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Abstract 

‘Doing Business’ is a project developed by the World Bank with the aim of providing 

objective measures of business regulation and its enforcement across the world. Since its 

launch in 2004, many legal and economic scholars have argued that the ‘Doing  

Business ’  indicators cannot be considered reliable tools of comparison of the economic 

impact of alternative legal systems. This because of flaws in the measurement 

methodology and in the theoretical background of the project. Given these limits, 

many scholars have also expressed relevant concerns about the ambition of ‘Doing  

Business ’  of addressing countries’ regulatory reforms, especially in developing 

economies. This work represents a first attempt of presenting a systematic review of 

the main critics the legal and economic literature has discussed with reference to the 

‘Doing  Business ’  indicators. 

 



 

 

1. Introduction 

 

'Doing Business' is a program launched in 2004 by the World Bank with the aim of 

assessing the extent to which, across the world, the regulation applying to small – medium 

sized firms represents a constraint on business activity. The project, which owes most part of 

its fulfillment to the economist Simeon Djankov and the team he led to this purpose, has been 

conceived with the aspiration to: (i) encourage the reforms through country benchmarking; (ii) 

address changes in those areas of the business regulation the country-related indicators 

highlight the necessity of reforms; (iii) improve the effectiveness of money-aids by helping 

donors to monitor the quality of the institutional environment of the country the aids are 

directed to; (iv) provide quantitative measures of regulation in order to favor the test of the 

existing theories of the regulation, (Doing Business Report 2004, pp. ix – x).  

Precisely, the project consists in a set of ten indicators each one measuring the 

extensiveness of the regulation applying to a particular moment of the business life-cycle, i.e. 

from the starting up of a business to the payment of taxes, from the employment of workers to 

the resolution of commercial disputes, etc., for a sample covering today one hundred and 

eighty-three economies.  

Every year, since 2004, these indicators are published by the World Bank in reports 

discussing,  for each index, a  country-ranking aimed at ordering countries from those which 

regulate the least to those which regulate the most; the number and the type of reforms which 

have been implemented by countries; the economies which should reform but still have to do it; 

how and to what extent these countries should reform; and a review of the established and 

emerging theories of regulation1.  

At a first glance, one could argue that 'Doing Business' presents nothing new with respect 

to other programs assessing the business environment from a legal point of view, like e.g. the 

'Global Competitiveness Report'  of the World Economic Forum2, the 'Index of Economic Freedom' 

of the Heritage Foundation3, the Business Environment and Enterprise Performance Survey 

(BEEPS)4 which are devoted as well to assess countries' business institutions through 

quantitative indicators.  

To this purpose, 'Doing Business'  emphasizes that its distinguishing feature - with respect 

to other projects measuring business regulation - consists essentially in the “approach to 

measurement” it adopts. Specifically, it argues that its measurement methodology presents two 

main advantages: firstly, it focuses to a broader extent on poorest countries and domestic small 

                                                             
1 For an insight on Doing Business reports, see the publications ‘Doing Business in 2004’, ‘Doing Business in 2005’, 
‘Doing Business in 2006’, ‘Doing Business 2007’, ‘Doing Business 2008’, and ‘Doing Business 2009’, ‘Doing Business 
2010’ available at: http://www.doingbusiness.org/Downloads/ . 
2 For more details see:http://www.weforum.org/en/initiatives/gcp/index.htm . 
3 For more details see: http://www.heritage.org/Index/  
4 For more details see:http://www.ebrd.com/country/sector/econo/surveys/beeps.htm or www.worldbank.org . 



 

 

firms; and secondly, it relies on objective information concerning the implementation of both 

the regulation and the law. That is it does not employ survey data which merely capture the 

perceptions economic agents have of the business institutions (Doing Business Report 2004, pp. 

viii – ix).  

Indeed, one of the aspects 'Doing Business' stresses the most about its measurement 

methodology concerns the involvement of the so called “local partners” (i.e. lawyers, 

accountants, government officials, judges, and international private law firms) who are deemed 

to provide an objective assessment of the actual implementation of the country' s business 

regulation.  

However, we believe that the main distinguishing  feature of the 'Doing Business'  

indicators is neither the approach to measurement, nor the objectives it intends to achieve. 

Differently, we argue that the specificity of the 'Doing Business' project mainly consists in the 

emphasis it attributes to the goals it intends to persecute, i.e. promote and address institutional 

reforms, rather than in this goals themselves. 

In fact, since the publication in 2004 of the first report, the 'Doing Business' program has 

largely influenced the reform agenda of many developing countries by addressing reforms as 

well as by advertising in the internet and on the media the successful reformatory initiatives of 

many them5.  

The ambition of becoming an active part of the countries' reformatory policies represents, 

indeed, the main focus of legal scholars’ critics about the 'Doing Business'  indicators. Actually, 

in the light of the proclaimed intent of addressing countries’ reforms, many have been the 

works devoted at investigating the reliability of the conceptual framework and the 

methodology underlying the 'Doing Business'  indicators.  

The present work aims at presenting a systematic review of the several papers dealing 

with the supposed methodological and conceptual weaknesses of the 'Doing Business'  

indicators. Despite the permanent and unprecedented debate raised by the 'Doing Business'  

program, this is the first work, to the best of our knowledge, providing a preliminary and 

systematic assessment of the legal and economic literature criticizing the 'Doing Business'  

indicators. 

The paper is organized as follows. Section 2 illustrates how the''Doing Business' program 

works. Section 3 presents the theoretical background of the 'Doing Business' indicators. Section 

4 discusses the critics raised to 'Doing Business' with reference to the measurement 

methodology, its theoretical framework, and the reform recommendations it provides. Section 

5 concludes. 

 

2. What Does ‘Doing Business ’   Is? 

                                                             
5 See for example http://www.doingbusiness.org/Reformers/, and specifically the link Who reformed (and who did not) 
between 2004 and 2009?, and the book “Celebrating Reform 2007: Doing Business Case Studies”, edited in 2007 by the 
World Bank. 



 

 

 

The 'Doing Business' project consists in a set of ten indicators each one measuring the 

extensiveness of the regulation firms have to face in the most relevant moments of their life. 

Precisely, these indicators - which cover a sample of one hundred and eighty-three economies 

and are yearly updated since 2004  - are the following: (i) the Starting a Business index: 

concerning the regulation applying to the process of formally starting up and operating of a 

firm; (ii) the Employing Workers index: measuring the rigidity of the employment regulation; 

(iii) the Getting Credit index: assessing the quality of the credit information system, and the 

strength of the bankruptcy and collateral laws in protecting the creditors' rights; (iv) the 

Closing a Business index: concerning the efficiency of the bankruptcy procedures; (v) the 

Enforcing Contracts index: evaluating the efficiency of the judicial system in settling commercial 

disputes; (vi) the Protecting Investors index: assessing the extensiveness of the protection the 

law provides to minority shareholders against the directors’ misuse of corporate assets; (vii) 

the Registering Property index: measuring the efficiency of the system of transfer of property 

titles; (viii) the Paying Taxes index: evaluating the country' s fiscal system applying to firms; 

(ix) the Dealing with Construction Permits index: assessing the extensiveness of the bureaucracy 

requirements needed to constructs a firm' s buildings; and (x) the Trading Across Borders index: 

evaluating the regulation applying to the export and import of goods via ocean transport6. 

