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What do we know about growth, firm creation 
and regulations

— Djankov, McLiesh, and Ramalho (2006) – simpler business regulations
are associated with higher long term growth – results from cross-
country analysis and instrumental variables.

— Eifert (2007) – in general better performance in DB indicators is linked
to higher investment and growth – results from panel data.

— Klapper and Love (2011) – costs, days and procedures required to start a
business predict the number of new firm registrations – results from
panel data.
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DB indicators cover firms throughout their life cycle

At start-up
• Starting a 

business
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In daily operations
• Paying taxes
• Trading across 

borders

In getting financing
• Getting credit
• Protecting 

minority investors

In getting a location
• Dealing with 

construction permits
• Getting electricity
• Registering property

When things go wrong
• Enforcing contracts
• Resolving 

insolvency



Distance to frontier (DTF)

— The DTF measures the average distance from the best regulatory
performance. First, sub-indicator data is normalized between 0 and
100. Then scores at the sub-indicator level are averaged within each
indicator. Indicator-level DTF scores are also averaged to obtain the
overall DTF.
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most efficient regulations

least efficient regulations



DTF (time to start a business)
Frontier (1 day) dtf = 100

ϵ (0,100)
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95th percentile 
(119 days)

dtf = 0
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Outcome variables

— New business density (Entrepreneurship database).
— New business registrations per 1,000 people aged 15-64. Annual data

collected from 130 company registrars.
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Outcome variables (2)

—
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Explanatory variables

Distance to frontier
(2005-12)

delta
(2007-12)

Mean 57.5 1.8
SD 13.3 2.3

Min 25.4 -7.2

Max 92.3 19.3
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Explanatory variables (2)
— DTF standard deviation by indicator:

Converging: Not converging:
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Explanatory variables (3)
— DTF Kernel density by indicator:

Converging (SB): Not converging (EC):
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Hypothesis
— Better business regulations are associated with more firm

creation
— We test the link between the level of business regulations and the

number of new firms created per year
— We focus on the overall business environment, but also on specific

sets of regulations

— Improvements in business regulations are associated with
higher growth rates
— We test the link between changes in business regulations and

average growth rate over 3 years
— We focus on the overall business environment, but also on specific

sets of regulations
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Econometric models
— New business density VS DTF

Fixed-effects linear multiple regression:

— Growth VS delta-DTF
Arellano-Bond Dynamic Panel GMM estimator:
- Controls for unobserved cross-country heterogeneity (large-N small-T)
- Controls for correlation between reforms and the business cycle

— Controls:
Country risk (ICRG), Corruption (CPI), Government consumption, Trade (X and
M), Political freedom and civil rights (FH), Rents from natural resources, Credit
to the private sector, FDI inflows.
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Results on firm creation
— Being 10 percentage points closer to the overall regulatory frontier is

associated with 6.2 more businesses registered every 10,000 persons in
working age (20% of the average).

— Comprehensive reforms that combine Legal and TM topics have higher
impact (6.2) than reforms on Legal (5.1) or TM (not significant) reforms.

— Entry/Exit regulations have a significant impact (3.1), however not as
strong as more comprehensive reforms have.

— Countries that provide more credit to the private sector (as % of GDP) and
that are more “free” have higher new business density on average.
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Results on growth
— The top quartile for overall regulatory improvement grows on average

0.8% more than the bottom one (~30% of mean growth).

— A 1 percentage point improvement in the DTF for the indicators
measuring the strength of legal institutions is associated with an increase
of 0.09% in annual growth rate.

— A 1 percentage point improvement in the DTF for entry and exit is
associated with a 0.05% increase in annual growth rate.

— A 1 percentage point improvement in the DTF for credit markets is
associated with an increase of 0.13% in annual growth rate.

— Countries that are more open to trade and “stable” grow more on average.
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Limitations of the analysis

— Endogeneity of regulatory reforms à causality?

— Regulations-firm creation and Regulations-growth links are tested 
separately à simultaneity?
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Thank you!
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Descriptive stats

GDP per capita growth 
(2003-11)

New businesses density
(2003-11)

Mean 2.76 2.95
SD 4.89 4.39

Min -42.77 (Iraq) 0.00

Max 42.83 (Iraq) 39.00
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Results on new firm density

— Being 10 percentage points closer to the regulatory frontier is associated with 6.2 more 
businesses registered every 10,000 persons in working age (20% of the average)
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Results on new firm density (2)
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— Comprehensive reforms that combine Legal and TM topics have higher impact (6.2) than 
reforms on Legal (5.1) or TM (not significant) reforms.



Results on new firm density (3)
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— Entry/Exit regulations have a significant impact (3.1), however not as strong as more 
comprehensive reforms have.



Results on growth

— Moving from the worst quartile (D1) to the best quartile (D4) is linked to an increase in 
annual GDP per capita growth of around 0.8 percentage points. This is a significant 
amount given that the average GDP per capita growth is 2.7 percent.
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Results on growth (2)

— A 1 percentage point improvement in the DTF for the indicators measuring the strength 
of legal institutions is associated with an increase of 0.09% in annual growth rate.
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Results on growth (3)
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— A 1 percentage point improvement in the DTF for entry and exit is associated with a 
0.05% increase in annual growth rate.



Results on growth (4)
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— A 1 percentage point improvement in the DTF for credit markets is associated with an 
increase of 0.13 % in annual growth rate. This highlights the importance of sound credit 
market regulations and enforcing legal institutions for growth.


