Poverty’s chains

A new report gives governments some facts to ponder 
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FOR a better understanding of the plight of the world's poor, the protestors against capitalism who descended on the World Trade Organisation's meeting in Cancún last month ought perhaps to have gone to Haiti instead. They might have followed a would-be entrepreneur trying to open a small business. If, that is, they had six months to spare.

In Haiti, one of the world's poorest countries, prospective business people have to wait an average of 203 days for permission to start trading. Then they have to pay registration costs and satisfy minimum capital requirements of around four times the average Haitian's annual income. Other countries are as bad. In the Democratic Republic of Congo, it takes even longer to unwind red tape. Set-up costs, including capital requirements, amount to around ten times average income. In Belarus, costs are lower, but budding entrepreneurs must endure 19 separate paper-pushing exercises. At every step, there is a chance of falling prey to corrupt officials.


The juxtaposition of stifling bureaucracy and abject poverty is no coincidence, argues a new report, “Doing Business in 2004”, by the World Bank. It offers one of the first consistent, rigorous portraits of the costs of business regulations in poor countries. One lesson jumps out of the data: the more heavily regulated a country's business environment, the likelier it is to be poor (see chart). The report says that developing countries are choking off one of their best avenues towards wealth creation: local business.

It also offers a healthy balance to the usual debates about the merits and demerits of capitalism. These often concern macroeconomic questions such as monetary policy and fiscal discipline, and the means of globalisation, such as free trade and foreign investment. Yet the report shows how poor countries' governments often tie their own people down in a thicket of useless regulation.

The struggles in starting a new firm are only the first of many burdens. Many poor countries provide legal protection for workers that rivals that in the most welfare-minded western European countries. Guatemala, for example, mandates 20 months' severance pay for its workers. Other countries forbid most types of short-term contracts and set high minimum wages. But this is “protection” only in name: such labour-market rigidities are strongly correlated with high poverty rates, since businesses can rarely bear the heavy costs. Moreover, the cost of these regulations falls disproportionately on women and the unskilled young, who are often excluded from employment or driven into the informal economy, where they have no rights at all.

Many countries also do a lousy job in enforcing contracts and property rights, notes the report. Providing credit to small business in the developing world is difficult, thanks to the paucity of credit bureaus. After closing a business in Brazil or India, it may take a decade for legal wrangles to subside. No wonder that many believe the costs of starting a business are simply too great.

Reforming such regulations, however, need not mean an end to social supports. The Nordic countries, for example, manage an enviable welfare state. Canada, home of state-funded medical care for all, nonetheless lets entrepreneurs register a business quickly and online.

The World Bank has sometimes been criticised for imposing the values of rich countries on poor people. This report makes clear that many business regulations in developing countries are, in fact, the legacy of colonialism and thus of European legal systems, rather than of public choices made by local citizens. Countries such as Haiti which, through colonialism, inherited laws from the French legal system are especially prone to red tape. By and large, a tradition of English common law leaves a freer hand for business—although India is a glaring exception.

Some progress has been made in reducing regulatory burdens, especially in Latin America, but much more needs to be done. As long as regulations enrich local bureaucrats and lawyers, would-be business people in countries such as Haiti will have to keep waiting.
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