable regression to analyze data from 156 countries for
the year 2006, and this study similarly found evidence that higher entry costs reduces factor
productivity. Finally, Chari (2011), using the case of India’s reform of its firm entry laws, also

concluded that lower firm entry barriers increased firm productivity.

In addition, Crafts (2006), surveyed the literature on entry regulations, and found general
evidence suggesting that costly regulations creates disincentives to invest and innovate, and
reduces growth of factor productivity. Moreover, empirical testing using the experience of China
and India shows that easing of entry regulations, especially from a position of strong regulation,

is associated with higher growth.

Also, Ardagna and Lusardi (2010) concluded from an analysis of survey data of more

than 470 thousand entrepreneurs who are at the early stages of running a business from
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developed and developing countries that entry regulation diminishes the benefits of business
skills in running a business; and reduces the propensity of individuals with business skills to start
a business. Prantl (2012) also deduced from her empirical analysis of German data that entry
regulations can impede technological progress and growth. Monteiro and Assuncao (2012)
analyzed a program by the Brazilian government of simplifying business registration procedures
and found that it led to increased formality, and this is most pronounced among medium-sized

firms and home-based enterprises.

Most of the literature conclude that less entry regulation is indeed associated with more
firm creation. A few studies, however, observe that some firms created by relaxing entry
regulations are not of high quality. Branstetter et al (2013) empirically analyzed the case of
Portugal’s firm entry deregulation program and concluded that less entry costs does increase firm
entry; but only among firms that are small, operating with low technology, and are unlikely to
survive within their first few years. Related to this, Bruhn and McKenzie (2013), in a review of
literature, concluded that only a few firms in the informal sector are attracted into the formal sector
by easing the requirements of starting a business. Further, Janiak (2013) even concluded that entry
regulations do not contribute to the unemployment gap between the United States and continental
Europe, but exit regulations do. Nevertheless, this study involves analysis of mostly developed

countries.?

1.2 Access to Credit

There is a wealth of recent literature on the importance of access to finance and financial
development to growth and development. This is in contrast to the earlier decades, where
economists largely disagree on the role of finance on development, although those who argue of
its importance still outnumber those who assert its insignificance. Schumpeter (1912) was one of
the first to make a case for the importance of finance on growth and development, and the likes
of Goldsmith (1969) and McKinnon (1973) were some of the notable supporters of the idea. At the
other end, some argue that financial development is unimportant to growth, most notably

Lucas (1988). Robinson (1952), in a much earlier work, argues that credit institutions will follow

2 The van Stel et al (2007) study cited above concluded that time, cost, and number of procedures of starting a
business are not related to firm creation rate (only required minimum capital is). This came from the analysis of data
from 39 countries, 13 of which are developing.
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naturally where firms are. King and Levine (1993) published one of the often-cited empirical works
on this topic in the influential Quarterly Journal of Economics, and were one of the first to use
large cross-country data across time. King and Levine analyzed data from 80 countries over the
period 1960 to 1989 and concluded that financial development positively influences per capita
GDP growth and capital accumulation. Indeed, recent exhaustive literature reviews by Levine
(2005) and Beck and Demirguc-Kunt (2008) conclude that financial development does promotes
growth. Levine (1997) also argues that based on theoretical and empirical evidence using firm,
industry, and country level data, financial development is positively related with growth. The same
study also maintains that credit availability will not necessarily follow an increase in economic
activity. This important point supports the argument for programs and intervention that will provide
better access to credit for firms.

The seminal work by Roubini and Sala-i-Martin (1992) provides a theoretical discussion
on how financial repression, or the heavy regulation and imposition of non-market restrictions on
financial institutions, reduces the economy’s growth rate. Rajan and Zingales (1998) provided an
often-cited empirical evidence on this using cross-country data from 41 economies during the
1980s. They concluded that financial development positively affects growth by providing firms
with easier access to credit. They also found evidence that credit-dependent firms grow faster in
more financially-developed countries, highlighting the importance of access to credit on firm
development. Similarly, Love (2003) provided empirical test using data from over 7,000 firms
from 40 countries that financial development positively affects growth by reducing credit
constraints. Using firm surveys conducted from 1999 to 2000 from 54 and 80 countries,
respectively, Beck et al (2005) and Beck et al (2006) also found evidence that financial
development moderates credit constraints more prominently for smaller firms. Beck et al (2008)
has similar findings using industry-level data from 36 sectors in 44 countries over the period
1980 to 1990. Beck et al (2008) also concluded that financial development helps small firms
more than larger ones. This further highlights the role of financial development on growth, as small

and medium enterprises comprise most firms in developing countries.

A great majority of literature agree that financial development contributes to growth. This
is the main finding of Levine (2005) in a comprehensive review of theoretical and empirical
literature on the subject. Moreover, the same paper also found evidence that financial development

does positively affect growth, even after controlling for reverse causality. Levine
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(2005) further identified five broad categories on how a more developed financial system, and
therefore better access to credit, can contribute to growth. These are: 1) creation of information
about alternative investments (Boyd and Prescott 1986; Allen 1990; Ramakrishnan and Thakor
1984), 2) monitoring of investments and improving corporate governance, 3) trading,
diversifying, and managing risk, 4) mobilizing and pooling savings, and 5) easing of exchange of
goods and services. In a similar but less comprehensive review of literature, Beck and Demirguc-
Kunt (2008) also found evidence that access to finance promotes growth, reduces income

inequality, and improves allocation of resources.

Some literature study more than just the relationship between financial development and
growth, but also the latter’s relationship with other indicators of development. Capasso and Jappelli
(2013) illustrated how the lower cost of obtaining credit lowers tax evasion and the amount of
unregistered firms. This theory was tested empirically using Italian data from 1989 to
2006. This is similar to the results of Dabla-Norris et al (2008), who proposed a model where
poor access to finance increases the size of the informal sector. This model was tested
empirically using data from the World Business Environment Survey involving 4000 firms from
40 countries, most of which are developing. Levine and Zervos (1998) also found empirical
evidence that a more developed banking system is positively associated with growth, capital
accumulation and productivity using data on 47 countries from 1976 to 1993. Manova (2013)
theoretically and empirically demonstrated that countries that are more financially developed not
only have higher exports, but also export to more countries, export a wider variety of products,
and are better able to enter smaller markets. Manova used data from 27 industries in 107
countries for the years 1985 to 1995 in the analysis. Ayyagari et al (2007a), using data from
about 19,000 firms in 47 developing countries, found that access to finance promotes innovation
among firms, while Ayyagari et al (2007b) concluded that better credit information sharing is
correlated with larger small and medium sized enterprises (SME) sector using data from 76
countries. Demirguc-Kunt et al (2004), in another study of large cross-country firm data,
concluded that firms are more likely to incorporate when the financial system is more developed,
and benefits of incorporation are higher in countries that are more financially developed. Using
firm level data from developed and developing countries, Doidge et al (2007) concluded that
firms have greater incentives to improve corporate governance if their home country’s financial

system is more developed.
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Empirical literature also abound on the relationship of access to credit and several growth
criteria. Acemoglu (2001) presented a model on how credit market imperfections create higher
unemployment levels. The same study tested this theory empirically by comparing data from the
United States and selected European countries, and concluded that credit market problems
hamper employment in credit-dependent sectors of the economy. Rajan and Zingales (1998), using
data from 41 countries during the 1980s, and Love and Zicchino (2006), using firm data from 36
countries, also concluded that credit market imperfections negatively affect investment. Wurgler’s
(2000) paper had a stronger conclusion on the relation between financial development and
investments using data from 65 countries. The study concluded that more financially-
developed countries increase investments more in growing sectors and decrease investments
more in declining sectors compared to less financially-developed economies. Wurgler suggests
that this implies that financial development improves capital allocation. Meanwhile, Christiansen
et al (2013) found a positive correlation between financial reforms and economic growth among
middle income countries, but attributed this to growth of factor productivity rather than increased
investments. Demirguc-Kunt and Maksimovic (1996), using firm data from 30 developed and
developing countries, concluded that financial development promotes growth; and firms with
access to long term credit grow faster than when they rely only on internal financing.

