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In a nutshell

e Creating enough jobs is a key development challenge for Arab coun-
tries.

e Toaddress this challenge, many Arab policy makers sought to enhance
the positions of their countries in the World Bank’s Doing Business
ranking.

e A better Doing Business ranking is thought to attract job-creating
investments. This policy brief arques that such a policy goal is not suf-
ficient to foster investment and job creation in Arab countries.

e Arab policy makers need to embrace a broader approach, which include
structural reforms, to reduce business-government transaction costs,
enhance competitiveness and increase investment returns.

Arab policy makers should implement reforms that contribute to creating
highly-needed productive jobs. Improving the business environment to
attract job-creating investments is an important policy option to achieve
this. The Doing Business rank-improvement approach provides a useful
tool to benchmark countries along several business indicators and iden-
tify areas where relevant reforms are needed. However, this approach is
not sufficient for Arab countries where the reform agenda of the business
environment needs to be wide-ranging. Arab policy makers would gain
from adopting a reform approach that goes beyond the Doing Business
indicators. The challenge lies in designing and implementing a compre-
hensive policy reform framework that substantially improves relevant
institutions. International benchmarks may be useful for getting an idea
of achievable performance in a particular area. Nevertheless, the key is
to improve on the areas that matter, regardless of whether existing global
indicators cover them or not.
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Why did Doing Business indicators attract the attention of
Arab policy makers and beyond?

The World Bank has been publishing annual Doing
Business reports for the past 13 years. These reports
provide tools to measure regulations that affect busi-
ness activity. The tools include statistics about the
time and cost required to start a business, import and
export, register property, enforce contracts, pay taxes,
access electricity, and get construction permits. While
the Doing Business report is built on the methodol-
ogy of other reports of development organizations,
it pushed the frontier by establishing indicators and
rankings of ease of Doing Business in different coun-
tries and on an annual basis.

In terms of indicators, Doing Business offers investors
and policy makers a framework to help make decisions.
Before Doing Business, researchers trying to study the
importance and effectiveness of business regulations
were mostly limited to survey-based broad measures
(i.e., from Business Environmental Risk Intelligence
(BERID)). By focusing on specific institutions (i.e., credit
registries), Doing Business provides a benchmark for
cross-country analysis of specific business environ-
ment angles. In addition, Doing Business indicators
are measurable, regularly monitored and are based
on a methodology that is continuously improved to
better assess the business environment and its evolu-
tion over time. They also reflect the impact of specific
policy actions implemented by countries.

Moreover, Doing Business went a step further by pub-
lishing rankings, both for individual indicators as well
as an aggregate indicator of the ease of Doing Business
in each country. By doing so, Doing Business highlights
countries that improved their rankings as a result of
reforms undertaken and those that lagged behind. As
such, it creates an incentive for policy makers to emu-
late each other, to better position their countries in the
race for domestic and foreign investments. For exam-
ple, the case of Georgia, which used the ‘Reformer of
the Year’ award to attract foreign direct investment,
illustrates the emulative power of Doing Business rank-
ings.

The move from data collection to rankings and their
use in policy debates and reforms at the country level
has given the Doing Business project more attention.
Advocates appreciate the clarity of the indicators mea-
sured, the relative rankings of the countries, and the
policy reforms countries should focus on to improve
their positions. These factors helped the Doing Business
indicators become more popular too. For example, the
Doing Business 2015 report generated about 1700 me-
dia hits within the first three days of release. This year
(Doing Business 2016), there were over 3,000 media re-
actions, responses, and shares within that same time
frame. Given the considerable attention it attracted, it
is not surprising that it has also become an authori-
tative resource for Arab policy makers. For instance,
Saudi Arabia, Lebanon, Egypt, Qatar, and other Arab
countries have set goals to improve their relevant Do-
ing Business rankings.’

Why should policy makers not solely rely on Doing Busi-
ness rankings to improve business environment and foster
investments and job creation in Arab countries?

As an analytical instrument, informative as it is, Do-
ing Business is not enough to capture the complexi-
ties and actual difficulties at the ground level of most
Arab countries. The key issues with the Doing Business
rankings are about what they do (and do not) measure
as well as about how they should be interpreted and
used by policy makers.

First, Doing Business treats all indicators as if they
were equally important to all sectors or types of in-
vestments. Doing Business indicators neither cover all
aspects of the cost of Doing Business nor factor in issues
unique or specific to individual countries. Moreover,
most of the indicators considered by Doing Business
are one-time or infrequent occurrences (construction
permit, business registration, etc.,) and do not capture
the daily hurdles and associated costs faced by the
businesses.