In turn, every measure consists of a set of sub-components measuring, alternatively: (i) 

whether the administrative procedures represent a constraint for business activities, thus 

measuring the number of required official procedures, the time, and the costs involved by these 

mandatory administrative requirements. This is the case, in particular, of the indexes Starting 

a Business, Enforcing Contracts, Registering Property, Trading Across Borders, Paying Taxes, and 

Dealing with Construction Permits; (ii) the existence of some specific provisions concerning a 

given area of the business regulation. This is the case, precisely, of the measures Getting Credit, 

Investor Protection, and to a lesser extent, of Employing Workers. 

Precisely, the ten 'Doing Business' indicators are computed as follows7: 

Starting a Business  

It consists of three sub-indicators measuring respectively: (a) the number of procedures to 

legally start and operate a business (e.g. obtaining business license; registering for  taxes,  

health and medical insurance, unemployment insurance; passing inspections and obtaining 

certificates related to work safety, building, fire, sanitation, hygiene, and environmental 

certificates): (b) the time required to complete each procedures (expressed in calendar days); (c) 

the costs required to fulfill with each procedures as % of GNI per capita (i.e. only official costs 

excluding expert fees); (d) the  paid-in minimum capital (as % of GNI per capita).  

Enforcing Contracts  

                                                             
6 Indicators (i) – (v), (vi) – (vii), (viii) – (x)  have been computed, respectively, since 2004, 2005, 2006.  
7 See http://www.doingbusiness.org/MethodologySurveys/ for a comprehensive presentation of the methodology 
measurement of the ‘Doing Business’ indicators. 



 

 

It consists as well of three sub–indicators capturing: (a) the number of procedures required 

to enforce a  contract (like the number of steps to file the case, for trial and judgment, and to 

enforce the judgment); (b)  the time required to complete each of the mentioned procedures 

(expressed in calendar days); (c) the costs required to complete each procedure as % of claim 

(like attorneys and expert fees,  the enforcement costs, etc.); 

Registering Property  

It derives from the combination of three sub-components measuring: (a) the number of 

procedures to legally transfer titles on immovable assets (e.g. checking for liens, notarizing 

sales agreement, paying property transfer taxes): (b) the time required to complete each 

procedures (expressed in calendar days); (c) the costs required to complete each procedure as % 

of the property value (i.e. only official costs); 

Trading Across  Borders  

It combines three sub-measures counting: (a) the number of documents required to export 

and import across the borders (e.g. bank and transport documents, customs clearance 

documents, port and terminal handling documents): (b) the time required to export and import 

(expressed in days); (c) the official costs required to export and import (expressed as the 

amount of US$ per container); 

Paying Taxes 

It involves three sub-components considering:  (a) the number of tax payments per year of 

a manufacturing company (i.e. the total number of taxes and contributions paid, including 

consumption taxes); (b) the time required to comply with the three major taxes (expressed in 

hours per year); (c) the tax rate as % of profits; 

Dealing with Construction Permits  

It derives from the combination of three sub-measures capturing: (a) the number of 

procedures to legally build a warehouse (e.g. all the necessary documents to obtain clearances, 

permits, licenses and certificates; notifications and inspections; the procedures to obtain utility 

connections for water, electricity, etc.; the steps necessary to register the warehouse after its 

completion): (b) the time required to complete each procedures (expressed in calendar days); (c) 

the official costs required to fulfill with each procedures as % of the income per capita; 

Getting Credit  

 It consists of four sub-indexes measuring: (a) the strength of the legal protection of 

creditors. That is the degree to which collateral and bankruptcy laws protect the rights of 

borrowers. To this aim it is ascertained the existence of specific legal provisions like e.g. 

whether law allows a business to grant a non possessory security right in a single category of 

revolving movable assets without requiring a specific description of the secured assets; secured 

creditors are paid first when a debtor defaults outside an insolvency procedure; the law allows 

parties to agree in a collateral agreement that the lender may enforce its security right out of 

court, etc. The total number of legal provisions whose existence is ascertained are ten. 

Therefore the index ranges from 0 to 10, with higher scores indicating that collateral and 



 

 

bankruptcy laws are better designed to expand access to credit; (b) the rules affecting the 

scope, accessibility and quality of credit information available through either public or private 

credit registries (e.g. whether data on firms and individuals are distributed; whether data from 

retailers and utility companies are distributed to financial institutions; whether regulations 

guarantee borrowers the right to access their data in the largest registry in the economy; etc.). 

The total number of legal provisions whose existence is ascertained are six. Thus the index 

ranges from 0 to 6, with higher values indicating the availability of more credit information.; 

(c) the number of individuals and firms listed in a public credit registry with information on 

repayment history, unpaid debts or credit outstanding from the past 5 years; (d) the number of 

individuals and firms listed in a private credit bureau with information on repayment history, 

unpaid debts or credit outstanding from the past 5 years. The values for the sub-indexes (c)  

and (d) is expressed as a percentage of the adult population (i.e. the population aged 15 and 

above). 

Investor Protect ion 

It combines three sub-components: (a) the Extent of disclosure index concerning who can 

approve related-party transactions and what are the disclosure requirements in case of related-

party transactions. For example, it looks whether the CEO, the managing directors, the board 

of directors or shareholders can provide legally sufficient approval for the transaction; whether 

it is required an immediate disclosure of the transaction to the public, the regulator or the 

shareholders;  whether disclosure in the annual report is required; whether the  disclosure by 

the interested party is required to the board of directors; whether it is required that an 

external body, e.g. an external auditor, review the transaction before it takes place. To each 

provision is assigned a value ranging from 0 to 2 (and in some cases 3) according to how it is 

minority shareholders friendly making thus possible for the index to range from 0 to 10, with 

higher values indicating greater disclosure; (b) the Extent of director liability index assessing the 

ability of the shareholders to hold the interested party and the approving body responsible in 

case of related-party transactions. For example, it evaluates whether a shareholder plaintiff is 

able to hold the interested-party liable liable for damages; whether a shareholder plaintiff is 

able to hold the approving body (the CEO or board of directors) liable for the damage the 

transaction causes to the company; whether fines and imprisonment can be applied against the 

interested-party. The sub-components considers seven legal provisions. For some provisions is 

attributed a value of 0 or 1 according to their, respectively, non-existence or existence in some 

legal framework. To other rules it is differently assigned a value ranging from 0 to 2 according 

to the intensity of the protection granted to minority shareholders. Therefore, the sub-index 

ranges from 0 to 10, with higher values indicating greater liability of directors; (c) the Ease of 

shareholders suit index which looks for example at what range of documents is available to the 

shareholder plaintiff from the defendant and witnesses during trial; whether the plaintiff can 

directly examine the defendant and witnesses during trial, whether the standard of proof for 

civil suits is lower than that for a criminal case. For some provisions is attributed a value of 0 



 

 

or 1 according to their, respectively, non-existence or existence in some legal framework. To 

other rules it is conversely assigned a value ranging from 0 to 2 according to the intensity of 

the protection granted to minority shareholders The sub-index considers six aspects and 

ranges from 0 to 10, with higher values indicating greater powers of shareholders to challenge 

the transaction. 