There are also literature that studies access to credit using experimental data. In a
randomized experiment in the Mexican city of Leon, McKenzie and Woodruff (2008) randomly
distributed cash and kind to 207 small firms to mimic an exogenous positive shock to capital.
The authors found a significant increase in profit among firms who received the grant, with the
increase most pronounced among firms with credit constraints. In a similar experiment
conducted from 2005 to 2007 on about 3,300 firms in Sri Lanka, De Mel et al (2008) also found
higher profits and longer work hours for the owners of those who received the grants, regardless

if they are credit-constrained or not.

Related to this, Aghion et al (2007) analyzed firm data from 16 developed and
developing countries and concluded that access to credit is the most important determinant of entry
for small firms and for firms in credit-dependent sectors. It also contributes to firm
expansion if they survive, although the authors found no association between access to finance

and entry of large firms. The paper by Ayyagari et al (2008) has a similar conclusion. Using
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survey data from 80 countries, they concluded that finance is the most important contributor to
firm growth. Moreover, Ayyagari et al (2010), using firm data from China, concluded that it is
formal financing that matter for firm growth, while informal financing is immaterial. Another study
is by Greenwood and Jovanovic (1990), which constructed a theory on how financial development
promotes growth by making investing more efficient.

1.3 Enforcing Contracts and Good Institutions

Effective and efficient contract enforcement mechanisms and good institutions are essential to ease
of doing business, growth, and development because they increase access to credit, improves
trade, and reduces the informal sector (World Bank 2013). Since the field of institutional
economics gained ground, the importance of institutions and governance in growth and
development has never been undermined. This is the subject of the seminal works by such Nobel
laureates as Douglas North (1990) and Elinor Ostrom (1986). Although the field of
institutional economics is relatively young, economists have understood since at least the 1700s

that good institutions promote economic growth (Djankov et al 2003).

Dixit (2009) identified three essentials of an efficient market requiring well functioning
institutions: security of property rights, enforcement of contracts, and collective action. Security
of property rights gives incentives for individuals to invest because it assures investors that they
will bear the fruits of their investments. Contract enforcement gives incentives to individuals to
participate in mutually beneficial transactions. If institutions are weak such that contracts are costly
to enforce, one party in a transaction may cheat causing the other party to lose. Countries with
weak contract enforcement mechanism thus lose on potential beneficial transactions. Collective
action involves the control of free riding and the efficient allocation of public goods. Institutional
problems in doing business are diverse. In a survey conducted from 1996 to 1997 of
3,600 entrepreneurs from 69 countries, Brunetti et al (1997) found evidence that developing
countries face the most institutional obstacles in doing business. This ranges from unexpected

policy changes and corruption to weak enforcement of property rights.

In an often cited work, Acemoglu et al (2001) analyzed data from 64 former European
colonies and concluded that quality of institutions is positively correlated with per capita income.

Moreover, when institution effects are controlled for, African countries do not have statistically
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lower incomes. The importance of institutions in explaining cross country differences in
economic development is further emphasized and supported by historical examples in Acemoglu
et al (2005). A review of literature by Aron (2000) maintains that evidence shows link between
quality of institutions and investment and growth. Barro (1996) analyzed a thirty-year panel data
of 100 countries and concluded that better enforcement of the rule of law promotes higher
growth. In an oft-cited and influential work on the topic of institutions and growth, Easterly and
Levine (2002) studied data from 72 former colonies and concluded that differences on
geographic endowments such as temperature, vulnerability to diseases, and access to trading routes
and partners do not directly affect development — their effects on development goes via quality of
institutions. This was supported by the findings of Rodrik et al (2004) using separate empirical
tests of 79 and 137 countries for the year 1995. Using the instrumental variable method,
they concluded that institutions are the most important determinant of income, with geographic
factors having only weak direct effects. Hall and Jones (1999) analyzed data from

127 countries and also concluded that cross-country differences in productivity and capital
accumulation are mostly accounted for by differences in institutions. Using a 69-country dataset,
Friedman et al (2000) concluded that corruption is associated with a bigger informal sector. The
authors attributed the choice of firms to go informal to reducing the costs of bureaucracy and
corruption. Habib and Zurawicki (2002) found a negative relationship between corruption and FDI

using data from 89 host countries and seven of the biggest country sources of FDIs in the world.

There are empirical and theoretical studies in the current literature on how contract
enforcement affects development and the ease of doing business. Dixit (2009) proposed a model
showing that in countries with contract enforcement problems, investors and the parties it
contract with face a problem similar to the prisoner’s dilemma. Because contracts are costly to
enforce, one of the parties may have an incentive to renege on its deliverables. Thus investors
will be extra cautious in setting up projects. As a result, the country misses out on potentially
productive investments. Similarly, Cooley et al (2004) constructed a model where contract
enforceability problems cause greater macroeconomic volatility. This is related to the model of
Quintin (2008a) where poor contract enforcement causes firms to operate sub-optimally,

resulting in lower incomes for the whole economy and less prominence or larger-scale
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production. Empirically, Desai et al (2003) found evidence that countries where courts are fair

and impartial have higher business start up rates using European data.

Using data from 48 countries, Bae and Goyal (2009) concluded that in nations with weak
contract enforcement, banks reduce loans, reduce loan maturity, and charge higher interest rates.
Similarly, Demirguc-Kunt and Maksimovic (1996), in a study of data from 30 countries, concluded
that developed legal institutions facilitate firm growth because it allows firms to more easily obtain
long term financing. In another related study, Galindo and Micco (2007), using data from an even
larger sample of 79 countries, concluded that availability of credit responds more to external
shocks if creditor protection and contract enforcement is weak. Moreover, this result holds when
samples are restricted to developing countries. An analogous study by Djankov et al (2007) using
data from 129 countries found that strong creditor protection through an effective legal system is
associated with higher private credit to GDP ratio. These conclusions can be linked to the
earlier discussions on access to finance and its positive effect on growth and development. Dawson
(2003) had an interesting conclusion on the topic. Applying Granger causality test on a large cross-
country data 1970 to 2000, Dawson concluded that quality of institutions is positively correlated
with growth, but there is no causation. The measure of institutional quality in the Dawson

study is, however, limited to indexes of political and economic freedom.

Another empirical work using data from 42 economies by Levine (1998) concluded that
nations with effective contract enforcement have more developed banks. Similarly, La Porta et al
(1997) analyzed data from 49 countries and found that poor enforcement of laws is associated with
smaller financial market. Beck et al (2006) has one of the strongest conclusions among empirical
works on the topic. Using cross-country data of 80 economies, they concluded that quality of
institutions is the most important country-level determinant of access to credit. Using a theoretical
approach, Jappelli et al (2005) constructed a model that explains how a more efficient judiciary

increases access to credit and expands lending.

The relationship of good institutions and contract enforcement with other indicators of ease
of doing business does not stop with financial and banking development. There are studies finding
evidence that effective contract enforcement and good institutions also enhance trade. Nunn
(2007), using industry-level data from 182 sectors in almost 160 countries, concluded that

13
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effective contract enforcement promotes comparative advantage on goods where production
requires contractual relationships with a third-party. Related to this, Levchenko (2007) constructed
a model explaining how differences in institutional quality lead to comparative advantage for
countries with better institutions. The model also explains how poor institutions may hinder the
country from gaining from trade and for factor prices to diverge rather than converge. Empirical
testing of the model using United States imports data shows that trade flows toward countries with
better institutions. Another empirical study, this time by Aidis et al (2012), analyzed data from 47
countries and concluded that corruption is associated with fewer firm entry. This result becomes
even stronger when only developing countries are included in the sample. These studies are part
of the growing literature on the interlink among good contract enforcement and institutions with

indicators of development and ease of doing business.

