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1 Administrative and regulatory
costs surveys

Survey approach

Asapart of FIAS work on adminigtrative barriers to investment in various
countries, we have been making use of busness survey data on adminidretive
and regulatory costs. We gether information on “ both sides of the story.”:

We ask officids from the rlevant gover nment agenciesabout the
officia fees and processing times for arange of adminidrative
procedures.

We ds0 ask businesses about ther experiences. how much time did it
actudly take them to complete the procedures, how much did it cog,
and what kind of problems did they encounter?

The business surveys are mostly based on representative samples of 300 —
500 firms in each country (or region of alarge country, such asin Russa),
using a questionnaire with standard questions (Appendix 1). Mot of the
urveys were conducted in 2002, dthough some took place as early as 1998
(Appendix 2). FIAS has compiled the survey results into a detabase, which can
be used for cross-country comparisons. The data presented in this paper are
tekenfrom the database.

The results have proven useful for analytical purposes:
Some of the questions are “ per ception-based” (eg., “How severean
obstacle are tax rates to the operation and growth of your business?’),
and

others are rdetively objective “ hard data” (e.g., How many calendar
daysdid it take you to receive dl your congruction permits?’).

Perceptions of the investment climate

The answersto the perception questions are very useful for:
ranking problems within a country, and

for examining the changein thoserankings over time.
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For example, on aworld-wide bass, taxes (including both tax rates and tax
adminigration) are usudly ranked the highest (or among the highest) of
obstacles to business operation and growth, and even as a deterrent to new
investment. Thus, if asurvey shows that taxes are the highest ranked obstacle
in aparticular country, that may be“norma”, and not necessarily areason to
embark on mgor tax reform. On the other hand, obstacles that are higher
ranked than tax in aparticular country usudly deserve specid atention.

Beow are examples of the rating of a series of obstacles in two countries.
Both in Russia (Figure 1) and Macedonia (Figure 2) generd problems such as
“corruption” aswell as specific problems such as “access to land” and “access
to congruction permits’ are ranked at the top of the list of obstaclesto
business, which suggests they are high-priority candidates for reform.

Figure 1

Figure 2

Frobicias Ural lmpeds grasih of peivaie seciod b Mce dank
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We display two aspects of the data:

The firms who responded thet they found a particular item to be an
“obgtacle’ of any degree for the operation or growth of thelr business,
as aper centage of all firmsin the survey database;

The percentage of firms who responded that they found a particular
item to be amgor obstacle as a per centage of firmswho have
indicated they have experience with that item at dl.*

Welook at both measur es because the first one can point out obstacles that
are problems for most firms. However, they may be relatively minor obstacles.
The second takes into account the fact that some procedures are not
encountered very frequently by most firms (such as the need to acquire land or
construction permits), but may be very severe obstaclesfor firmsthat do
encounter them.

It isoften difficult to make cr oss-country comparisons based on such
perception questions.

For example, businessesin Crodtia are very close to the EU, and have
relatively high expectations and sandards. Businessesin Azerbaijan, by
contragt, are not as much exposed to business practices in OECD countries,
and have lower expectations. Some cultures are more prone to “complaining”
than others. Findly, countries with a rdatively smal, protected business
community may highly appreciate barriersto new investment, asit spares
them from having to compete. They may therefore percelve a generdly
positive business dimate, while potentid investors (who are not normaly
induded in such surveys) may be badly deterred by barriersto investment.

Hard data about costs, and cross-country
comparisons

The*“hard data’ from the surveys can be used with more confidence for
comparisons acrass countries, and with more precison to measure change
over time within a country. Severa examples of cross-country comparisons of
hard data are discussed below.

Senior management time

The “percentage of senior management time spent dedling with adminigrative
and regulatory procedures’ (Figure 3) is a good summary messure of the
burden of adminigrative barriers that can be compared across countries. This
ranges from a high of 24% of senior management time in Armeniato alow of
11% in next-door Azerbajan. Azerbaijan has areputation for high rates of

! Définitions vary across different surveys, which is an important reason to avoid cross-
country comparisons of these particular data.
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corruption (e.g., it conastently ranks quite poorly in the Transparency
International Corruption Perceptions Index?), whereas Armenia has a
reputation as a place where “ persond connections’ are more important than
bribes. However, “persond connections” might involve more time than
handing over abit of cash.

3 Peroentagedf ssior management timepent dealing with adminigtrative
and regulatory proosdures(exduding autliers)
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Figure 3

Individua procedures or sets of procedures show even wider variation.

All registration procedures

Thetotd time required to complete al regigtration procedures (eg., basic
compary regidration, tax registration, and dl related procedures) ranges from
97 daysin Croatiadown to 12 daysin Burkina Faso (Figure 4).

Figure 4

2See TI website: hitp:/Avww.transparency.org/cpi/2002/cpi 2002.en.html

Keynote Address 3



4. Total registration - Total Days (excluding outliers)
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Company registration

Looking just & Company regigtration itsdf, we see arange of 82 daysin
Croatiato 4daysin Albania (Figure 5).