! Other countries have similar goals too — see Haidar and
Hoshi (2015) for an example from Japan.
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Second, Doing Business does not look into the reasons
behind the low performance of a country on a given
indicator. As such, low performance may be due to
policies or regulations and can stem from low capaci-
ties and deficient practices of implementing agencies.
In the latter case, Doing Business fails to capture the
administrative practices and complex procedures ap-
plied on the ground. For instance, rampant corruption
and lack of accountability increase the cost of Doing
Business even when business regulations are stream-
lined and theoretically easy to comply with. There-
fore, Doing Business indicators provide a good assess-
ment of certain regulatory frameworks for businesses
but not how they function in practice or why if they
are dysfunctional.

Third, Doing Business does not capture many relevant
dimensions of the business environment in Arab
countries. For example, if enterprises do not have ac-
cess to formal credit, the efficiency of the credit reg-
istry might not be relevant. And, if the majority of
enterprises are not formal, they do not have access to
finance or to the formal court system for contract en-
forcement. It is worth noting that the informal sector
represents an important (30% to 50%) share of most
Arab economies.

Fourth, the Doing Business indicators do not take into
account major institutional factors, such as political
stability, social tension, and rule of law. Likewise,
macroeconomic and monetary policies are very im-
portant factors for the business environment but are
not factored in the Doing Business indicators.

Fifth, the Doing Business rankings are relative. If a
country enhances its business environment, it will
only move up the ranking if it improves more than
other countries. Similarly, a country can keep its rank
or even improve it if other countries fall behind in
terms of certain business regulatory aspects.

Therefore, policy makers should go beyond Doing
Business rankings to better inform their job creation
policy debates. They need to formulate more compre-
hensive structural reforms in support of Doing Busi-

ness not only at the entry level, but also throughout
the life cycle. Doing Business rankings work well as a
catalyst for competition among countries and policy
debates in support of enhancing private sector devel-
opment. However, such rankings should be used with
caution. Indeed, it is common — but almost never wise
— to think that the goal of policy should be to improve
countries’ Doing Business rankings. For example, to
measure the difficulty of dealing with licenses, Doing
Business indicators examine the burden of obtaining
a construction permit to build a warehouse. But, the
operation of the warehouse may require (depending
on type of business) several other licenses and permits
that may be more or less easy to obtain but not cov-
ered by Doing Business indicators. Typically, countries
that regard raising their ranking as an important key
policy goal may not see the need to improve licens-
ing procedures in other areas not covered by the Doing
Business.

Toward a more practical and effective approach to creating
investment-attracting and job-creating business environ-
ments in Arab countries

Arab policy makers should use the Doing Business in-
dicators after understanding what they do and do not
measure. One way to productively use the Doing Busi-
ness approach is to call on complementary analytical
work. Such work would include investment climate
assessments (more comprehensive firm surveys),
country policy reviews (carried out by countries and/
or development agencies), and country diagnostic as-
sessments (a recently-developed product by the World
Bank). The goal would be to identify constraints to in-
vestment, firm growth, and job creation.

In other words, Doing Business rankings should be
considered complementary, helping either target or
guide some of the reforms aiming at improving the
business environment of the country. For example, a
long bureaucratic delay to register a new business is
an important indicator to improve the business entry
process. But, the policy reform should go beyond re-
ducing the registration paper work or administrative
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process. Access to finance, availability of ready space
to occupy or developed land for new construction,
as well as institutional support to new start-ups and
other incentives should be considered if policy makers
want to improve the business environment in a sus-
tainable manner.

Therefore, the Doing Business rank-improvement ap-
proach would be best treated as part of a broader set
of tools that policy makers in Arab countries can use
to reform public institutions. The soundness of this
approach is supported by recent literature on the ef-
fects of improving the business environment and in-
stitutional frameworks. Also, there is a growing con-
sensus that the quality of business regulation and the
institutions that enforce it are major determinants of
economic prosperity.?

That said, a full assessment of the business environ-
ment faced by enterprises in a specific country would
go beyond cross-country comparisons of Doing Busi-
ness indicators and firm-level assessments. Precisely,
it needs to be more inclusive in terms of policy ar-
eas that directly or indirectly affect the quality of the
business environment and over time — not only at
inception of new businesses. For example, the follow-
ing areas are also important for investment decisions
and thus for the business environment: quality of hu-
man capital and skills, access to finance (especially for
SMEs), quality of infrastructure services, and logistics
and cross-border trade facilitation.

Last but not least, another important policy concern,
which is relevant for Arab countries, is the growth
obstacles facing firms, especially SMEs. It has been
noted that in Arab countries, most new firms either
disappear after a few years of operation or remain
small with one or two employees at most. Only a tiny
proportion of firms move up the scale to become me-
dium or large firms. Looking into the root causes be-
hind lack of growth of existing and new SMEs should
constitute another priority reform although it is not
covered by Doing Business.
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