Some studies also found evidence that limited contract enforcement and poor institutions
are related to the size of the informal economy and foreign direct investments (FDI). Dabla- Norris
et al (2008) theorized and empirically tested using data from 4000 firms from 40 countries that a
higher-quality legal system reduces the size of the informal sector. Quintin (2008b) also
constructed a model explaining how the size of the informal economy shrinks as contract
enforcement on formal financing improves. Demirguc-Kunt et al (2004), using data from 52
countries, concluded that firms are more likely to incorporate in countries with efficient legal
systems. Using data from African countries, Anyanwu (2012) concluded that prevalence of rule
of law is associated with higher FDI inflows. Using data from Sub-Saharan African and Asian
economies, Morris and Aziz (2011) found evidence that countries where it is easier to register

property attract more FDI inflows.

1.4 Property Rights and Protecting Investors

Investor protection is especially important among minority shareholders of firms. When firms
need capital for investment purposes, one common practice is to sell shares. However, potential
buyers of shares may be reluctant if they will not be protected from unscrupulous acts by corporate
directors. When investor protection is weak, investors may be hesitant to invest in a corporation
unless they are the controlling shareholder. This reduces the ability of the market to finance firm
growth (World Bank 2013). Investor protection is an important factor in determining such

variables as ownership concentration in listed firms, size of the capital markets,
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firms’ access to finance, and corporate governance (La Porta et al 2000). Meanwhile, property
rights is similar to good institutions and contract enforcement in that it assures investors that they
will reap the benefits of their own investments.

It is a common view that investor protection promotes economic growth. Castro et al (2004)
modified the overlapping generations model to explain how investor protection leads to better risk
sharing and larger demand for capital, and further leads to growth. The model was empirically
tested using data from 49 economies for the period 1967 to 1996. Similarly, an analysis of 170
countries by Haidar (2009) concluded that nations with stronger investor protection grow faster.
John et al (2008) argues that investor protection promotes risk-taking for high value investments
for firms. Using an 11-year panel data of 39 countries and a United States-only data, the same
study concluded that better investor protection is positively correlated with firm risk taking and

growth.

The importance of investor protection on minority shareholders was given focus by the
work of La Porta el at (1998), which hypothesized that small shareholders may not be important
in countries with weak investor protection. Using analysis of data from 45 countries, the study
found that ownership concentration among publicly listed firms is high in countries with weak
investor protection, indicating that small investors are reluctant to invest. Similarly, La Porta et
al (2002) constructed a firm valuation model with investor protection as one of its determinants.
They empirically analyzed this using more than 500 firms from 27 countries and found a positive
correlation between investor protection and firm valuation. Sevcik (2012) constructed a model
showing how poor investor protection can exclude smaller investors from firm ownership. This
is also the reason why it is politically difficult to implement investor protection policies in some
countries. Improvements in investor protection benefit the small investors and hurt the majority
shareholders or the entrepreneurs who set up the firm (Shleifer and Wolfenzon 2002). Shleifer
and Wolfenzon also cited that there are literature suggesting that political opposition from these

large shareholders contribute to lack of investor protection reforms in some countries.

Similar to contract enforcement and good institutions, there are studies concluding that
investor protection can also affect growth through the financial markets. La Porta et al (1997),

using data from 49 countries, concluded that weak investor protection is correlated with smaller
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financial market. The theoretical work of Sevcik (2012) shows how weaker investor protection

can lead to higher cost of external financing.

Similar to investor protection, property rights also encourage investments. If property rights
are secured, investors are assured that they will reap the benefits of their investments. The role of
property rights — both the laws and its enforcement by the state — are generally regarded as
promoters of growth (Besley 1995). Besley proposed a model explaining how an investor will
decide to infuse more capital if there is a secured property right. Empirical testing using the case
of Ghana shows that land rights promotes investment. Similarly, Johnson et al (2002), in a
survey of firms in post-Communist countries, concluded that weak property rights discourage
investment even when they have access to credit. A review of literature by Aron (2000) argues that
evidence shows a positive link between quality of institution measures such as property rights
and investment with growth. Cull and Xu (2005) also found evidence of a positive
relationship between quality of property rights and profit reinvestment of firms using firm survey
data from China. This positive relationship between property rights and investments in the Cull
and Xu paper suggests a positive relationship between property rights and growth. The paper by
Claessens and Laeven (2003) empirically studied the effect of property rights on growth through
investment. The authors analyzed industry-level data from 19 developed and 25 developing
countries and found results supporting the hypothesis that property rights promote economic

growth through better allocation of assets.

The effect of property rights on growth is generally viewed as providing incentives for
investors to invest because it provides assurance that the returns will accrue to the investor.
Besley and Ghatak (2009) took a deeper look and identified four channels by which property rights
affect economic activity and growth. These channels are actually incentives to invest, but through
different transmission mechanisms. The first is that it minimizes expropriation risk, or the risk
that investors would not bear the fruit of their investments. Second is it reduces protection
cost. Insecure properties have to be defended by the owner, which incurs cost and loss of
productivity. Third is property rights assist in realizing gains from trade. To maximize its
contribution to an economy, an asset should be utilized by the most efficient user. Property rights
facilitate the mobility of assets across producers. And fourth, property rights support other

transactions, particularly credit that requires collateral. This is similar to how De Soto (1989,
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2000) explained how property rights affect development in his two influential books. Weak
property rights provide disincentives to invest because investors are not sure if they can claim all

the returns. It also reduces the quality of an asset as collateral to finance investments.

Using a theoretical model and an empirical analysis of panel data from 91 countries for
the years 1980 to 2005, Bose et al (2012) argued a more complex relationship between property
rights and growth. There is an unambiguous positive relationship between property rights and
growth in countries with developed financial institutions. However, in financially under-
developed countries, there is an optimal level of property rights, below or above which will
produce lower growth. Green and Moser (2012), on the other hand, found bidirectional causality
between property rights and growth. Using data from Madagascar, they concluded that land titles
are determinants of emergence of large firms; and firm growth strengthens property rights. Kerekes
and Williamson (2008) empirically tested De Soto’s hypothesis discussed above using data from
more than 100 economies. They found evidence that strong property rights have positive effects

on wealth and capital formation.

Knack and Keefer (1995) wrote one of the earlier articles that empirically tested the
relationship between property rights and growth using cross-country sample. Analyzing data
from about 100 countries, and using the variables contract enforceability and risk of

expropriation, they found that property rights positively affect investment and growth.

1.5 Trading

Trade allows producers to expand the market for their products and to purchase inputs with the best
price that would not have been possible if it conducts business only in the domestic market.
Bureaucratic red tape and cost of transportation of goods are some of the most important
hindrances to trade today, especially in developing countries. Studies have concluded that in
some African countries, revenue losses from inefficient trade procedures amount to about five
percent of GDP; that 10 percent less time to transport products from factory to ship raises exports
by four percent; and that in Sub-Saharan Africa, where most countries are land-locked, a one-day
reduction in inland travel time of goods increases exports by seven percent (World Bank 2013).

Indeed, trade costs are higher for developing countries, with some estimates running to at least
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twice that of developed countries for some important indicators (Anderson and Wincoop 2004).
This section reviews literature on what factors facilitate trade and make it easier for firms.
Evidence on trade inefficiencies, particularly on developing countries, suggests areas for
reform that needs to be introduced. A recent study of 101 countries by Portugal-Perez and
Wilson (2012) built new trade indicators for these economies. Their simulations suggest how
reforms will indeed improve export performance, particularly of developing countries. However,
developed and developing countries differ in their required reforms. The study found that
developing countries need more infrastructure and regulatory reforms, while information and
communication technology reforms will benefit the rich countries more. This is because the
marginal return to export performance of infrastructure and regulatory reforms decreases with
per capita income. This study suggests what areas of reform different countries would have to
concentrate on. Related to this, Hoekman and Nicita (2011), in an empirical analysis using trade
indices and data from 104 importing and 115 exporting countries for 2006, concluded that
improving logistical performance, e.g. making it easier to move goods through better infrastructure
and institutions, will have the most effects on improving trade for developing countries. Reforms
like these will improve exports more than preferential country treatments because nations with

very good access to a market usually have competitors with equal degree of access.