Figure 5

5. Company Registration - Total Days (excluding outliers)
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Now under the best of circumstances, it is expected to take at least 50 daysto
complete al regjistration-related formdities in Croatia® but dlearly the average
firm usudly faces alonger period of time. Croatia has about 13 required
procedures, but Serbia has 16 required procedures and Burkina Faso has 15
required procedures, but lower periods of time required, on average and in
practice, than Croatia. Why should this be? We would expect Croatiato be
more efficient that Burkina Faso (on the basis of, e.g., average labor
productivity), and they both have a smilar “continental” lega background (as
opposed to an Anglo/American legd background, which usudly involves
fewer exante formdities).

To find an answer would require more intensve investigation. Sometimes we
see atrade-off between time and cost. In our survey data, the range of codsis
even higher than the range of time requirements associated with business
regigration:

All registration costs

Thetotd of dl costs associated with dl regigtration procedures (induding
officid fees, required notary fees, the costs of hiring a consultant to facilitate
the process, bribes, and other unofficid cogts) ranges from over $2,200 dollars
in Venezudato $114 in Bdarus (Figure 6).

Figure 6

6. Grand Total Registration Cost in US Dollars (excluding outliers)
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Company registration official costs

Looking only a officid feesfor just Company regidration, we see asmaller
range from ahigh of $767 in Venezudato $7 in Albania (Figure 7).

% World Bank “Doing Business’ Database, web-address:
http://rru.worldbank.org/DoingBusiness/
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We dso see that one of the fastest countries for registration, Kazakhgtan, is
aso one of the mogt expensive. Serbiaisin the middle in both the “tota time”
chart and “totd cost” chart, but there is a noteworthy difference between the
officid fees for company regigtration in Serbia, which are quite low, and the
average bribe associated with the procedure, which isten times higher than the
officid fee (on which please see more below). However, we aso see that
Latviais among the lowest for both time AND cogt, AND isreatively low in
the incidence and size of bribes associated with registration procedures.

Figure 7

7. Company Registration - Official Agency Feesin US Dollars (excluding outliers)
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All registration bribes

Data on bribesis often problematic due to low response rates. However, it is
sometimes interesting to look at the data. Our dataset show arange of bribes
associated with regigtration ranging from $479 in Bosniato $20in Senegd
(Figure 8).

The sze of the bribe may corrdate roughly with per capita GDP, but the
relative frequency of bribes seems to be affected by many other varigbles as
well. Inmogt surveys, we expect the incidence and amount of bribesto be
under-reported. However, the ranking of these data across procedureswithin a
country isusudly farly religble. Again, a more definitive andyss would
require a much deeper investigation.

Figure 8
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8. Grand Total Bribesin US Dollars- Registration (excluding outliers)
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Frequency and duration of inspections

We as0 ask about the frequency and duration of ingpections. These too show
sgnificant variaion. For example, the average duration of |abor ingpectionsin
Sarbiaiseght days whileitisonly 1 — 2 days in most other countriesin the
data set (Figure 9). The number of police ingpections ranges from an average
of 7 per year in Venezuda and Azerbaijan to just one per year in Senegd and
Burkina Faso (Figure 10).*

If acountry has much more onerous requirements than other countries for

essentidly the same function, it may be an indication of inefficiency,
corruption, or harassment, and should trigger a deeper investigation.

Figure 9

4 The same datafor most OECD countries would be closeto zero.
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9. Labor Inspections - Average duration days (excluding outliers)
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Figure 10

10. Police Ingpections- Number of inspectionsin ayear (exduding outliers)
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Export procedures

Looking at export procedures, we see an extreme time range from 840 hours
(105 days) dday in Senegd, to less than one day in Croatia (Figure 11). Totd
codts (including storage codts, bribes, etc.) for asingle shipment ranges from
over $7600 in Burkina Faso to only $25 in Serbia (Figure 12).

Even setting aside the cash cogts, what do you think happens to an exporter
whose shipment to a customer (e.g., for children’s swegters destined for North
America, Europe, or Japan) is delayed by three and a haf months? Where do
you suppose aforeign investors interested in manufacturing for export would
be more inclined to invest? How much of a“labor cost” advantage do you
think would be required to overcome these differentids in the costs and ddlays
at customs?
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Figure 11

11. Exports- All Processes - Timein hours (exdluding outliers)
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Figure 12

12. Exports - All Processes - Total Cost in US Dollars (excluding outliers)
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Note: For Armenia, mean was 31,306 for 10 observations.