Employing Workers  

It consists of three sub-indexes: (a) the Difficulty of hiring index which measures whether 

fixed-term contracts are prohibited for permanent tasks; the maximum cumulative duration of 

fixed-term contracts; and the ratio of the minimum wage for a trainee or first-time employee to 

the average value added per worker; (b)  the Rigidity of hours index assesses whether there are 

restrictions on night work; whether there are restrictions on weekly holiday work;  whether 

the work-week can consist of 5.5 days; whether the work-week can extend to 50 hours or more 

(including overtime) for 2 months a year to respond to a seasonal increase in production; 

whether paid annual vacation is 21 working days or fewer; (c)  the Difficulty of redundancy index  

examines aspects like whether redundancy is disallowed as a basis for terminating workers; 

whether the employer needs to notify a third party (such as a government agency) to 

terminate 1 redundant worker; whether the employer needs approval from a third party to 

terminate 1 redundant worker; whether priority rules apply for redundancies; etc; (d) the 

Redundancy cost indicator which measures the cost of advance notice requirements, severance 

payments and penalties due when terminating a redundant worker, expressed in weeks of 

salary. All the sub-indexes take values between 0 and 100, with higher values indicating more 

rigid regulation. 

For each of the mentioned sub-component – which assumes a higher value the higher is 

the pervasiveness or rigidity of the business regulation - a percentile ranking is assigned to 

each of the one hundred and eighty-three economies covered by the dataset. Subsequently, 

each of the ten indicators is computed, for each country, by simply averaging the percentile 

rankings of its sub-components. Finally, by averaging all the ten indicators, the macro-

indicator 'Ease of doing business'  is drawn. This macro-indicator provides a straightforward 

idea about to what extent countries' regulation is business friendly. Specifically, the 'Ease of 

doing business' index  ranks economies from those which regulate the least to those which 

regulate the most coherently to the 'Doing Business' view that “heavier regulation brings bad 

outcome” (Doing Business Report 2004, p. xiv).  

The idea that a cumbersome regulation is not beneficial, ultimately for economic growth, 

because related to several bad socio-economic outcomes is the central idea of the theoretical 

framework underlying the 'Doing Business' project and therefore the main guideline of its 

operational measurement strategies.  

Actually, given a certain theoretical framework defining what business regulation is, what 

should be its objectives, and what are the main interests it should satisfy, it follows that a 

definition of what should be measured (i.e. the unit of measurement) and of the coding to be 



 

 

used to transform a qualitative matter in a quantitative indicator automatically derives.  

In the following Section we illustrate this conceptual background. 

 

3. “Heavier regulation brings bad outcome” 

 

'Doing Business' has been inspired by the  pioneering works of the Peruvian economist 

Hernando de Soto (1989, and 2000). During the 90's, de Soto and his team of researchers 

realized a field experiment consisting in starting up and formally operate a small business in 

Lima (precisely a garment workshop). The procedure of filling up with all the required 

certificates, to obtain the legal status for the business, took 289 days and costed $1,231 (i.e. 

thirty-one times the monthly minimum Peruvian wage). Similarly, to obtain an authorization 

to build a building in a state-owned land took almost seven years and eight hundreds 

procedures. The experiment was conducted also in other countries like the Philippines, Egypt, 

and Mexico revealing a situation very similar to that of Peru, (see de Soto 2000,  pp. 18 – 23).  

In the light of his field experiments, de Soto (2000) claims that one of the most important 

obstacles to economic development is represented by the complex and costly legal rules 

governing property rights. According to de Soto (2000), economic growth of developing 

countries is not hindered by the scarcity of economic or financial resources, but rather by 

cumbersome and complex legal rules which prevent resources to flow into productive uses by 

discouraging business activities to become formal. Precisely, de Soto (2000) argues that the 

heavier is the regulatory intervention in a country, the more costly and unaffordable is for the 

poors to set up a legal productive activity. This, in turn, make them prefer to remain informal 

consequently raising the amount of dead capital of the economy. Looking, for example, to the 

regulation of property rights on real assets, de Soto (2000) observes that in Peru people find 

many way out as much as “there are legal obstacles to circumvent” in order to avoid to deal 

with such a costly and complex legal framework.  “The result is that most people' s resources 

are commercially and financially invisible. Nobody really knows who owns what and where, 

who is accountable for the performance of obligations, who is responsible for loss and fraud, 

and what mechanisms are available to enforce payment for services and good delivery. 

Consequently, most potential assets in these countries have been not identified or realized: 

there is little accessible capital, and the exchange economy is constrained and sluggish“, (de 

Soto 2000, p. 29 ) . 

Djankov et al. (2002) - one of the most influential works delineating the theoretical 

framework and the methodology of the 'Doing Business'  program – builds, actually, on the idea 

of de Soto (1989, 2000). In particular, Djankov et al. (2002) illustrates the methodology 

underlying the construction of the first 'Doing Business'  measure, i.e. the Starting a Business 

indicator. Precisely, these scholars developed, for a sample of eighty-five countries, a set of 

three indicators capturing, respectively, the number of procedure, the number of days, and the 

costs - as a percentage of GNI per capita - to formally start up and operate a business. These 



 

 

measure are then employed by Djankov et al. (2002) to test two different theories of regulation: 

the public interest (Pigou 1938), and the so called tollbooth theory of regulation (e.g. 

McChesney 1987; Shleifer and Vishny 1998), that is a particular case of the public choice 

approach.   

The main finding of the empirical analysis of Djankov et al. (2002) is that the extent of the 

business regulation is not correlated to the degree of the market failures, but rather it is 

significantly correlated with a set of socio-economic characteristics of a country, like the level 

of corruption and democracy, legal origins, and the stage of economic development. 

Specifically, they claim that a heavier regulation, i.e. a greater number of permits, certificates, 

and documents the law forces to comply with in order to legally constitute a firm, does not 

help to solve market failures (i.e. there is not a statistically significant relationship) but rather 

it is positively correlated with the level of corruption and autocracy of a country, as well as 

negatively related to its level of economic development. In particular, the direction of the 

causality relationship goes is the following: the higher is the extent of the regulatory 

intervention, the more a country is corrupted, undemocratic, and economically 

underdeveloped. Therefore, it may be argued that an extensive regulatory intervention is 

mainly a tool through which politicians collect bribes and votes, rather than a channel through 

which fixes market failures (Djankov et al. 2002). 

What then originally shapes the extensiveness of the entry regulation is found to be the 

type of legal family from which the legal system derives. Precisely, it appears that Socialist 

legal origin countries, as well as French, and German Civil Law countries regulate the most, 

while Nordic and English Common Law countries regulate the least. These results go hand in 

hand with the findings of La Porta et. al (1996; 1997), which have been pioneering in 

evidencing the role of the legal origins in explaining differences in the features of the legal 

environment and, consequently, in the level of economic and financial development of a 

country. 

The paper of Djankov et al. (2002) can be considered one of the most influential paper 

defining the theoretical framework of the 'Doing Business' program not only because it is the 

first paper that has been published on the topic, but also because it addresses the existence of a 

link between the extent of the regulatory intervention and a broad set of institutional and 

economic variables. Actually, it is on this link, i.e. that cumbersome regulation brings to bad 

outcomes, that 'Doing Business' builds its policy reform recommendations and the subsequent 

papers illustrating the methodology behind other 'Doing Business' indicators draw on.  

Indeed, Djankov et al. (2003) - which defines the methodological and conceptual 

framework of the Enforcing Contracts index - shows that more formalized judicial system are 

associated with higher level of corruption, less honesty and fairness of the judicial decisions, 

higher duration of the judicial proceedings, and with the condition of being a Civil law instead 

of a Common law country.  

Common law countries appear to regulate the least also with reference to market labor. 