A similar study by Moise and Sorescu (2013) using data from 107 non-OECD countries
found evidence that among the sixteen trade facilitation indicators under negotiation at the World
Trade Organization, the ones with the most impact on trade performance are availability of trade-
related information, simplification and harmonization of documents, streamlining of procedures,
and automation of processes. However, the effectiveness of these variables varies according to
country groups. For low-income countries, simplification and harmonization of documents lead

to the greatest increase in trade flows; for middle income countries, it is streamlining of procedures.

The importance of institutions in trade was also highlighted by Carrieri et al (2013),
which analyzed data from 22 emerging economies, and concluded that stronger institutions and
better corporate governance contribute to price integration when there is liberal trade. Related to

this, Djankov, Freund, et al (2010) studied the effect of time delays on trade using data from 126
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countries. They found evidence that on average, a delay of one day before a product is shipped
reduces trade by at least one percent. This highlights the importance of reforms that will facilitate
the increase of speed in transporting goods from factory to port. In developing countries, poor
infrastructure and time-consuming customs and regulatory requirements slows down the
movement of goods. Djankov et al cited that it takes, respectively, 116 days, 105 days, and 93 days
to move goods from the largest city to the nearest port in Central African Republic, Iraq, and
Kazakhstan, but only five days in Denmark. Similarly, data analysis by Freund and Rocha (2010)
found evidence that for African countries, delay of transport of goods has the biggest effect
on trade performance. Martincus et al (2013) studied another cause of delay, this time on customs
transactions using the case of Uruguay. They concluded that customs delays do decrease exports,

and this is most pronounced in time-sensitive products and in destinations with tough competition.

1.6 Paying Taxes
The World Bank Enterprise Survey found that tax administration is among the top 11 constraints
to business while tax rate is among the top five (World Bank 2013). Most of tax literature
focuses on the relationship between tax rates and development indicators. For instance, Djankov,
Ganser et al (2010), in a survey of mid-sized local firms in 85 countries, found that high tax rates
are associated with lower total investment, lower foreign direct investment (FDI), less
entrepreneurial activity, and bigger informal sector. Lee and Gordon (2005) concluded that
higher tax rates can be associated with lower growth, while Fisman and Wei (2004) found a
negative relationship between tax rates and tax evasion using Chinese data. Similarly, Shah and
Slemrod (1991) analyzed data from Mexico and concluded that higher tax rates discourage
foreign direct investments. A related study by Fisman and Svensson (2007), using data from
Ugandan firms, found evidence of a negative association between tax rates and firm growth.
However, an equally important aspect of taxation that is important to ease of doing business
and affects growth and development is tax administration. Bird (1989) argues that tax
administration should be given equal, if not more, importance as tax structure in reforming tax
systems. Bird argues further that the tax system installed in a country should be one that can
function effectively and efficiently in the middle of that country’s institutional weaknesses. Special

attention was given by the author on developing countries, where monitoring and
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enforcement is much weaker than in developed nations. Bird’s arguments are related to the concept
of tax evasion or tax corruption, both among tax payers and tax collectors. Aidt (2003) did a
comprehensive review on corruption literature and identified three conditions for corruption
to occur. Although Aidt’s review is for corruption in general, these three preconditions are
also applicable in tax administration. These are discretionary power, economic rents, and weak
institutions. In complicated tax systems, discretionary power is reflected in broad definitions of
income and expense items that are or are not included in the computation of taxable income.
Economic rents are the less amount of taxes paid by the firm or individual, and/or the bribe
paid to the tax collector. Weak institutions refer to corruption-prone tax administrators and
collectors, and also to evasion-prone tax payers. These three conditions provide the

preconditions for taxation corruption to occur.

Related to this, Flatter and Mcleod (1995) constructed a model of tax corruption among tax
payers and collectors and made recommendations based on their model. One is to raise the
collector’s wage, but this is effective only up to a certain level. More important is to improve
monitoring of tax collectors and increasing the penalty for excessively large amounts of corruption.
Simplification of the tax structure and limiting the number of discretionary income and expense
items will also limit the amount available for corruption. Bird (2004) also suggested simplification
of tax structure; and argued that tax administration reforms should aim to minimize the
probability of non-compliance and maximize the probability of detection and punishment of non-
compliance. Silvani and Baer (1997) also cited tax simplification in the form of fewer taxes, fewer
rates for each tax, and fewer exemptions as a key factor in improving compliance. Other earlier
papers such as Bird (1990), Mansfield (1987), Tait et al (1979), and Tanzi (1981) emphasized the

importance of simplification in improving efficiency of tax administration.

There are also empirical literature on tax administration and complexity. Lawless (2012)
found evidence that measures of complexity of the tax system is negatively associated with the
presence of FDI for a pair of countries, although not necessarily with FDI flow. Simulations
using German data by Fuest et al (2006) show that tax simplification leads to a more equitable
income distribution and higher tax collection. Similarly, econometric simulations conducted by

Slemrod (1989) using data from the U.S. state of Minnesota showed that tax simplification, as
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measured by the elimination of the system of itemized deductions, reduces the resource cost of

tax compliance.

1.7 Other Indicators of Ease of Doing Business

There are literature studying not only specific ease of doing business components but ease of doing
business in general and its relationship with growth and development indicators. Bayraktar (2013)
used data from the World Bank’s Doing Business database from 2004 to 2010 and found that
countries with better doing business records have higher foreign direct investment (FDI) inflows.
Using the same database but a slightly different time period of 2006 to 2009, Jayasuriya (2011)
also found evidence of a positive relationship between doing business performance and FDIs,
although the relationship becomes statistically insignificant when the sample is restricted to
developing countries. Using an index constructed from the scores of countries in the different
World Bank Doing Business measures, Djankov et al (2006) concluded that countries with
business-friendly regulations grow faster. Moving from the fourth to the first quartile of business
regulations score translate to a large 2.3 percentage point higher annual economic growth.

There are still other less studied indicators of ease of doing business. For instance, labor relations
and regulations have been shown to affect output, employment, and investment (Besley and
Burgess 2004; Ahsan and Pages 2009), foreign direct investments (Cooke 1997), and distribution
of firm size (Hobijn and Sahin 2013); while easier debt recovery can potentially reduce interest
rates (Visaria 2009).

1.8 Synthesis

The ease by which businesses can be conducted is important in promoting high inclusive growth
and development. The easier it is to start and operate a business, the more entrepreneurs will be
encouraged to invest, generating more employment. A good business environment also promotes
competition and encourages innovation and expansion (World Bank 2013). There are several
measures of ease of doing business, and this part of the study reviews the literature on these

components.

On starting a business, most of the empirical studies reviewed here conclude that ease of
starting a business contributes to firm creation and formalization. A significant number of studies

identify the effects of business entry costs on productivity as the transmission mechanism on
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how ease of starting a business affects growth. There are few studies showing that less entry cost
does increase firm entry, but not as much as other studies predict and the quality of firms created
is questionable. However, the studies with such conclusion used mostly observations from

developed countries, where firm entry barriers could already be low in the first place.

On financial development and access to credit, there is an almost general agreement
nowadays that this is important to growth and development. Recent studies point to increased
productivity and investments as the link between credit access and growth, although it is also
related to some other indicators such as firm entry and formalization. Special attention is given to
SMEs as one of the sectors that benefit most from improved credit access.

An effective and efficient contract enforcement mechanism and good institutions are keys
to ease of doing business because it assures investors that they will bear the fruits of their
investments. If investors are confident in the institutional and legal environment, they will be
incentivized to invest, and this contributes to growth and development. Good institutions and
contract enforcement also promotes development through their effects on other indicators of ease
of doing business. There is significant number of studies that found evidence of a positive
relationship between quality of institutions and contract enforcement with access to finance. Still
other studies concluded that effective contract enforcement can facilitate trade, encourage firm
entry, and reduce the size of the informal sector.

The literature on investor protection generally points to its effect in encouraging smaller
investors to invest in publicly traded firms as the source of its contribution to growth. Property
rights provide incentives to invest because it assures investors that the returns from investments

will accrue to them. It also facilitates access to finance by improving collateral.