Tax inspections

Looking just a datafrom S. E. Europe, we see that Albania has more tax
ingpections per company per year than any other country in the region (Figure
13). On the other hand, the duration of each tax ingpection isthe lowest in the
region (Figure 14), and the vaue of officid fines and saized goodsisaso
relatively low within the region (Figure 15). Now isit much of asurpriseto
seethat it aso has the highest reported vaue of bribes associated with tax
adminigration? (Figure 16).
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Figure 13

13. Tax Inspections - Number of inspectionsin a year in
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Figure 15

15. Tax I nspections - Average value of fine & seized
goodsin S. E. Europe - US Dollars (excluding outliers)
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16. Tax Inspections - Average value of bribes & giftsin
S. E. Europe (US Dollars)
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2 Lessons from efforts to remove
administrative barriers

Complexity of issues

The cogts and burdens of adminigtrative barriers are well-documented, and
would seem relatively easy to address. However, even the most committed
reformers find that removing adminigrative barriersto investment isno easy
task, for the following reasons

The devil is in the detail

Reform of lawsis hard enough, but reform of dl the associated “implementing
regulations’ across arange of over lapping mandates and jurisdictionsis
extremey complicated, even for the most committed and competent
reformers. Contradictions between different laws are common, and such

contradictions proliferate a the level of norms, guiddines, and internd
ingructions. Such contradictions are dmogt inevitable during mgor reform
and trangtion programs, such as those recently enacted in Central Europe.

It takes a detalled andlysis to identify precisely where thebottle -necks and
contradictions occur. For example, it is not uncommon for investorsto
discover a pattern such asthe following: In order to get an investment
goprovd, apotentid investor must show proof of the location of the premises.
To rent premises, the landiord will need proof thet the investor hasatax 1.D.
number. To get atax |.D. number, the potentia investor must show proof of an
investment approvd.

Even after specific bottle-necks are identified, it is not aways easy to remove
them. Each individud reform seems relatively unimportant and low-priority,
and vested bureaucratic interests resist reform because they clam it hasonly a
minor impact. Cumulaively, however, every bottle-neck isadday, and along
ligt of “minor” investment procedures adds up to a long cumulative delay.

Multiple levels of government

Most countries have at least two levels of government: nationa and locd;
while some countries have three or four levels of government. Countrieswith
adecentraized adminigration often suffer from disparate regulatory
procedures or disparate interpretations of nationd laws and regulations. This
leeds to sgnificant difficulties for firms with branches or subsdiaries
throughout the country, or even those smply trying to carry out business
conggtently throughout the country:
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In Poland, for example, many firms complain that tax officdsin
different regions of the country used contradictory tax regulations,
meaking it impossible to reconcile accounts for tax purposes a the
nationd leve.

Inanother country, busnesses complain that moving acrossregionsis
amog like moving across an internationa border; regiond-leved
“dandards’ work to protect regiondly-based business from

competition from other regionsin the same country.

Whiletiers of government have many merits, nationd governments need to
guard againd inconsistent or even contradictory treatment of firmsin
different parts of the country. Thisis nat only with regerd to nationd
legidation, but dso in respect of inconsstent enforcement of laws and
regulationsin different parts of the country.

It depends on the definition of “is”

A related problem arises from inconsistent inter pretations of vague lawsand
regulations. This can give rise both to discrimination between different types
of investors (foreign/domestic, large/small) and to corruption. Even where
corruption isnot an issue, and even if two differing interpretations are both
"reasonable’, investors often can not tolerate an outcome that trests competing
companies differently. A firm that is trested more harshly by thetax
authorities than another firm faces obstacles and cogts that the other firm
avoids A firm whose imports are held up at the border is serioudy
disadvantaged relative to arival whose imports clear customs expeditioudy. A
start-up enterprise whose congtruction permits are delayed may suffer if a
competitor enjoys a head-gtart. For this reason, inconsistency can not be
dismissed asa"minor" problem.

Even rdaivey progressve, business-friendly jurisdictions sometimesfdl into
thetrap of relying on “individual assistance” toinvesorsinstead of
darifying and amplifying procedures. Asinvestment levels grow, asthey
should, such adminigrations will discover thet it isimpossble to provide
“individud assgtance’ to al or even mogt investors. They usudly end up
helping only afavored few, which exacerbates the problem of the un-levd
playing fidd and deters many potentid new investors.
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Holy cows

Many adminidrative barriers are actudly manifestations of major policy
constraints, for the maintenance of which there may be strong politica
pressure. A common example is regtriction againgt foreign ownership of land.
If there is such aredriction againg foreign ownership, then even domestic
investorswill have to go through a set of procedures to prove the source of
capita and to guard againgt domestic agents serving as “fronts’ for foreign
owners, or shell companies with multiple layers of ownership. Such
requirements may be onerous and time consuming, especidly for smal
domestic businesses which are often intended as the beneficiaries of such
protection.

This is the way we’ve always done it

Thisisan old cliché, but manifestsitsdf not only within the civil service, but
aso within the business community. Of course, the usud source of resistance
isindeed within the civil service, as bureaucrats do not want to learn new
procedures, are unaccustomed to strong accountability and performance
sandards, fear for their pogitions, or have become accustomed to
supplementing their sdlaries with bribes (on which more below).

Strong civil service tenure makes it reatively easy for bureaucratsto resst
reform smply by ignoring it. This problem can be exacerbated by lack of
transpar ency and accessible sources of communication.

For example, in one poor African country with a history of norttransparency
and of deep suspicion between the public and private sectors, the government
decided to eiminate severd requirements for permits. The decisons were
announced in the officid “ Gazette,” which isnot widdy available, due to the
costs of printing and digtribution in avery poor country. In the days and weeks
that followed, businesses tried to renew their permits, and were told they were
no longer required. Many businessmen actudly argued that they needed to
have those permits to show to others (including other business partners as well
as bureaucrats from other agencies), because everyone expected to see the
permits.