 

 

Botero et al. (2004), which illustrates the methodological background of the Employing Workers 

index, shows that Socialist, French, German, and Scandinavian legal origin countries have 

“sharply higher levels of labor regulation than do Common law countries”. This in turn 

determines a better performance of the former countries with reference several outcomes 

related to market labor like unemployment and labor force participation. Indeed, Botero et al. 

(2004) find that the stricter is the regulation of labor - e.g. fixed term contracts are prohibited 

for permanent tasks, weekend work is restricted, night work is restricted, etc. - the lower the 

labor force participation and the higher the level of unemployment is, especially of the young. 

 The relationship between legal origins and extent of the regulatory intervention arises to 

be strong also with reference to the regulation applying in the case of insolvency of a firm. 

Indeed, Djankov et al. (2008a), which presents the background of the index Closing a Business, 

argues that the efficiency of the debt enforcement (proxied by “the present value of the 

terminal value of the firm after bankruptcy ”) affects the development of credit markets, and it 

is also “strongly correlated with per capita income and legal origin”. Once again, Common law 

countries appear to have more efficient bankruptcy procedures than Civil law countries, which 

consequently are also characterized by less developed credit markets. 

The role of legal origins in predicting the effectiveness of the legal framework applying to 

small domestic firms is also strongly emphasized in the papers related to the Getting Credit 

(Djankov et al. 2007) and Investor Protection index (Djankov et al. 2008b) which, to some extent, 

represent an updating of the previous La Porta et al. (1997).  

Djankov et al. (2007) and Djankov et al.. (2008b) find that, respectively, the legal protection 

of creditors and shareholders' rights varies systematically across legal origins. Specifically, 

Common law countries protect investors’ rights more than Civil law countries and especially 

more than the French Civil law economies that appear to provide the weakest protection to the 

investors' property rights and thus to have also less developed financial markets.  

That Civil law countries, especially the French Civil law ones, are characterized by a less 

market friendly regulation - according to the 'Doing Business' view - is also highlighted by 

Djankov et al. (2008c). This paper, which illustrates the methodology of the index Paying 

Taxes, shows that “French legal origin countries exhibit sharply higher numbers of tax 

payments and time to comply with taxes than other legal traditions (particularly common 

law)”. In addition, it is claimed that the heavier is the tax rate, the lower is the size of 

investments (measured by the fixed capital formation to GDP), of FDI (measured by inflows of 

investment to acquire a lasting management interest to GDP), and of the level of a country' s 

entrepreneurial activity (measured by number of business and by the rate of new business 

registration). Conversely, the more dramatic the regulatory intervention is, the higher is the 

size of the informal economy as well as the dimension of the debt market compared with that 

of the equity market (as measured by the debt to equity ratio).  

Finally, the relationship between the extensiveness of the regulatory framework and 

macroeconomic performance is emphasized also by Djankov et al. (2010) which draws the 



 

 

methodology of the Trading Across Border index. Actually, the authors show that the higher is 

the time a firm must spent in filling the required procedures relate to the import – export of a 

cargo, the lower is the volume of trade.  

What clearly emerges from the papers illustrating the 'Doing Business '  

methodology8 is that “heavier  regulation brings bad outcomes” ,  (Doing Business  

Report 2004, p. 87).   

First of all, the regulation appears to be a tool through which non benevolent 

politicians persecute their own personal interests by collecting bribes and vote, rather 

than a device through which counterbalancing market failures. This evidence seems to 

be particularly strong for developing, undemocratic, and high corrupted countries, as it 

emerges by some of the empirical analyses discussed above (for example, Djankov et  al .  

(2002), Djankov et  al .  (2003)), which show a high correlation between the extent of the 

regulation, level of corruption and democracy, and income per capita.  

In addition, countries characterized by a heavier regulatory intervention and by a 

weaker protection of property rights are also characterized by worst performances in 

financial, labor, and international markets as well as in other socio–economic variables, 

as it appear from the higher levels of unemployment, lower levels of trade, the higher 

size of the informal sector, and less developed financial markets.  

Is on the evidence that cumbersome and rigid legal environments ultimately prevent 

economic growth - and thus on the identification of a 'right' model of regulation toward 

which countries should converge - that 'Doing Business '  develops its policy reform 

recommendations, especially in developing countries. Precisely, a reduction of the 

pervasiveness and rigidity of the business regulation and an increase in the protection 

of outside investors’ property rights are the pillars characterizing  'Doing Business '   

reformatory receipts.  

The conceptual background and the policy implication of these pillars of the 

regulatory reforms builds one of the main concerns of the legal and economic literature 

criticizing the 'Doing Business '   program.   

The next Section will present these specific concerns and the critics relative to the 

supposed weakness of the measurement methodology and of the theoretical framework 

of   'Doing Business ' .   

 

 

 

4. ‘Doing Business’ And Its Discontents 

 

In reviewing the literature criticizing ‘Doing Business ’  we present the critics about: 

                                                             
8 See http://www.doingbusiness.org/MethodologySurveys/ for further details on the methodology behind the 
indicators. 



 

 

(i) the measurement methodology; (ii) the econometric analyses of the background 

papers of ‘Doing Business ’ ; (iii) the active attitude of ‘Doing Business ’  in addressing 

countries' reform policies. 

The works discussing these concerns are essentially characterized by a considerable 

contribution of the French legal and economic scholars and by a broad focus on the 

measurement issues. 

Actually, given that: “since the first papers published by R. La Porta, F. Lopez-de-Silanes, 

A. Shleifer and R. W. Vishny on ‘Law and Finance’ and their mention in the World Bank 

reports ‘Doing Business’, the debate about the effects of Law over economic growth has been 

evolving significantly” (‘Economic Attractiveness of Law’9), in 2004 French scholars promoted 

a research program aimed at studying, from a comparative perspective, the links 

between law and economic performances.  

The French project, named ‘Economic Attractiveness of Law’10, has thus provided many 

contributions about the methodological and the conceptual framework of the indicators 

measuring the efficiency of the law11.  

It stands to reason that the great attention some scholars devoted to the methodological 

issues is essentially due to the consequences that eventual flaws in the design of the 

measurement procedure might have on rankings and consequently on policy implications.  

 

4.1.  The Measurement Methodology 

To appropriately measure institutions is important, among other reasons, because it affects the 

reliability of the econometric evidence, and thus of the consequent policy implications, of those papers 

arguing that “institutions matter”, i.e. for economic development (Woodruff 2006). 

The methodological issues the literature criticizing ‘Doing Business’ discusses the most are: (i) the 

ability of effectively measuring the costs of doing business in a given country; (ii) the employment of a 

standardized case study, “to ensure comparability across countries and over time” (Doing Business Report 

2004, p. 3), in the questionnaires submitted to the so called ‘local partners’; (iii) issues related to the 

employment of surveys to collect information from the mentioned ‘local partners’; (iv) the coding and the 

aggregation procedure of the data collected through these questionnaire; (v) the adoption of the legal 

origin criterion to discriminate between countries characterized by different extents of the regulatory 

intervention. 

 

 The abil i ty  of  the  ‘Doing Business ’  indicators  of  measuring the  costs  of  doing business  

                                                             
9 See http://www.gip-recherche-justice.fr/aed_va.htm . 
10 See http://www.gip-recherche-justice.fr/aed/presentation_va.htm for further details on the research program 
‘Economic Attractiveness of Law’. 
11 Indeed, two of the topics the French research project is aimed at investigating are: “the robustness of composite 
indexes related to the efficiency of Law”, and “the methodology of aggregation of composite indexes related to the 
efficiency of Law”, (http://www.gip-recherche-justice.fr/aed/presentation_va.htm ). 