Most studies on making trading easier highlight the importance of reducing the cost of
moving goods — rather than border barriers such as tariffs — in improving the trade performance
of developing countries. This has important policy implications for countries on what reforms to

facilitate in helping businesses participate in trade more easily.

On paying taxes, most literature involve testing for the relationship between tax rates and

indicaors of growth and development. However, some authors argue that tax administration is
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equally, if not more, important. Theoretical, conceptual and empirical studies have found that

simplification of the tax structure contribute well to tax compliance and development.

2. INTERNATIONAL GOOD PRACTICES IN DOING BUSINESS REFORMS

From 2007 to 2010, APEC held a series of workshops to identify key regulatory and policy
measures that will make doing business easier. While APEC acknowledges that there is no
distinctive and undisputable ways in improving ease of doing business, the good practices it
identified are present in many developed economies and in countries that climbed fast in doing
business rankings (APEC SMEWG 2011). These good practices can serve as guide for countries
that aim to improve their doing business performance and ranking. This can also guide the APEC
secretariat on how to manage the discussions on doing business during the upcoming APEC
summit. Nevertheless, we take care in describing these as “good practices” since there is little basis
to consider them as “optimal” or “best” without appropriate contextualization under more specific

country conditions.

2.1 APEC’s Good Practices in Doing Business®

To make starting a business easier, APEC recommends the following policy reforms: simplifying
business registration procedures; creating a single-interface (e.g. a one-stop shop) for business
registration; using technology to improve efficiency; minimizing or eliminating capital
requirements; implementing fixed registration fees; and not requiring annual or periodic business
registration renewal. Simplifying business registration procedures include merging steps and
procedures, reducing approval times, and simplifying forms that need to be filled out. Using
technology primarily includes the use of the internet in registering businesses. One of the first
countries to use the Internet in registering a company, New Zealand, takes only 40 minutes to

incorporate a company online.

Part of starting a business is applying for government licenses and permits. The
indentified good practices for these are: creating online services for applying and dealing with

licenses and permits; creating a single-interface (or one stop-shop) for this service; simplifying

3 This sub-section draws from APEC SMEWG (2011).
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and streamlining the licensing process; coordinating licensing activities across the different

government agencies; and providing comprehensive information on licensing.

In terms of paying taxes, the recommended good practices are: providing an electronic
platform in paying taxes; enabling individuals and businesses to self-assess their own tax liabilities;
simplifying tax administration and reducing the number of tax types; a clear tax law; and building
a capable tax administration and collection staff. These practices can counter factors that make tax
payment difficult that are prevalent in many countries such as complicated tax systems, high
number of tax types and frequency of tax payments, unclear and confusing tax laws, and
corruption. It can also be noted that these good practices are backed by the studies cited in the

literature review section.

For the trading criteria, APEC identified the following good practices: using an electronic
data exchange system; implementing a single interface service for processing of trading
documents; simplifying and streamlining customs procedures; and improving procedures at
ports. The use of an electronic data exchange system can be useful in many ways. It can be used
to facilitate exchange of information with customs and other agencies, and for electronic
submission of documents. A single-interface service allows for faster and easier processing of
documents. These good practices can reverse prevalent policies that make trading difficult,
among them are: excessive documentation requirements, time-consuming customs and port
procedures, redundant audits from different government agencies, and inefficiencies of port
operations. Again, these recommendations — mostly aimed at speeding up the movement of
goods — are supported by the papers cited in the literature review section.

For contract enforcement, the APEC-recommended policy reforms are: enhancing court
efficiency by using electronic processes and technology; simplifying and streamlining court
practices; establishing specialized commercial courts; and establishing formal arbitration courts.
These practices can potentially speed up contract disputes which, in turn, enhance the efficiency
of businesses. The use of technology has allowed several countries to file commercial disputes
electronically, and this resulted in faster case resolution. Streamlining of court procedures
include imposing strict time limits on certain applications and appeals, restricting the right to
appeal to higher-value cases, improving notification methods such as notification through SMS

(text message), and setting up a small-claims court or tribunals.
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For access to credit and finance, APEC suggested two widely-encompassing good
practices: expanding the scope, accessibility and quality of credit information; and strengthening
of the legal systems for credit, including bankruptcy and insolvency laws. The former includes
maintaining a public credit registry on credit-worthiness of potential borrowers that is shared
among banks and other lending institutions, distribution of historical data on loans, and giving
borrowers right to access the data on them. It also includes dissemination of information to potential
borrowers as to how, where, and what options they have in obtaining credit. Meanwhile,
strengthening of legal system calls for predictable legal processes and protection of creditor rights.
When creditors are confident that they will be repaid, they will expand the supply of credit.

APEC also suggested good practices pertaining to employing workers and registering
property. For employing workers, these are: allowing flexible scheduling of working hours and
fixed-term contracts; ensuring information on employing workers is readily available; moving
from severance pay to unemployment insurance; reducing the number of procedures in
registering new workers; reducing complexity and cost of dismissal; and increasing the opportunity
to hire more workers. For registering property, the identified good practices are: simplifying and
streamlining land registration and transfer procedures; creating online property registration
platform; and reducing the costs of property and land registration.

In summarizing the APEC-recommended good practices across the different criteria,
three common policy reforms are most prevalent. These are simplifying and streamlining
processes; creation of an electronic platform; and establishing a single-interface service, more
commonly known as one-stop shop. These three practices can contribute the most in making doing
business easier and less costly. These are also backed by many of the theoretical and empirical
studies cited in the previous section. Moreover, these are implemented in many advanced

economies and in many countries that improved their doing business performance.
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2.2 The World Bank’s Good Practices in Doing Business*

Through its Doing Business Report, the World Bank, through the International Finance
Corporation, identifies a set of good practices in ease of doing business. Most of these are similar
to, if not outright the same as, that of the APEC recommendations. These policy reforms and
good practices are reviewed in this section.

For starting a business, the World Bank recommends the following: reducing or eliminating
the capital requirement; creating a single interface; using technology to make registering more
efficient; and easing access to forms and fee schedules. The minimum capital requirement was
originally implemented to protect creditors and investors, but the common practice today is the
required capital is immediately withdrawn upon registration, so it practically has little use; while
creating a single interface would speed up the registration process. The countries in the World
Bank Doing Business survey with one-stop shop are twice faster in registering a business
compared to those without one. Meanwhile, the need to use technology is more pronounced in
developing countries — about 80 percent of developed economies allow electronic registration

versus only 30 percent for low-income nations.

In paying taxes, the World Bank calls for the following good practices to be adopted:
creating a platform for electronic filing and payment; simplifying tax procedures and payment; and
allowing tax payers to self-assess themselves. These measures lead not only to convenience and
savings on time and effort of businesses, but also to higher compliance and collection. These
recommendations are also backed by the conclusions reached by most of the studies cited in the

literature review section.

In terms of trading, the good practices identified are: creating an electronic platform for
submission and processing of trading documents; linking government agencies through an
electronic single interface; using risk-based inspection; and improving transparency to minimize
cost. Allowing for electronic submission and processing of documents saves businesses time and
money, and the same is true if government agencies involved in trading transactions are interlinked
through a single interface. Risk-based inspection is the practice of inspecting cargoes

based on risk — that is, only containers containing potentially risky cargoes will be inspected

4 The good practices cited here were from the World Bank Doing Business database
(www.doingbusiness.org/data/exploretopics).
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thoroughly. This saves time and money and allows goods to be transported faster. Improving
transparency means charges and tariffs are made clear to traders, eliminating the need for

customs brokers, trade consultants, and the like.

For contract enforcement, the World Bank recommends creating a special commercial
court or judge; and introducing automated case management systems. Introducing a special
commercial court will allow for faster settlement of disputes, saving businesses time and money,
and reducing transaction costs in the enforcement of contracts. Automated case management

systems also speeds up court settlements.