Evenin better-off countries, where the officid Gazette announces dl relevant
amendments to laws and regulations, it is often difficult for most businesses
to keep up with all the changes. While wel-run law firms may develop and
maintain a database to kegp up with such changes, businesses who can't afford
such lawyers are a the mercy of bureaucrats.
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I think you need a new business partner...

Meanwhile, in countries with relatively low rates of new investment, the
business community may be dominated by a rdative handful of well-
connected “cronies’, “oligarchs’ or other powerful businessinterests. In many
such countries, there arefew laws against conflict of interest for politicians
and avil servants, and government officials may even bein apostion to
regulate an industry where they (or their family) may have direct or indirect
invesments of their own.

Insuch aseting, there may not be a significant constituency for reform.
The established business community “knows the rules of the game’ and
probably benefits from the lack of competition as foreign investors and

potentia new SMESs are deterred. In such a setting, even business surveys may
fal to identify the barriers that hold back new investment, and those who have
been deterred from garting a business in that country do not have an

opportunity to respond to a“business survey” a dl. Yet unlessthe barriers are
removed, invesment rates are likely to remain low, and competition well

below the level needed for a sound market economy.

Gifts, dash, chai, un soborno

Petty corruption associated with adminigtrative barriers to investment is
extremely common in the developing and trangition world, and another reason
for the civil serviceto resst reforms, especialy where public sector sdaries
are low. Within the business community, they may judtify such petty
corruption as culturally expected. While routine boxes of chocolates, if
“everyone doesit”, may berdatively benign, it is easy for expectationstorise
and for bureaucrats to give expedited trestment to the most generous bribers.

The mogt graightforward reform isto iminate unnecessary adminigrative
procedures to remove opportunities for corruption. “ Speed payments’ can be
formdizedinto official “fast track” procedur es, with higher feesthat can
add to the resources available for public services.

Lessons from successful reform processes

Latvian ‘model’

One notable success story is Latvia, which used structured didog between the
public and private sectors, and the analysis and recommendeations of aFIAS
report on adminigtrative barriers to invesment to develop an “Action Plan” for
removal of such barriers.
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In 1999, FIAS completed a study of adminigirative barriers to invesment in
Latviafor the Latvian Development Agency (LDA) and the Ministry of
Finance. There were many recommendations made in the study, and there was
a consenaus that the ligt should be prioritized and that possible solutions

should be consdered. Since 1999, with the assstance of FIAS, Latviahas
introduced and maintained a systematic approach to using public/private
par tner ship inimplementing regulatory reform.

FIAS advised the LDA to organize a did og between representatives of
Government and the business community. The business representatives should
be invited to identify which recommendations were most urgent from their
point of view and come up with recommendations on how to achieve the
desred reforms. Government had to decide which were feasible from the
public sector point of view. 1ssues agreed between both sdes should be
entered into an Action Plan.

In the Spring of 1999, the Prime Minigter famed a“ Steering Committee”
with the participation of government and private sector representatives for
development of the Action Plan to Reduce Adminidretive Barriers. The
Steering Committee first agreed on severd high-priority areas for reform.

Technical sub-committeesfor each of the agreed areas were then created to
develop detaled, concrete proposas for consideration by government. Staff of
the LDA served asthe secretariat and ensured that draft proposas were
prepared, debated, revised, and refined until consensus was achieved and the
tasks were included in the draft Action Plan.

A high-levd didog between the newly-for med Foreign I nvestor s Council of
Latvia (FICIL) and senior government decision makers was <o initiated, and

this didog became an important ongoing mechanism for reviewing and

revising the Action Plan.

The draft Action Plan wasapproved by the Cabinet of Ministers inMay
1999, and implementation of reforms began immediately. For some of the

mogt difficult aress, (i.e., reform of Ingpectorates and of the congtruction

approva process) the Government of Latviarequested inter national
expertise from FIAS and the World Bank. The EU was also amgjor source of
assistance for reforms related to EU accession.

The LDA was responsible for monitoring enactment of reforms aswell asfor
monitoring the impact of the reforms on the business community, using a
series of regular business surveys and other feedback instruments.
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The public/private dialog was continued on aregular basisto update the
Action Plan. Approximately every sx months, the plan was reviewed and
revised. Items deemed successful by both the public and private sector were
moved from the Action Plan to a database of completed reforms for further
impact monitoring. Reforms that were not successful were revisited and
dternative Strategies agreed. New priority issues were added to the Action
Pan.

Steady improvements have been made in avariety of aress, including but not
limited to tax policy and tax adminigtration, customs and border crossing,
adminigtration of red estate, cooperation in anti-corruption efforts,

improvement in the coordinetion of government ingpections, and enhancement

of adminidrative culture,

Key achievements

Some of the key achievementsin Latvia over athree year period include the
falowing:

Government agencies are more active in seeking private sector
comments on draft legidation.