 

 

 

Many scholars claim that the ‘Doing Business ’  indicators cannot be considered a reliable 

measure of the costs of doing business in a given country, first of all because they focus only on the 

costs imposed ex-ante  by the business regulation.  

For example, with reference to the business formalization procedure, Arruñada (2008) argues 

that the excessive emphasis ‘Doing Business ’  puts on the ex-ante  costs of the formalization 

procedures is such to ignore a fundamental trade-off of the institutional design, namely that 

concerning the ex-ante  costs and the ex-post  benefits of the business formalization. To ignore this 

tradeoff means, indeed, to completely neglect the important function of the formalization 

procedure that is to reduce future transaction costs by providing reliable and high quality 

information on firms’ activity (Arruñada 2008).  

In addition, Arruñada (2007) argues that such an approach to measurement reveals a narrow 

focus not only on an important tradeoff in the institutional design, but also on the fact that each 

country has i t s  appropriate institutional arrangement. Actually, to measure the average  cost 

related to the business formalization process, for example, is not appropriate because such cost 

depends from the number of institutions existing in the country which in turn is a function of the 

demand for institutions and thus of its level of economic development. In other words, this means 

that each economy has i t s  optimal average cost, making meaningless cross-country comparisons 

through the evaluation of the average cost related to the compliance with a required administrative 

procedure, (Arruñada 2007). 

A ‘black le t ter  law’12 approach to measurement, (McLeod 2007), also prevents to measure 

another type of ex-post  costs: those related to the enforcement of the law which is supposed to be 

equal in all countries, (Du Marais 2009; Ménard and Du Marais 2008; Arruñada 2007, 2008; Berg 

and Cazes 2007) . Actually, according to the literature, the de facto  implementation of the business 

regulation appears to be completely disregarded by the ‘Doing Business ’  indicators, thus 

representing a further confirm of the fact that the World Bank’s measures cannot be considered a 

reliable assessment of the business environment.  

However, scholars argue that ‘Doing Business ’   fails to capture what really matters to the aim 

even in the assessment of the ex-ante  costs of the business regulation. As it emerges by the adopted 

‘time and motion’ approach, which is essentially aimed at measuring “the cost of the different stages 

necessary to carry out a given economic transaction”, (Du Marais 2009, p. 53), it seems that the ‘Doing 

Business ’  indicators are concerned with the evaluation of the complexity of some administrative  

procedures , rather than with the assessment of the law, (Du Marais 2009; Menard and Du Marais 

(2008)) . 

That the World Bank indicators fail in appropriately measuring the ex-ante  costs of doing 

business, and not only the ex-post  costs, is also pointed out by those works arguing that the ‘Doing 
                                                             
12 According to McLeod (2007) Doing Business  adopts a “black le t ter  law” approach consistently to which 
economies are ranked “highly if their black letter law and institutional arrangements happen to conform to 
what the researchers consider to be sound, regardless of whether actual outcomes are superior”, (McLeod 
2007 p. 7). 



 

 

Business ’  indexes focus only on those procedures officially required by the law and ignore, instead, 

those procedures the firm can adopt voluntarily, as well as the alternative solutions allowed by the 

legal system like the default and the optional rules, (Arruñada 2007, 2008; David and Kruse 2007; 

Bath 2007; Dorbec 2006). Similarly, by assuming that the entrepreneurs complete all the required 

documentation by themselves (Arruñada 2007), means to ignore part of the costs originated ex-ante by the 

business regulation. Namely, those costs due to the reliance on notaries, lawyers, and other professional 

figures in order to comply with the documentation needed to succeed in a given transaction. 

Another reason of concern about the reliability of the measures provided by ‘Doing Business’ deals with 

the fact that they often condense aspects of the business regulation apparently contradictory one another. 

For example, Fisher and Melatos (2007) argues that the ‘Doing Business’ indicators condense together 

aspects of both the administrative and the behavioral regulation13, making the Ease of Doing Business index 

unreliable in order to “capture the different costs and benefits to business and the economy as a whole that 

are inherent in each type of regulation”, and that consequently “it is quite difficult to maintain with 

confidence that “heavier regulation brings bad outcomes” or that a systematic relationship exists between 

the degree of regulation and economic performance”, (Fisher and Melatos 2007, p. 20). 

Similarly, Du Marais (2009) argues that ‘Doing Business ’  puts together structural and result 

data14 as well as objective and perceived data15, making “the construction of the 10 Doing Business 

indicators […] open to criticism”, (Du Marais 2009, p. 51).  

 

The employment of  a  s tandardized case  s tudy  

 

 One of the most discussed features of the measurement methodology of ‘Doing Business '  is 

the employment of a stylized case study as reference point for the questionnaire submitted to the so 

called ‘local partners’. Specifically, it is argued that: (i) it prevents to consider the full range of 

those country-specific characteristics (i.e. institutional, economic, social, etc.) affecting the 

business environment, and (i i) it potentially biases the answers provided by the ‘local partners’ to 

the questionnaire, (David and Kruse 2007).   

The channels through which the adoption of a standardized case study may neglect a 

                                                             
13 According to Fisher (2007), “administrative regulations simply define which tasks need to be completed in order to 
legally close a particular business transaction.” “Behavioural regulations, on the other hand, govern the behaviour of 
economic agents and, therefore, the quality of the relationship between firms and their stakeholders—shareholders, 
creditors, customers, other firms or the neighbours with whom they share the surrounding environment”, (Fisher 
2007, p. 18) . 
14 Du Marais (2009) provides two examples to this purpose. The first one concerns the Getting Credit index: “It adds: 
[1.]Elements expressing structural data: sub-indicators “Strength of legal index” and “Depth of credit information” 
including only occurrence indicators of certain legal concepts; [2] Elements of result: the rate of coverage of the adult 
population by private or public financial information offices.” The second example refer to the Enforcing Contract 
index: “which contains one structural element (the number of procedures) and at least one result-based element: the 
cost, which includes legal fees when a lawyer is mandatory or merely usual. The indicator for time is likewise 
ambiguous and can be considered as an indicator of results”, (Du Marais 2009, p. 52). 
15 Du Marais (2009) refers, in particular, to the fact that ‘Doing Business’ bases its evaluation on the answers provided 
by ‘local partners’ to the questionnaire, which ”unlike official statistics, which only need to record a quantitative 
observation, […] concerns the perception of the respondent. Therefore, one may not deny a certain degree of 
subjectivity”, (Du Marais 2009, p.18) . 



 

 

countries’specific characteristics are deemed to be three: (a) the adoption of unrealistic 

assumptions which often do not reflect how institutions really work, (Bath 2007; Berg and Cazes 

2007); (b) the disregarding of the actual implementation of the law, e.g. by assuming that countries 

adopt the same legal solutions for the same problem (Du Marais 2009), by focusing only on the ex–

ante  costs of doing business (Du Marais 2009; Ménard and Du Marais 2008; Arruñada 2007; Berg 

and Cazes 2007; McLeod 2007), and by ignoring country-law enforcement mechanisms (Du Marais 

2009; Ménard and Du Marais 2008; Arruñada 2007; Berg and Cazes 2007; (c) the reference to a 

benchmark paradigm of regulation, i.e. the American one (Du Marais 2009)16, with respect to which 

the discrepancy of others countries’ models is measured (Du Marais 2009; Ménard and Du Marais 

2008). 