For access to credit and finance, the good practices promoted by the World Bank are:
allowing out-of-court enforcement of transfer of collateral rights to the creditor in case of
default; maintaining a unified registry of collateral accessible to all creditors; limiting or
removing minimum loan requirements; providing creditors with payment history data from
utility companies to help determine the credit-worthiness of individuals/businesses; and
maintaining a credit information system that reports both good and bad borrowers. The first two
practices protect creditors, and if creditors feel secured, they will expand the supply of credit.

The latter practices help creditors identify which potential borrowers are credit-worthy.

For investor protection, some of the good practices identified are: ensuring transparency
in related-party transactions; involving disinterested shareholders in the approval of related-party
transactions; holding directors accountable for their actions; and giving easier access to corporate
documents. These practices give minority investors protection from possible unfairness of

related-party transactions, and promote corporate transparency.

Similar to the good practices suggested by APEC, the recommendations of the World Bank
also center on simplification and streamlining, creation of an electronic platform, and single-
interface. This commonality highlights the importance of these good practices in promoting

ease of doing business.
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3. DOING BUSINESS PERFORMANCE AND TRENDS IN APEC ECONOMIES
This section tackles trends in the performance of APEC-member economies in ease of doing
business. It discusses which economies performed well and how these countries fared against

each other. It also has a brief discussion on the good practices adopted most by countries.

3.1 APEC Doing Business Performance Trends®

For the 2015 Doing Business Report, Singapore remains on the top, a place it holds since 2007.
It is followed by New Zealand at second and Hong Kong at third, which means that the top three
spots are occupied by APEC economies. Three other APEC members made the top 10 — South
Korea at fifth, United States at seventh, and Australia at tenth. At the other end, Papua New Guinea
is the lowest-ranked APEC country at 133rd, followed by Indonesia at 114th, Brunei Darussalam
at 101st, Philippines at 95th, and China at 90th (see Table 2).

Some APEC economies hardly moved in their rankings from the previous year, particularly
those in the top. Singapore, Hong Kong, and New Zealand retained the top three spots, although
the latter two countries swapped places. The United States slid three places from fourth to seventh,
Korea improved from seventh to fifth, and Australia moved from 11th to 10th. Some registered
moderate to impressive gains, particularly those at the bottom. Philippines went from 108th to
95th, Vietnam from 99th to 78th, China from 96th to 90th, and Indonesia from
120th to 114th. Still others slid such as Malaysia, which fell from 6th to 18th, Thailand from
18th to 26th, and Japan from 27th to 29th (see Table 2).

Among the doing business criteria, APEC members also had wide variations in
performance; and a high overall ranking does not necessarily mean high ranking for all criteria.
Among APEC members included in the 2015 Doing Business report, New Zealand (1st) is where
it is easiest to start a business, followed by Canada (2nd), Singapore (6th), Australia (7th), and
Hong Kong (8th). The United States — ranked seventh in ease of doing business overall — is 46th
in this criterion. At the other end, Brunei Darussalam (179th) is the APEC country where it is most
difficult to start a business, followed by Philippines (161st), Indonesia (155th), and Papua

New Guinea (130th) (see Table 3 for ranking on specific criteria).

® The data cited here came from the World Bank Doing Business database, available at
(http://www.doingbusiness.org/custom-query), and from the various Doing Business Annual Reports.
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In terms of access to credit and finance, New Zealand is also the top country both in
APEC and in the entire Doing Business survey, while the United States is second in both groups.
This was followed by Australia (4th), Canada (7th), and Mexico and Peru (joint 12th). Papua
New Guinea (165th) is again the bottom APEC country, followed by Philippines (104th), and
Brunei Darussalam and Thailand (joint 89th). In trading, Singapore, Hong Kong, and South
Korea are the top three in APEC and in the whole Doing Business sample. They are followed by
Malaysia (11th), United States (16th), and Japan (20th). Russia (155th) occupies the last spot
among APEC members, followed by Papua New Guinea (138th), China (98th), Vietnam (75th),
and Philippines (65th).

Hong Kong (4th) is the APEC member where it is easiest to pay taxes. It is followed by
Singapore (5th), Canada (9th), New Zealand (22nd), and South Korea (25th). Vietham (173rd) is
at the other end, along with Indonesia (160th), Philippines (127th), Japan (122nd), and China
(120th). Singapore is again number one in enforcing contracts both among APEC economies and
for all Doing Business sample countries. It is followed by South Korea (4th), Hong Kong (6th),
New Zealand (9th), and Australia (12th). Papua New Guinea (181st) is once again at the bottom,
followed by Indonesia (172nd), Brunei Darussalam (139th), Philippines (124th), and Peru
(100th). For protecting investors, New Zealand, Hong Kong, and Singapore once again lead the
APEC countries and the entire Doing Business survey. They were followed by Malaysia (5th)
and Canada (7th). The Philippines (154th) is the APEC economy that provides least protection to
investors. It is followed by China (132nd), Vietnam (117th), Brunei Darussalam (110th), and
Russia (100th).

In terms of medium-term changes, APEC economies also had mixed performance. Russia
is the APEC economy with the biggest rank improvement from 2010 to 2015 — a 58-place jump
from 120th to 62nd. The Philippines had the second biggest positive leap from 144th to 95th, while
Taiwan vastly improved from 46th to 19th. Peru improved from 56th to 35th and Vietnam had a
respectable 15-place improvement from 93rd to 78th. South Korea made it to the top 10 during
this period from 19th to fifth. On the other hand, those who experienced the largest slide during
this period are Papua New Guinea (102nd to 133rd), Japan (15th to 29th) and Thailand (12th to
26th) (see Table 2).
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There are also mixed medium-term changes across the different doing business criteria
for APEC-member countries. Malaysia improved 75 places from 88th to 13th in starting a business
for the years 2010 to 2015. Russia also improved significantly from 106th to 34th in the same
period. At the other end, the United States fell 38 places from eighth to 46th, while Papua New
Guinea dropped from 104th to 130th, and Brunei Darussalam from 153rd to 179th.

In access to credit and finance, Mexico (from 61st to 12th) had the largest medium-term
improvement among APEC members, followed by Indonesia (113th to 71st) and Russia (87th to
61st). Japan had the biggest decline in ranking among APEC members from 15th to joint 71st,
along with Papua New Guinea (135th to 165th), Malaysia (1st to 23rd), and South Korea (15th to
36th). In terms of paying taxes, Taiwan had the biggest improvement from 92nd to 37th along with
Russia (103rd to 49th). Peru (87th to 57th), Thailand (88th to 62nd) and South Korea (49th to
25th) also made marked improvements. Meanwhile, two ASEAN countries, Indonesia (126th to
160th) and Vietnam (147th to 173rd), had the biggest drop in ranking among APEC members.

In terms of ease of trading, Peru posted the largest improvement in rank from 91st to
55th, together with Mexico (74th to 44th) and Malaysia (35th to 11th). China lost the largest and
dropped from 44th to 98th, followed by Papua New Guinea (89th to 138th), Thailand (12th to
36th) and Australia (27th to 49th). In contract enforcement, Malaysia also posted a large increase
in ranking from 59th to 29th. Also making strides in this doing business criterion are Mexico
(81st to 57th) and Brunei Darussalam (160th to 139th). The United States posted the largest loss
in ranking among APEC members (8th to 41st), along with Indonesia (146th to 172nd), Papua
New Guinea (162nd to 181st), and China (18th to 35th). In terms of protecting investors,
Vietnam (172nd to 117th) and South Korea (73rd to 21st) made the biggest strides, along with
Taiwan (73rd to 30th). On the other hand, the largest losses in ranking were posted by Papua
New Guinea (41st to 94th), China (93rd to 132nd), and Philippines (132nd to 154th).
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Table 2: World Bank Doing Business Ranking, Selected APEC Economies,
2010, 2014 & 2015

2010 Rank 2014 Rank 2015 Rank Change 2010 to 2015

Singapore 1 1 1 No Change
Hong Kong 3 2 3 No Change
United States 4 4 7 Down 3
Malaysia 23 6 18 Up5
South Korea 19 7 5 Up 14
Australia 9 11 10 Down 1
Taiwan 46 16 19 Up 27
Thailand 12 18 26 Down 14
Canada 8 19 16 Down 8
Japan 15 27 29 Down 14
China 89 96 90 Down 1
Vietnam 93 99 78 Up 15
Philippines 144 108 95 Up 49
Indonesia 122 120 114 Up 8

Source: World Bank Doing Business Report, 2010, 2014, & 2015.