The capacity of business assodiaionsis gradudly increesing in order
to meet the chalenge of engaging the government in didogue.

Accesshility of information on various business-related procedures
has improved.

Following the suggestion of FIAS and a number of business
associations that it is necessary to separate liability for technica errors
from ligbility for deliberate infringements, anendments to the
Adminigrative Violations Code were adopted by the Saeima
(Parliament) on June 14, 2001 and came into force on July 16, 2001.

Strengthening of appeas mechanismsin the State Revenue Service

Combining company regidration and tax regidration into asngle
process, using the same “identification number”

Streamlining procedures for gpprova of expatriste work permits and
resdence permits;
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Issuance of a Government Ingtruction regarding Inspectorates, which
darifiesthe rights and respongihilities of both government ingpectors
and businesses that are being inspected;

Formeation of an Ingpection Coordination Council to reducethe burden

of ingpections on businesses and to provide training for a greeter
“dlient orientation” within the Inspectorates.

Customer feedback surveys for Cusoms/Border podts, jointly
developed by the Latvian Development Agency and the State Customs
Service.

A s=ies of busness surveysto monitor the impact of the overdl
reform program, jointly developedby the LDA, FIAS, and a number of
business associaions in Lavia

Deveopment of “templates’ to up-date the adminigrative barriers
study on aregular badis, in order to publicize changesin procedures
and to gather datardevant for “ performance indicaiors’ for the
relevant government agencies, including:

The volume of applications processed

The number of successfully completed applications

The number of rgected applicaions (and reasons)

The number of gopeds

The outcome of appeds

The average processing timefor gpplications

The number of complaints and follow -up action

Feedback mechanisms

A more complete list of achievements can be found on the FIAS web-
ste: http://iwww.fias.net.

After three years, atotd of 68 of 77 suggested measures that wereincluded in
the Action Plan (and its various up-dates) were successfully implemented.
The European Commission in 2001 awarded its * Candidate Country BEST”
designation to the efforts undertaken in Laviain improving the business
environment through congtructive diadog between the public and private
sectors.
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More importantly, the Government of Latvia, in addition to building capacity
to carry out updates of the adminidrative barriers andysis on asdf-
assessment basis (and asssting FIAS in developing self -assessment tools that
can be used in other countries), is now working to develop a more fully-
rounded program of regulaory impact assessment as an ingtitutionalized
feature of government.

Thelatest challenge for the nationa government isto encourage reforms at
the municipa level of government, dso in didog with representatives of the
business community. To do this, it has leveraged the results of the sdif -
assessment templates and business survey to verify where investors are lill
facing the biggest problems

Analysis of illustrative country data

The ranking of obstacles within Latvia, as of December 2001 is shown
below (Figure 17). The bars show the firms who reported a particular item as
being an obstacle, as a percentage of dl firms participating in the survey. The
line graph shows the average “ severity” of the obstacle, based on the number
of firmswho cited it asan obstacle at dl.
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Asiscommonly found, tax rates and tax administration rank high on both
scaes. However, other specific items that rank high in severity include
corruption, access to land, and access to congtruction permits (al recelving a
severity rating of 2.5 or 2.6, where the highest rating among dl listed obstacles
in Latviais 2.7). By contrast, company regidration isranked quite low asa
potentid obstacle to business, as are mogt “ingpections’ in generd.
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The information about these ranking is reinforced by survey questions that

asked companies how they rate the quality of “ service” provided by various
government agencies (Figure 18). Here we can see that the Enterprise
Regidration Agency and three of the ingpectorates were among the top four
rated agenciesin Latvia, while three agencies associated with adminisirative
procedures for red estate and construction are among the five worst-ranked
agencies. Condruction permits, in particular, are procedures governed

primarily & the municipd leve in Lavia

Figure 18

18. Ratings of Servicesin Latvia

e Top Four:
— Enterprise Registration
— Fire and Rescue Service
— Environmental |nspectorate
— Labor Inspectorate
« Bottom Five:
— Architectural and Planning Task
— Coordination of Building Design
— Technical Regulationsfor Construction
— Customs
— Certification Organization

Looking at the incidence of cor ruption we found more interesting deta
(Fgure 19):

19. Ranking of Corruption in
Latvia

» Lowest Incidence:
— State Revenue Service/Tax Inspection (2%)
— Enterprise Registry (3%)
» Highest Incidence
— Coordination/Approval of Building Design (11%)
— Customs (12% export, 15% import)
— Formal Acceptance of Building (18%)
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Firg, that the State Revenue Service and the Enterprise Regidtry are ranked

the lowest in the incidence of corruption. Thisbolsters the evidence that the
Enterprise Registry is awell-functioning agency that does not cause problems

for business. It dso suggests that dthough companies hate paying their taxes
(which isacommon reaction around the world), bribery is probably not

among the main problems associated with the State Revenue Service.

However, the survey did tell usthet customs procedures are among the
highest-ranked interms of corruption (another common problem in many
developing and trangition countries), dong with two procedures asociated

with congtruction gpprovd. Time and cost dataaso showed congtruction
permits to be among the most complicated among adminigirative proceduresin
the country (i.e,, involving many steps and many separate government
agencies), and the mogt time-consuming and cosily (not necessarily in
comparison with other developing and trangition countries, but definitdy in
comparison with other adminigtrative procedures within the country).