 On point (a) Berg and Cazes (2007) observe, for example, that one of the hypothesis of the 

case study at the basis of the Employing  Workers  index, namely “the representative worker has 

twenty years of job tenure”, does not reflect the situation of many European countries where “in 

2005, only 17 percent of the working population had job tenure equal to twenty or more years and 

average tenure was 10.6 years”17, (Berg and Cazes 2007, p. 9). On point (a) also draws the comment 

of Bath (2007) about the choice of the limited liability company as legal entity of reference. Bath 

(2007) argues that in China the limited liability company status “has become available only 

relatively recently and that it is available only to Chinese investors”. Moreover “foreign investors 

are generally not able to invest directly in Chinese limited liability companies,” being restricted to 

“making their investments through various forms of foreign investment entity, and must go 

through an approval or verification process which is distinct from the process of establishing a 

limited liability company”, (Bath 2007, p. 8).  

According to Du Marais (2009), the employment of standardized case studies is also questionable 

because it completely disregards the actual implementation of the business regulation by: (i) neglecting 

the legal solutions most frequently implemented in the practice18; and (ii) by ignoring the functional 

equivalents that a legal system may have developed at a local level and that might be equally 

effective. The two pitfalls mentioned above, named ‘legal  parallax errors ’  (Du Marais 2009, p. 36), 

reflect the belief that the “same legal instruments are used to resolve identical problems” (Du 

Marais 2009, p. 36), which represents a further element preventing ‘Doing Business ’  from an 

appropriate assessment of the effective costs of operating a firm in a given legal environment, 

(Ménard and Du Marais 2008).  

                                                             
16 Du Marais (2009) observes that, for example, the Shareholder Suits  subindex concerns, among others, the 
existence of the legal provision: “Plaintif f  can request  categories  of  documents  from the defendant without 
identi fying speci f ic  ones  (0 = no,  1 = yes)” , which explicitly refers to the American procedure of 
“discovery”, (Du Marais 2009, pp. 47 – 48) . 
17 Berg and Cazes (2007) refer to the countries of the EU - 15. In addition, they observe that “in Central and Eastern 
Europe, the longest average tenure to be found was Poland with 11.7 years in 2003, whereas the regional average was 
9 years“, (Berg and Cazes 2007, p. 9) 
18 Indeed, Du Marais (2009) argues that “for the summary indicator – which will be the result – to be statistically 
significant in terms of the global of the legal system to encourage business development, these case studies should 
rather be aimed at reflecting the most commonly used practices in each country (modal case) that deal with a specific 
operation”, (Du Marais 2009, p. 36). 



 

 

The employment of a standardized case study represents a reason of concern also because it 

potentially affects the reliability of the answers provided by the ‘local partners’ the questionnaires. 

For example, Davis and Kruse (2007) argue that questions like “What procedural  rules  wil l  be  

applied at  tr ial?”  or “How long wil l  these  proceedings take?” , relative to the Enforcing  Contracts  

index, may lead respondents to provide misleading questions. Specifically, they claim that if the 

respondent adverts the “atypical features of the hypothetical contract enforcement scenario”, there 

is the possibility that her experience with these “unusual type of cases” is narrow, making possible 

she answers not too much accurately to the questions. Instead, if the respondent does not recognize 

that the questions refer to an hypothetical and unusual case, she “may provide misleading responses 

based on the less clear-cut cases that are typically litigated all the way to trial”. In both the cases, 

the consequence is that the data coming from these answers are “relatively unreliable compared to 

data obtained by asking the attorneys about scenarios that more closely resemble actual legal 

practices”, (Davis and Kruse 2007, p. 1107). 

 

The Quest ionnaire  

 

However, the adoption of a standardized case study it is not the only factor affecting the reliability of 

the answers provided by the so called ‘local partners’. 

 Indeed, Du Marais (2009) argues that the accuracy of the answers is also jeopardized by the 

fact that: (i) part of the questions sometimes refer to institutions not existing in some countries; 

and (ii) the unit of measurement to which ‘local partners’ have to refer, in order to provide an 

assessment of the “cumbersomeness” of the regulation, is deviously defined with reference to many 

indexes.  

About point (i) Du Marais (2009) finds, for example, that in France the question “Does the law 

establish a public policy of list of ‘fair grounds for dismissal?’“, about the Employing Workers  index, is 

meaningless as no such criteria is specified in the French law, where for the dismissal rather applies a 

general concept of “real and serious cause”, (Du Marais 2009, p. 22 ). Similar remarks apply with reference 

to the questionnaire behind the Getting Credit index with reference, precisely, to the concepts of Public 

Credit Registries and Private Credit Bureaus. To this aim, Du Marais (2009) claims that “[in France] there is 

no equivalent of these institutions, leading to a positive assessment of information and a bias in the results 

of questionnaires”, (Du Marais 2009, p. 26).  

 With reference to point (ii) is for example argued that for “the indicator [Trading Across  

Borders , which] is based on the number of ‘signatures’ necessary to import or export goods”, has been 

provided an ambiguous definition of the concept of signature. Specifically, he claims that “if it is said 

that an electronic signature is as valid as a ‘paper’ signature, the status of the document (which is one of the 

other measurement units) in electronic format is not specified. According to professionals in the sector, 

undoubtedly some respondents using highly computerized procedures have not accounted for all these 

electronic documents, thus modifying the ranking of other countries”, (Du Marais 2009, p. 27 ). 

 Another controversial aspect related to the questionnaire concerns the sample of 



 

 

respondents. Actually, Ménard and Du Marais (2008) argue that: (i) the sample does not involve 

other figures than the lawyers like consumers, suppliers, representatives of the fiscal authorities, 

etc., which are equally involved in the business activity; (ii) the sample it is not homogeneous in the 

composition and the number among countries; (iii) the number of respondents has been reduced, by 

country and by indicator, over time; (iv) very low importance has been given to magistrates who are 

in charge of enforcing the law; and (v) the type of selected respondents is not consistent with 

respect to the type of legal issues they have to evaluate19.  

 Once data from questionnaires are collected, they must be coded and then aggregated. The 

coding and the aggregation procedures are a further reason of concern for the literature criticizing 

the ‘Doing Business ’   project. 

 

The coding and the aggregation procedure  

 

 The main concern about this stage of the measurement process deals with the transparency 

of the coding procedure adopted by ‘Doing Business ’ .  To this end, Davis and Kruse (2007) argue 

that ‘Doing Business ’   “may not capture the full range of legal norms that either alone or in 

combination” might exert an important effect on the business activity and that “the process by which legal 

norms are selected for inclusion in the ‘Doing Business ’  database is opaque, and as a result it is not clear 

whether all relevant legal norms have been captured”, (Davis and Kruse 2007, p. 1104 - 1105). For 

example, they suggest that with reference to the enforcement of contracts, the debtor repayment behavior 

may be affected not only by the eventual cost and duration of the civil proceedings but rather by whether 

there is the eventuality of a criminal sanction. However, they claim that  

 Coherently, Berg and Cazes (2007) observe that a coding procedure aimed at minimizing the loss of 

information is a crucial aspect when dealing with the law that is unsuited, by nature, for those kind of 

analyses aimed at transforming qualitative information into quantitative data. However, they argue that, to 

some extent, ‘Doing Business ’  do not succeed in the adoption of an appropriate coding methodology 

given that, for example, some of the indicators as the Employing Workers ones “are based on responses to 

questionnaires which are most commonly recorded by coding 0 or 1”.  