Table 3: World Bank Doing Business Ranking, Selected Criteria,
Selected APEC Economies, 2015

Startinga | Getting Paying | Trading Across | Enforcing | Protecting

Business Credit Taxes Borders Contract Investors
Singapore 6 17 5 1 1 3
Hong Kong 8 23 4 2 6 2
United States 46 2 47 16 41 25
Malaysia 13 23 32 11 29 5
South Korea 17 36 25 3 4 21
Australia 7 4 39 49 12 71
Taiwan 15 52 37 32 93 30
Thailand 75 89 62 36 25 25
Canada 2 7 9 23 65 7
Japan 83 71 122 20 26 35
China 128 71 120 98 35 132
Vietnam 125 36 173 75 47 117
Philippines 161 104 127 65 124 154
Indonesia 155 71 160 62 172 43

Source: World Bank Doing Business Report, 2010, 2014, & 2015.

A recent innovation developed by the World Bank in measuring ease of doing business is

the ‘distance-to-frontier’ (DTF) index. It measures the “distance” of an economy from the best

performance measured for a particular criteria since the Doing Business Survey started.

Basically, it measures how far a country is from this benchmark (World Bank 2014). Thus, the

DTF is an absolute measure of doing business that, unlike the rankings, does not depend on the
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performance of other countries. For instance, over the last five years from 2010 to 2015, New
Zealand, Singapore, and Hong Kong actually decreased their DTF; but they did not move in
ranking over the same period. This is because these three countries have such high scores, that

even if some of their scores declined, they are still ranked on top.

Over the same period, among APEC economies, Russia posted the largest increase in
DTF score from 54.8 to 66.7. The Philippines follows with a 7.8 unit increase from 54.3 to 62.1.
Mexico rose from 65.1 to 71.5, Vietnam from 59.4 to 64.4, Peru from 67.2 to 72.1, and China from
57.8 t0 62.6.

According to APEC reports (APEC 2011, 2012), the group as a whole is performing well
in ease of doing business. The group in 2009 came up with a target of 25 percent APEC-wide
improvement on five criteria of ease of doing business: starting a business, getting credit,
enforcing contracts, trading across borders, and dealing with permits. Interim assessments done
in 2011 and 2012 indicated that the group as a whole is on its way to meeting this target. However,
as discussed above, the performance is highly uneven across economies.

3.2 Commonly-Implemented Reforms

The World Bank (2013) provided a list of common reforms implemented by countries around the
world. This could serve as a guide in setting up policy and procedural reforms among countries
aiming to improve their doing business performance. This can also guide the APEC secretariat
on how to proceed with discussions on doing business during the upcoming APEC summit.

In starting a business, putting procedures online is the single most implemented good
practice, with 109 countries adopting it. This is followed by removal of minimum capital
requirement and creating a one-stop shop, respectively being implemented by 99 and 96
countries. For access to credit and finance, allowing out-of-court enforcement of transfer of
property rights of the collateral to the lender in case of default is implemented the most, with 124
countries having this policy. Other selected commonly-implemented policies are: 109 countries
distribute both positive and negative credit information, 65 countries have a unified collateral

registry, and 57 economies distribute credit information from retailers and utilities to lenders.
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In making paying taxes easy, 160 countries allow firms and individuals to self-assess
their tax liabilities, while 76 have a platform for electronic filing and payment, and 55 countries
have one tax per tax base. In contract enforcement, having a specialized commercial court, division,

or judge is implemented by 90 nations.

To make trading easier, 151 economies have a platform for electronic submission and
processing of documents, while 134 allow risk-based inspection of cargoes. Another 73 nations
have a single-window for all government agencies involved in the trading process. To protect
investors, the most widely-implemented policies are: allowing rescission of prejudicial related-
party transactions (74 countries), regulating approval of related-party transactions (62 countries),

and requiring detailed disclosure (52 countries).

Most of these policies and practices are part of the good practices in doing business
espoused by APEC and the World Bank. They are also backed by some of the studies cited in the
literature review section. The three most prominent good practice recommendations of the two
agencies — simplification and streamlining, electronic processing and submission, and a one-stop

shop — are also prominent features of the commonly-implemented policies.

Most of these commonly-implemented reforms are in place in most APEC economies,
but several are not. For instance, only nine APEC members have a unified collateral registry, and
the same number of countries have both positive and negative credit information along with data
from retailers and utility companies. Similarly, approval of related-party transactions is regulated
in only 13 members; and only 12 have specialized commercial court or division. Moreover, only
three member economies have one tax per tax base. Most of the other commonly-implemented
reforms are in place in at least two-thirds of APEC member economies (see Table 4). This may
further guide the APEC Doing Business Initiative and next year’s APEC organizing committee

on how to tackle EoDB and help member countries improve their rankings.
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Table 4: Some Commonly-Implemented Reforms
and Number of APEC Economies where they are in Place

Reform Number of APEC Members
where Reform is Implemented

Starting a Business

Procedures can be completed online 15

There is a one-stop shop 16

There is no paid-in minimum capital requirement 17
Getting Credit/Access to Finance

Out-of-court enforcement is allowed 15

Unified modern collateral registry exists 9

Both positive and negative credit data are available, along 9

with data from retailers and utility companies

Paying Taxes

Electronic filing and payment available and used by majority 17
of firms

Self-assessment allowed 20
There is one tax per tax base 3

Trading

Risk-based inspections used 21
Electronic submission and processing allowed 21
There a single window that links some of the relevant 18

government agencies

Protecting Investors

Approval of related-party transactions is regulated 13

Detailed disclosure required 17
Enforcing Contracts

T here a specialized commercial court, division or judge 12

Source: Authors’ computation based on data from World Bank Doing Business website
(http://www.doingbusiness.org/data/exploretopics).

4. UPDATES ON ON-GOING EODB EFFORTS IN THE PHILIPPINES
4.1 Recent Updates
The Administrative Order 38 issued in 2013 provided for the creation of a body that will monitor

the EoDB progress of the Philippines and implement the action plan outlined by the National
Competitiveness Council (NCC). This includes specific reforms, action plans, and target scores for
particular sub-indicators. During the Ease of Doing Business Summit held last May 2014, the NCC
and its partner agencies presented the short-term targets for most of the sub-indicators used in the
World Bank EoDB ranking. For Starting a Business, from 15 procedures and 35 days in the
2014 report, the one-year target was to reduce it to eight procedures and eight days, and
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eventually to three procedures and three days in two years time. In the 2015 World Bank Doing
Business report, it still takes 16 procedures and 34 days to register a business in the Philippines.
In terms of getting a construction permit, it takes 25 procedures and 77 days in the 2014 report.
The one-year target for this is to bring them down to 14 procedures and 65 days, and further to
six procedures and 65 days in a still undetermined year. In the 2015 World Bank report, it takes

24 procedures and 94 days to obtain a construction permit.

Registering a property in the Philippines takes eight procedures and 39 days. The one-
year target for this is to decrease the number of steps to seven and the duration to 16 days.
Eventually, this would be reduced to six procedures and 16 days. In the 2015 World Bank EoDB
report, the duration to register a property decreased to 35 days and the number of procedures
increased to nine. To get electricity, it takes five procedures and 42 days in the 2014 Doing
Business report. The one-year target for this is to reduce them to four steps and 32 days. The target
number of steps has already been accomplished in the 2015 report, although the number of days is
still at 42.

In terms of paying taxes, businesses in the Philippines make 36 payments and takes 193
hours to comply, including social security contributions. The one-year target is to reduce this to
13 payments and retain the 193 hours. For the 2015 Doing Business Report, firms in the
Philippines still post 36 payments and uses 193 hours for tax and social security payments. In
terms of enforcing contracts, the one-year target is to reduce the number of procedures from 37
in the 2014 Doing Business report to 30; and the number of days from 842 to 360. This has not yet
moved in the 2015 report.