The data were therefore able to highlight the urgent need for reform of
condruction permitsin Latviaas a high priority, and even to specify particular
agencies and steps as being more problematic than others. Thisin turn will
require cooperation between the nationd and municipd levels of government,
which is more complicated and difficult than reforms within one level of
government aone.
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3 Key features for successful
reform

The reform cycle

The modd the Latviansfollowed isa cycde of reform, which is composed of
four parts (see the diagram below). The basic principles are:

amethodicd identification of problems (e.g. with astudy of
adminidrative barriers to investment, survey of adminidrative and
regulatory costs, and/or other means) followed by alist of
recommendationsfor improvement;

the drawing into astructured dialogue of interested partiesfrom
government and the business community in orcer to prioritize the
reformsand agr ee on an Action Plan for improvement;

the implementation of the agreed reform program; and

aregular reporting and assessment of the effectiveness of these
activities, dong with the means to identify new problems.

1 2.

Identification of problems Prioritization of Reforms/
Development of recommendations Development of Action Plan
4. 3

Monitoring of Impact of Actions Implementation of Actions
Implemented

Critical success factors

The successesin Latvia highlight various featur esthat are associated with
successful efforts to remove adminigtretive barriers to investment. These
incdlude the fallowing:

A Government generally committed to reform. In the case of Latvia,

there was a consensus across al mgor politica parties that the country
should drive to join Western inditutions such as the EU, and to make

the necessary reforms atop priority.
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A Champion at a high level within government (e.g., President,
Prime Minigter, Deputy Prime Minigter) who issincerely interested in
the reforms, iswilling to listen to the concerns and practica
suggestions of the business community, and has authority over the
various minidries and agencies that are the targets of the reform effort.

A Steering Committee within Government, including senior
technocr ats from the relevant government agencies, who are willing to

cooperate with each other and with the private sector to develop a
detailed program of reform.

An interested and constr uctive business community, preferably
organized into severd active business associations. Developing a

didog between the public sector and private sector is much eeder if
there are readily identifiable representatives of adiverse range of the
business community. Government must be willing to listen not only to
those business leadersit is “comfortable with”, but those who are frank
critics. Inthe case of Latvia, akey role was played by the Foreign
Investors Council of Latvia (FICL), which could help bring examples
of internationa “best practice’ to their host country.

An active and committed secretariat within Gover nment (dthough
it may be gaffed with a combination of government staff and local
consultants) with the cgpacity to gather and andlyze information,

organize necessary meetings, collect and/or draft detailed reform

proposds, and follow-up on commitments. In the case of Latvia, the
secretariat was provided by the Latvian Development Agency (LDA).

Active support by donors, including (in the case of Latvia), FIAS, the
World Bank, EU, the Swedish International Development Agency, and

others. Such donors provide both internationd expertise and financid
resources to support the reform effort.

While other country settings may not be as conducive to such reforms asin
Latvia, Smilar successesin Africa, Latin America, and Asia suggest that
remova of adminidrative bariersto investment is possiblein al countries
with a supportive leadership within Government.

Ongoing regulatory reform

Governmentscommitted to reform adminigtrative barriers need to work
system systematicdly and over the longer term to:

build capacity to identify problematic adminigtrative barriersto
invesment,

discuss and agree on prioritieswith representaives of the business
community and develop an Action Plan for reform,
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implement refor ms, and

monitor and evaluate the success of the reform program.

Such capacity needsto be devel oped, because regulatory reformis never a
one-off effort, but rather an ornrgoing need. Even “developed” countries go
through regulatory reform on aregular bass, in order to keep pace with
changesin the globd market place, and in order to stay competitive.

Thisisnot a “raceto the bottom”, asdl OECD countries dl have strong
regulatory controls to protect human hedlth, safety and welfare and to protect
the environment, and dill receive the bulk of globd FDI inflows.

Reather, the objectivesisto improve the efficiency, transpar ency, and
businessfriendliness of necessary regulations, on an on-going basis.
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Appendix 1: Administrative and Regulatory Cost Survey (ARCS)
Questionnaire
1. Inwhat year did your firm begin operationsin this country?
2. What isthe current legd status of your firm?
Publicly listed company = 1

Private held, limited company= 2

Partnership = 3
Sole proprietorship = 4
Cooperative = 5
Other (specify: ) = 6

3. What percentage of your firm is owned by:

a) Private Sector: domegtic %

b) Private Sector: foreign %

¢) Government/State %
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d) Other %

100
4. 8 Was your firm previoudy owned by the government (the Sate)? Yes=1No=0

b) If yes, when wasiit privetized? (year)

5. 8 How many establishments (separate operating facilities) does your firm havein thiscountry?

b) Does your firm have holdings or operationsin other countries? __ Yes=1No=0

NOTE: For theremainder of thissurvey, please answer with respect to this establishment (factory, storeor service outlet).
¢) Isyour firm located in the capitd city of your country[region]?__ Yes=1 No=0

d) How many full-time, permanent employees does your firm have:

€) How many part-time or contract employees does your firms have:

6. What percent of your workers are engaged in each of the following types of activities?

a) Manufacturing: specify main line of business (e.g. textiles) %
b) Services main service provided (e.g. consulting, transportation): %

¢) Commerce (retail/wholesae trade): %
d) Condruction: %
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e) Other (specify)

%

100%

7. Peasetdl usif any of the following issues are a problem for the operation and growth of your business. If an issue poses a problem,
please judge its severity as an obstacle on afour -point scale where:

0=No
Obgacle

1= Minor
obstacle

2=
Moderate

3=Mgor

4 =Vey Severe
obgade

a)

Tdecommunications

b

Electricity

o)

Trangportation

)

Tax rates

©

Skills and Education of Available Workers

f)

Accessto Financing (eg. collaterd)

9

Cog of Financing (e.g. interest rates)

h

Economic and Regulatory Policy Uncertainty

D)

Macroeconomic Ingability (inflation, exchange rate)

)

Corruption

K

Crime, theft and disorder

O|O|O|O|O| O] Of|O|O|o|Oo|o

N R

N[ N[ N NN N N N NN NN

wwwwwwwwwwww§
()

)

Anti-competitive practices

R BB R R IR R
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8. Are the following adminigirative procedures and regulations an obstacle for your firm’s operations and growth? If yes, how severe an

obstadleisit?

0=No
Obstacle

1= Minor
obstadle

2
Mod

ae

3=Mgor
obdade

4 =Vey Severe
obgtacle

a) regigering anew enterprise

b busnesysectord licenang

C) tax adminidraion

d cusomsregulaions

€ dandards and certification

f) Iabor regulations

0 environmentd regulaions

h fire ssfety and sanitary regulations

i) foreign exchange/currency regulations

]) priceregulations

K) procedures for accessto land and premises

[) busnessingpections (of dl types)

m) competition law regulations

W] W[ W W] W| W[ W[ W| W W Ww|w|lw

n patent and trademark regulations

O] O] O|O|O|O|O|O|O|O| OO O|O

I I e e e e e e I N T TR

N[ N N NN NN NN NN NN |

w
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9. Please rate your current perception of the relation between government and/or bureaucracy and your business.

a) All indl, in reation to your business do you perceive the national government to be:

very helpful mildy Neutral mildly unhelpful very unhelpful
helpful
0 1 2 3 4
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b) All indl, in rdation to your busness do you perceive the regiond and loca government to be:

very hdpful mildy Neutral mildy very
hepful unhdpful unhdpful
0 1 2 3 4

10. What percentage of the workingtime of dl your firm's business senior management (CEO, CFO and deputies) is spent dedling with

government regulatory and adminidrative requirements?

%

11. When did the firm have to ded with the following regisiration procedures the last time?

Year

a Regiger busness

b Re-regiger or make changesin the firm’s registered documents

12. If thefirm was registered or re-registered during the last 36 months, please answer the questionsin the table below for the most

recent registration experience.
Totd Time
(Cdendar Tota Agency time | Totd Official Feesat | Didyou givea If 50, value of
Days) (Cdlendar days) Cost Agency bribe or gift? bribe or gift
@ @ ©) 4 © ©

Total (including all

registration procedures), of

which...

Firm Registration

Tax Regigration
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13. ) If the firm was registered or re-registered in the last 36 months, did you hire an outside firm to help you complete regidration

procedures?

b) If so, how much was the professioral fee?

Yes=1, No=0

14. If your firm has received any of the sector licenses listed below in the last 36 months, please answer the questionsin the teble.

Tota Timeto obtan

license Totaltime of Totd | Officid Fees | Didyou If 0, vdlue
(Cdlendar Days) Licensang Agency to Cost | aLicenang giveabribe  of bribeor
obtain license Agency or gift? gift
(Calendar Days)
@ @ ® 1@ © ©
Basic Activity
License/Per mit
Congtruction
Wholesale/Retail
Regtaurant

15. Does the firm own or rent premises where its most important activity takes place as well as the plot of land on which these premises

are located?
a) Own | b) Rent from private ) Rent from | d) Given without €) Occupied f) Not
owners ffirms government | compensaion by without right goplicable
inditution government inditution
@ @ € 4) ©) ©
a Premises/bldg
b. Land
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16. For the firm’s most recent land acquisition procedure, pleasefill out the table below.

Totd Time Totd Agency Totd Officia Fees | Didyougivea | If o, vdueof
(Cdendar time Cost a Agency bribe or gift? bribe or gift
Days) (Cdendar Days)
@ @ &) @ ©) ©)
Totd, Land Acquisition
| dentifying, contacting,
deding with owners
Obtaining aland survey
Regigering titlein the land
office/cadastre
17. For the firm’'s most recent building construction permit process, please answer the questionsin the table below.
Totd Time Totd Agency time | Tota Officid Fees | Didyougivea If s0, vdue of
(Calendar Days) | (Cdendar days) Cost a Agency bribe or gift? bribe or gift
@ 2 3 @ ©) ©
Totd, Condruction
Permit and Approva
Design Approva
Condtruction Permit
Occupancy/Use Permit
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18. If your firm has obtained new utility hookups in the past 36 months, please answer the questionsin the table below.