 On the relevance but also on the difficulty to obtain a consistent method of coding has exhaustively 

investigate Spamann (2010) to which we remand for a further insight.  

In addition, Du Marais (2009) and Berg and Cazes (2007) claim about the transparency of the 

missing data coding system. As observed by Du Marais (2009)  “it is very different to assign to a 

country, where data are not available, the ranking “0” (which is an excellent ranking [according to the 

‘Doing Business ’  approach]) or the bottom position of the ranking or an average ranking. Bearing in 

mind the construction of the summary indicator, even the neutralizations in each partial rankings of 

countries with missing data does not make it possible to calculate the summary indicator. Undoubtedly, 

                                                             
19 Du Marais (2009) observes that “the lists of legal experts who receive questionnaires shows that they are 
generally members of international firms, normally general lawyers and involved more in consultancy that 
day to day proceedings and cases”, (Du Marais 2009, p. 44). 



 

 

this has occurred for several small developing States, which are missing some data, receiving good general 

marks”, (Du Marais 2009, p. 46). Same remarks are applied by Berg and Cazes (2007) which argue that it is 

not clear how missing data are coded and that this is a crucial issues as “a ‘zero’ would be an extreme value 

and the best score countries could receive according to the ‘Doing Business ’  reports. [Moreover, they 

suggest that] this issue should be clarified as affecting more specifically the ranking of developing 

countries, where information is more likely to be missing or non available”, (Berg and Cazes 2007, p. 13) . 

 Once data are coded, they have to be aggregated in order to construct measures of synthesis 

of the business regulation. To this purpose, Berg and Cazes (2007), and McLeod (2007) argue, 

respectively, that the method of aggregation of the subindexes and then of the indexes themselves, 

the latter in order to obtain the Ease of  Doing  Business  measure, is questionable in the sense it is 

not clear what is the rationale at the basis of the weighting20, and that an equal weight is attributed 

to each of them.21. 

Some scholars also claim on the computation procedure followed by ‘Doing Business ’   with 

respect to some indicators. For example, Dorbec (2006) notes that the computation of the subindex 

Public  Register  Coverage  is highly biased towards households credit and that it provides an 

overestimation of the coverage itself. Specifically, according to Dorbec (2006) the bias toward 

households credit originates from the formula22 ‘Doing Business ’  adopts to compute the subindex. 

By observing that the in an economy the number of firms is always lower than the number of adult 

people, Dorbec (2006) argues that the formula of ‘Doing Business ’  is such that it results that credit 

registries managing the information on households “have bigger databases than those that are 

specialized in enterprises”. In addition, Dorbec (2006) suggests that the calculation of the subindex, 

as based on the summation of the files of all the databases, can lead to an overestimation of the 

coverage given that, in a competitive market of credit information, it is likely that “the same 

borrower might be present in every operator’s database”, (Dorbec 2006, p. 18). 

 

The Legal Origin Classi f ication 

 

The classification of countries according to their legal origins, in order to discriminate between 

different extents of the regulatory intervention, is another of the most criticized features of the‘Doing 

                                                             
20 With reference to the Employing Workers  index, Berg and Cazes (2007) observe that “on the one hand, 
equal weights are attributed to each of the three components of the Difficulty of Hiring index or the synthetic 
index of Rigidity of Employment; on the other hand, the Difficulty of Firing gives greater weight to some sub-
components of the indicator without providing convincing rationale for it. To avoid this apparent ad hoc approach, 
the authors should justify their choices. Ideally, the design of an appropriate weighting should be done according to 
the impact of the respective sub-components of the Employing Workers indicators on the labor market outcomes”, 
(Berg and Cazes 2007, p. 11) . 
21 McLeod (2007) argues that: “for example, the sub - index Enforcing Contracts has three components: the number of 
procedures involved in enforcing a standardized contract, the time taken to complete the entire process, and the total 
cost as a percentage of the debt in default. But the Trading Across Borders sub - index has six components, each of 
which must therefore carry only half the weight of the Enforcing Contracts components in the overall index”, (McLeod 
2007, p. 11) . 
22 According to Dorbec (2006), the sub index is computed as “COVERAGE = NUMBER OF FILES (on 
enterprises AND households)/ADULT POPULATION”, (Dorbec 2006, p. 17). 



 

 

Business ’   program. Nonetheless, to revisit and to address the controversial on the use of legal origins in 

the empirical comparative analysis of institutions is beyond the scopes of this work, for which, instead, we 

refer to La Porta et al. (2008) for a broader insight.  

 Here, we want just to point out that also with reference to the ‘Doing Business ’   project have 

been made criticisms on the use of legal origins to explain differences in the regulatory framework, and 

consequently in economic performances across countries, (Antons 2007; Fisher and Melatos 2007; 

McLeod 2007). 

 For example, Fisher and Melatos (2007) observes that, for the bankruptcy law, the 

classification according to legal origins is completely meaningless in the sense that the most 

commonly used criterion of discrimination is between ‘creditors – oriented’ and ‘debtors– oriented’ 

countries. Moreover, according to the latter criterion those countries as Canada, USA, and 

Australia that being English common law are considered by ‘Doing Business ’   more creditors-

friendly are instead classified as debtors – oriented, (Fisher and Melatos 2007).  

 Fisher and Melatos (2007) also claims that the adoption of the legal origin criterion 

disregards completely those countries characterized by an hybrid legal origin like, for example, 

Canada and Saudi Arabia. The former because of the influence of the French civil law tradition in 

the province of Quebec, and the latter because of the influence of the Sharia law. 

 As already mentioned, similar remarks are applied by Bath (2007) and Ip (2007) with 

reference to Australia. Indeed, these scholars argue that the classification of this country among 

the Common law legal origin group, and therefore among those economies having a market friendly 

regulation, it is not consistent with the recent reforms implemented by the Australian government 

in order to reduce redundant red tape in response to the pressures of the Australian business 

groups. 

 Antons (2007) and McLeod (2007) focus more on the strength of the assumption at the basis 

of the legal origin classification, namely the belief that a legal order established decades ago can 

affect the implementation of the law still today, especially for developing countries. Actually, for 

these countries to assume that their colonial heritage still influences the actual legal framework 

means to completely disregard the post-colonial experience that also has produced its effects and, 

in general, that “much has changed since then. “[Indeed] inherited colonial legal systems have had to 

accommodate traditional law and customs to some extent, and often they have been greatly affected by 

swings in political ideology of their governments—not least as a negative reaction to long periods of 

colonial domination and perceived exploitation”, (McLeod 2007, p. 30) . 

 

4.2 The reform recommendations of  ‘Doing Business ’   

 

Since the publication in 2004 of the first report, ‘Doing Business ’   has taken a very active attitude in 

encouraging and addressing reforms of business regulation. The concerns of both legal and economic 

scholars about the ambition of ‘Doing Business ’   of addressing institutional reforms are several. 

Specifically, it is claimed that country-rankings provide incentives to governments to manipulate the 



 

 

indicators (Davis and Kruse 2007) and to promote window-dressing reforms aimed essentially at altering 

the position in the rankings which has became an end itself, (Arruñada 2007, 2008). This eventuality 

appears to be particularly concrete for “developing countries, where it is widely believed that a higher 

position in the ranking will attract foreign investment”, (Arruñada 2007, p. 734), especially “once it 

becomes clear that donors and investors are using the Doing Business ’   indicators to allocate material 

benefits across countries”, (Davis and Kruse 2007, p. 1116) . 