For the trading criterion, exporting requires six documents and 15 days, while importing
requires seven documents and 14 days in the 2014 report. The one-year target for this is to
reduce this to four documents and nine days both for exporting and importing. In the 2015 Doing
Business report, the Philippines still requires six documents and 15 days to export and seven
documents and 15 days to import. The report also cited the Manila truck ban as a negative reform

that made trading more difficult.
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4.2 Philippine Ranking of Competitive Cities and Municipalities

The World Bank Doing Business Report obtains its data from a representative city for each
country’. For the Philippines, the representative city is Quezon City. Although many reforms are
concentrated there, especially for the policies and procedures made at the local government level,
there are also efforts to promote EoDB in other local government units (LGUs). Taking a cue from
various global rankings, the Philippines through the Investment Enabling Environment Project
(INVEST) funded by the United States Agency for International Development (USAID) and the
National Competitiveness Council (NCC), embarked on a ranking of cities and municipalities. This
was made possible through the development of a framework that can be applied across cities and

municipalities in the Philippines.

The framework is based on Porter’s definition of competitiveness, which is based on
location and the productivity that firms located there can achieve. This definition was adapted for
local competitiveness, providing local governments the knowledge on what and how to improve,
in order to enhance productivity and, eventually, standards of living. The framework was
developed by analyzing the most common indicators of competitiveness present in the different
global and local rankings. Among those considered were three global surveys - the Doing
Business Survey of the International Finance Corporation (IFC), the Global Competitiveness Index
prepared annually by the World Economic Forum (WEF), the IMD’s Competitiveness Survey.
These reports were examined to determine the common factors that are relevant to the Philippines
(Figure 1). Four local surveys were also studied — the Philippine Cities Competitiveness Ranking
Project (PCCRP) of the Asian Institute of Management (AIM), the NCC’s internally generated
factors, Regional Competitiveness Factors, and Asian Development
Bank’s (ADB) City Cluster Economic Development (CCED) (Figure 2).

& The framework and Manual of Operations were developed by Dr Alvin P Ang for the INVEST and NCC. The
final documents are accessible through the NCC website — http://www.competitive.org.ph/cmcindex/
" Beginning in 2015, data were gathered from two cities for countries with population greater than 100 million.
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Figure 1: Global surveys considered in developing the criteria for cities competitiveness.

IMD
Competitiveness

Figure 2: Local surveys considered in developing the criteria for cities competitiveness.

In both cases, it was found that the most common factors for competitiveness were
infrastructure, economic dynamism, and governance. These factors were then linked to develop a
local to global perspective of competitiveness, thereby giving local governments the insight that

what they do matter up to the global level.
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Figure 3: Linkages between global, national, and regional competitiveness.
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Within each factor, the framework also identified specific indicators that represent the

key components of each factor. In doing so, the framework considered the guidelines on
developing indicators from the Chief Economic Development Society — United Kingdom
(CEDOS, 2011), the Local Government Economic Indicators Framework — New Zealand
(BERL, 2010), and the Policom Corporation’s Local Economic Strength Ranking (2012). It
utilized The FEEE Principle, i.e., Few in Number, Easy to Collect, Easy to Understand, and
Effective Measures of Performances, as guiding principles in identifying the indicators.

To implement the rankings, the NCC and the INVEST Project worked through the
existing institutional mechanisms in the government. The Sub-Working Group on Local
Investment Reforms, which is composed of the Department of Trade and Industry (DTI), the
Department of the Interior and Local Government (DILG) and the NCC, approved the
framework on November 2012. Thereafter, the identification of a set of competitiveness
indicators that can be applied at the city and municipal levels was completed in December 2012
after local validation in the project sites of INVEST and the Local Governance Support Project
for Local Economic Development (LGSP-LED). Similarly, the NCC created regional
counterparts called Regional Competitiveness Councils (RCCs) throughout the country. After a
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series of meetings, the INVEST Project partnered with the NCC and the RCCs to implement the
data gathering of the identified indicators. The RCCs tapped academic institutions in their
regions for data gathering. The result of the first round was presented to the public on July 2013.
The competitiveness ranking was voluntary for local governments. In the first round, about 123
cities and 167 first class municipalities participated. For the second round conducted from

January to June 2014, a total of 136 cities and 399 municipalities participated.

The ranking is now institutionalized as it is an important component of the Seal of Good
Local Governance (SGLG)® awarded by the DILG. A Manual of Operations has also been
prepared and finalized for ease of implementation in the future. Furthermore, the National
Economic and Development Authority (NEDA), the planning development planning agency,
through its statistical arm, the Philippine Statistical Authority (PSA), is working on standardizing
the indicators and possibly making them part of the national statistical system in the future to
facilitate data gathering. For 2015, the NCC is expecting about 1,500 local governments to

participate.

This initiative has also been noticed by peers in the ASEAN region. It was presented as a
way of identifying second tier cities for future economic development during the Microsoft Second

Cities Development Conference at the National University of Singapore in 2013.

5. INITIAL RECOMMENDATIONS
Based on the review of literature, the analysis on international good practices, and on an initial
assessment of the doing business performance of APEC economies, the following initial
recommendations could be considered by APEC officials.

1. Expand the current areas/indicators monitored by APEC for its member countries
beyond the priority areas, namely, starting a business, dealing with permits, getting credit,
trading across borders, and enforcing contracts. While these areas are indeed crucial in making

doing business easier, additional focus on other criteria could also yield strong outcomes,

8 The SGLG is a scaled-up Seal of Good Local Governance that requires local government unit (LGU) candidates
for the seal to pass three “core” assessment areas (i.e. Good Financial Housekeeping, Disaster Preparedness and
Social Protection) and at least one “essential” assessment area (i.e. Business Friendliness and Competitiveness,
Peace and Order or Environment Management). Recipients of the SGLG will be eligible to access the Performance
Challenge Fund, a support fund to finance local development initiatives as well as other program windows and
capacity development assistance from the DILG.
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particularly those focused on paying taxes and protecting investors. Fifteen of the 21 APEC
members dropped in ranking in protecting investors from 2010 to 2015, and eight for paying taxes.
In terms of distance to frontier, 12 posted declines in protecting investors for the same period, and
four for paying taxes. Moreover, empirical and theoretical literature suggests that progress in these

areas have far-reaching positive effects to economic growth and development.

2. While APEC as a whole is performing well in ease of doing business (APEC 2011,
2012), performance across the group is highly variable. Some APEC economies are among the
top performers in the world, while some are improving, yet still largely located near the bottom
of the rankings. Good-performing economies can provide support through knowledge transfer to
poor-performing ones. This should not be limited to the APEC summit, but should be followed
through on several occasions. This may include: 1) allowing a representative from a good-
performing country to audit the processes being implemented by the poor-performing ones and
recommend process improvements; 2) sharing of technology on automation of submission and
processing of documents; and 3) conducting a series of workshops similar to the ones conducted
by APEC from 2007 to 2010 but with focus on developing country members. Poor-performing
economies could start reforming those that are easiest to reform — changes that do not require
amending laws that takes a long time to implement. Then, gradually proceed to the more
complicated reforms. They may want to focus on three general, but nonetheless proven and
commonly implemented reforms: streamlining and simplification of procedures, creating an
electronic platform, and implementation of a single interface (one-stop shop). The APEC may
also want to give attention to commonly-implemented reforms that are not yet implemented in

some of its members.

3. Poor-performing members may establish a specialized agency that will handle doing
business improvement concerns, coordinate with policy makers, government agencies, and
businesses, and will propose and study policy reforms. This agency will include representatives
from the government, the private sector, the academe, and other stakeholders. Much of the
improvement in the ranking of the Philippines can be attributed to the efforts of such agency, the
National Competitiveness Council. There are important coordination and governance challenges

to be over come in advancing these reforms; and it could be useful to feature knowledge and
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experience sharing in how these reforms reached critical mass notably in countries with a high

degree of government decentralization.
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