Smple Totd Time
connection = 0; (Calendar Totad Agency | Totd | Cost of Officd Didyou | If so,
Expangon of Days) time Cost | Expanson Fees at givea vaue of
capacity =1 (Cdendar (if Agency bribeor | bribeor
days) applicable) gift? gift
@ @ € @ 10 © U] )
Total Utility
Hookups
Electricity
Gas
Water/Sewer
Phone/Tdecom

19. If your company has been ingpected by government agencies during last 12 months, please answer the questionsin the table below

for an averageftypicd ingpection.

No. of Totd no. of Ingpectionsin the past 12 months Number of
Inspections Avg. Durationd | Avg. Vdueof Fines, | Avg. Vaue of Inspectors
ingpection Seized Goods Gifts, Bribes
Total inspections of which..
1. Labor Inspectorate
2. Municipd police
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3. Sanitary/Epidem’|

5. Fire

6. Tax Ingpection

7. Environmentd

20. Please evduate the following areas regarding tax administration in respect of your firm's activities, over the past 12 months.

Tax Adminidration 0=No = 2= 3= 4=Vey
Obstacl | Minor | Modera | Mgor Severe
e obstadl | te obdade | obgtade

e

Y our firm’ strestment by tax authorities 0 1 2 3 4

Availability of information on tax requirements 0 1 2 3 4

Completing tax formg/ filing 0 1 2 3 4

Burden of Audits 0 1 2 3 4

Frequency of changesin rules and rates 0 1 2 3 4

Severity of Pendties 0 1 2 3 4

Effectiveness of Appeals mechanisms 0 1 2 3 4

21. Did your firm submit ... (read out the type of tax) formg reportsin the past 12 months? If so, please answer the questionsin the table.

Declaration Times Days
YES NO | No. of submissons | Person Days of
per year firm'stime
a) Total taxes, of which...
b) Corporate Income Tax 1 2
c) VAT
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d) Socid Security payments 1 2

€) Excise Tax 1 2

22. @) Hasyour firm hired an outsde accounting/audit firm during the past 12 months? Y es=1, No=0
b) If 3, how much was this firm’s fees over the past 12 months?

23. @) Was your firm assessed any fines by the tax authoritiesin the past 12 months? Yes=1, No=0
b) If so, how much in total?

24. g) Did your firm give any gifts or bribesto tax officidsin the past 12 months?Y es=1, No=0

b) If so, how much in total?

25. Inthe last 12 months, did your company go through the following procedures? If so, please answer the questions in the table below.

Last 12 months Didyou...? Number Of Procedures Egtimated Total
Yes=1 No=0 requiring customs clearance Vaue of goods

Export

Import

26. The questionsin the table below refer to an aver age/typical customs transaction. If your firm had such transactions within the last 12
months, please use your firm's experience to answer the questionsin the table below.
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Type of
transaction

Totd time
(Hrs, indl.
Queuing

time)

Agency
processing
time (Hrs)

Totd Costs

Officiad

Storage/
Demurrage

Unofficid payments

fees

EXPORTS

a) Total, of
which

b) Border police

C) vetr. & phyto-
sanitary
ingpections

d) Customs
clearance

€) VAT rebate

IMPORTS

a) Total, of
which

b) Border police

C) vetr. & phyto
sanitary
ingpections

d) Customs
clearance
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27. 8 Didyour firm use abrokerage or freight forward service in the last 12 months? Yes=1, No=0

b) If so, how much was the fee as a percentage of the transaction value?

28. In the past 36 months, has your firm been involved in any legd dispute with the authorities?

Yes=1, No=0

Nationa Government

Regiond/locd Government

29. In the last 36 months, how many of such disputes have been resolved in each of the following ways:
(1) Through the courts (2) Through arbitration/mediation (3) Other

30. If your firm did not go to court to resolve any dispute with the authorities, why not?

Yes=1 No=0

The problem was too smdl to go to the court

Court processistoo long

Court decison will not befar tothefirm

An eventud court decison in favor of my firm will not be enforcegble

Lack of firm money to pay lawvyers

Necessity to pay bribes

Easer to settle out of court

Fear of retribution by authorities

Concern that the judge will lack sufficient training to render an gppropriate judgment

31. What percentage of total sdes do you estimate the typical firm in your area of activity reports for tax purposes? %
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Appendix 2: Database of countries
and years surveyed for ARCS

List of Countries/year of survey
Albania- 2002

Armenia - 2000
Azerbaijan- 2001
Belarus- 2000
BurkinaFaso - 2002
Bulgaria- 2002

Bosnia- 2002

Crodtia - 2002

Kazakhstan - 2001

Latvia- 2001

Macedonia - 2002
Romania - 2002

Russia (Kdiningred) - 2002
Russia (Perm) - 2002
Russia(Tomsk) 2002
Senegd - 2002
Venezuda- 2002

Serbia- 2001
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