 Actually, the ‘Doing Business ’   indicators are used both to provide money-aids, for example by 

the Millennium Challenge Account program (Arruñada 2007; Davis and Kruse 2007; Djankov 2009), and 

to construct several diagnostic tools, like the Index of Economic Freedom of the Heritage Foundation, the  

Global Competitiveness Report of the World Economic Forum, and the Country Policy and Institutional 

Assessment of the World Bank, which are usually used by investors to monitor the conduct of the economies 

toward which they intend to channel their resources (Davis and Kruse 2007; Djankov 2009). 

 In addition, some scholars argue that in the case of the ‘Doing Business ’   indicators the risk of a 

competition between countries, in order to achieve higher ranks, is amplified by the great coverage received 

by the media and the Internet23 (Arruñada 2007; Bath 2007) and by the pressures ‘Doing Business ’   itself 

put on the necessity to reform24, (Arruñada 2007; Davis and Kruse 200725). 

 If countries become aware of the fact that improvements in country-rankings will receive great 

visibility and that foreign investors use the indicators to allocate resources, they probably will face the 

incentives to promote short–term reforms aimed essentially to receive a better rank (Arruñada 2007; Davis 

and Kruse 2007), and to favor vested interests (Arruñada 2007; 2008) rather than to really improve their 

institutional framework, (Arruñada 2007). 

 To this purpose, Arruñada (2007, 2008) argues that the simplification of the business formalization 

procedures encouraged by ‘Doing Business ’   is a typical example of reforms fostering rent- seeking and 

vested interests. According to Arruñada (2007), to simplify the formalization process allows politicians to 

obtain short term results, international recognition, and to give to the government they represent an 

impression of modernity and speed. In addition, when the simplification brings to the implementation of a 

completely different system of formalization, this allows the creation of new job opportunities, to hire new 

personnel, and to create new professional figures, that “being only human, may well succumb to rent-

seeking, just as their predecessors did before them”, (Arruñada 2007, p. 734).  

                                                             
23 See http://www.doingbusiness.org/Media/ , and http://www.doingbusiness.org/Media/db.aspx in order to have 
an idea of the extent to which ‘Doing Business’ indicators have been advertised on the media. 
24 See, for example, the link Simulate reforms: See the impact of reforms by using the ranking simulator (Excel, 420KB) to 
change indicator values at http://www.doingbusiness.org/ , or the stress given to those countries who have reformed 
more at http://www.doingbusiness.org/Reformers/ , as well as the link Top Reformers in which they post “a video 
produced by the Government of Azerbaijan to celebrate its top reformer status in Doing Business 2009. 
25 “Lawmakers in many countries, and in particular in developing and transition economies, face considerable 
pressure from multiple sources to implement the DB [‘Doing Business’] project’s recommendations and improve their 
performance as measured by the DB project’s benchmarks. To begin with, the World Bank has chosen to treat the DB 
project’s findings as a suitable basis for legal reforms and has begun to promote reform by documenting examples of 
reforms consistent with their recommendations and providing annual awards for the most outstanding reformers”, 
(Davis and Kruse 2007, p. 1115).  



 

 

 However, rent-seeking and myopic reforms are only two of the criticisms the literature makes with 

reference to the reform recommendations of ‘Doing Business’. Indeed, according to Arruñada (2008), the 

reforms advocated by ‘Doing Business’ with regard to the starting up procedures, also disregard a typical 

tradeoff of the institutional design, namely that between the ex-ante and the ex-post costs, respectively, of 

more and less business formalization. Actually, reforms like the standardization of the start-up documents, 

the elimination of the minimum capital requirement, and the reduction of the involvement of the courts in 

the registration procedure, undoubtedly help to improve the efficiency of the business formalization but at 

the same time can increase future transaction costs by lowering the quality of the provided information 

(Arruñada 2008). 

To standardize the incorporation documents, on one hand, can help to reduce the time and the costs 

associated with incorporation, but, on the other hand, it can lead to poorly drafted forms which increase the 

probability of mistakes and omission, and consequently the probability of providing low quality 

information. Similar remarks apply with reference to the taking out of the courts the registration 

procedure. Such a reform has the advantages to increase courts’ independence in the case they have to rule 

on formalization disputes, as well as to overcome eventual inefficiencies due to courts having low skills in 

dealing with the business formalization. However, as Arruñada (2008) claims, the risk is to completely 

disregard the important role of the courts, i.e. to guarantee the independence of the formalization process 

from government and parties, which is functional to the provision of reliable information. Similarly, to 

eliminate the minimum capital requirement will increase the transaction costs originated by the numerous 

and complex requirements needed to comply with those laws aimed at guaranteeing the integrity of the 

legal capital.  

 Moreover, scholars argue that the reform policies encouraged by ‘Doing Business’ have little chances 

to work because they exclusively draw on the principle “one size can fit all”, which often do not work, at 

least for some countries (see for example Bath 2007; Fisher and Melatos 2007; McLeod 2007 for country-

insights), and which is such to completely disregard the local circumstances in which such reforms should 

have been implemented. The expression “one size can fit all” represent an effective way of summarizing that 

link between the legal framework and several socio-economic performances that the literature presenting 

the ‘Doing Business’ methodology has strongly emphasized since the beginning of the project. Specifically, 

this claim refers to the evidence that those countries that appear to perform better with reference to many 

socio – economic aspects, i.e. financial markets, labor markets, corruption etc., all present similar features 

with reference to their business regulation. In other words, it captures the idea of the existence of a best 

practice of regulation which if implemented by other countries may lead at the achievement of successful 

improvements in their respective economic as well as social performances. 

The features distinguishing the legal environment of the best performing economies individuate, in 

turn, the criteria driving the reform recommendations of ‘Doing Business’, like : (i) to simplify and reduce 

the number of formalities: to deregulate reduces the risk of abuses and the costs associated with time 

consuming procedures, consequently reducing the incentives to remain informal while increasing the 

number of productive jobs and the probability of an efficient growth of the firm' s size. These outcomes, by 

enhancing the competitiveness of markets, may allow to rely on markets' discipline rather than regulation 



 

 

to correct externalities, which is particularly beneficial for those countries where the enforcement capacity 

is scarce; (ii) to enhance property rights’ enforcement: countries characterized by a stronger protection of 

creditors' rights, and having also more efficient courts, show more developed credit markets, ower level of 

unemployment, etc.; (iii) to encourage the use of technology: the use of new technologies, as the internet, 

improves efficiency, allows information sharing, and reduces the probability an entrepreneur has to face 

bureaucrats and consequently to pay bribes; (iv) to reduce the involvement of courts: for example taking 

registration out of the courts, e.g. for the starting up of a firm, reduces the time of the formalization; (v) to 

make reforms a continuos process: countries that consistently perform well across the ‘Doing Business’ 

indicators do so because of a continuous reform process, (Doing Business Report 2004). 

As it emerges from the above mentioned recommendations, the enforcement capacity of a country is 

the other dimension-beyond the characteristics of the law on the books – the literature originating the  

‘Doing Business’ project suggests to take into account in addressing countries’ reformatory process.  

Actually, according with the enforcement theory of the regulation for which to be effective regulation 

needs to be enforced (Shleifer 2005), the reforms advocated by  ‘Doing Business’ are desirable not only 

because a cumbersome regulation results in inferior social outcomes, but also because in those countries 

having a limited capacity of enforcement it increases the probability that markets' participants will be 

abused by the public power.  

 

 

 

 
 


