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THE INVESTMENT CLIMATE IN SOUTH ASIA

EXECUTIVE SUMMARY

The investment climate of a country, province,
or region describes the policy, regulatory,
institutional and governance environment,
both present and expected, that influences
entrepreneurship, supports well-functioning
markets, and affects the returns and risks
associated with investment.  Investment
climate assessments (ICAs) have been carried
out for all countries in the South Asia region.'
This report summarizes the findings of these
assessments., It compares South Asian
countries to countries in other regions (Brazil,
China, Indonesia, South Africa, Turkey, and
Vietnam), analyzes similarities and differences
within the region, and identifies the way

forward in improving the investment climate.

South Asian Investment Climate in
International Perspective

The first chapter of this report assesses the investment
climate in South Asia vis-d-vis a number of
comparator countries. In a number of areas,
South Asian countries appear to be doing
significantly worse than the comparator
These areas include electricity
supply, access to finance, corruption, and
formal training of staff, Electricity is the most
striking area: in five of the eight South Asian
countries, more than 30 percent of firms
identify electricity as a major constraint for the
operation and growth of their businesses.
Among the comparator countries, only in
China is the ratio greater than 30 percent. In
Turkey and South Africa, barely 10 percent of
firms rate electricity supply as a major
In four South Asian countries
Bangladesh, Maldives,

countries.

constraint.

(Afghanistan, and

Vil

Pakistan), more than 35 percent of firms
identify access to finance as a major constraint.
Among the comparators, only Brazil has more
than 35 percent of its firms express a similar

concern. Corruption is another problematic
area. In four countries (Afghanistan,
Bangladesh, Maldives, and  Pakistan),

corruption is a major constraint for mote than
40 percent of the firms.
countries, only Brazil and Indonesia have firms
that complain widely about corruption, with 67
percent and 42 percent, respectively, saying that
it is a major constraint. South Asian firms also
appear much less inclined to offer formal
training to their emplovees than those in the
comparator countries. In four countries
(Afghanistan, Bhutan, Nepal, and Pakistan),
less than 20 percent of firms offer formal
training to their employees. In the comparator
countries (with the exception of Indonesia),
more than 50 percent of firms offer formal
training. In other areas-such as transport, labor
(regulations and availability of skilled labor),
innovation, and technology-the average South
Asia performance is comparable to the
comparator countries.

In the comparator

While there are few areas where South Asia, as a
whole, is doing better than the comparator economies,
individual South Asian countries are good performers
on several dimensions of the investment climate. For
example, Sri Lanka and India do reasonably
well with regard to access to finance. Shortage
of skilled workers is a major problem in
Bhutan and Maldives, but much less of an issue
in India. In Bangladesh corruption is the 2nd
most important constraint, but in Sri Lanka it is
the 10th most important constraint. The

These countries are Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka.



THE INVESTMENT CLIMATE IN

experience of firms with customs and trade
regulations also varies widely within South
Asia. In Afghanistan, Bangladesh, and
Pakistan, more than 30 percent of firms
consider these regulations to be a major
constraint for business. At the other end of
the spectrum are Bhutan and Nepal, where less
than 5 percent of all surveyed firms cite
excessive regulations as a major concern.
Similarly, while only 34 percent of firms in
Pakistan communicate with their customers ot
suppliers by e-mail, this figure stands at 62
percent in India and 97 percent in Maldives.

The surveys also highlight noteworthy differences in the
investment climates of specific regions within South
Asian conntries. India is a good example with
significant differences in the investment
climate across states, because of differences in
the level and quality of investment and growth
rates. The factors affecting the investment
climate also differ considerably within a
particular country. For example, in Bangladesh
there are important differences in the key
factors affecting the investment climate in
Dhaka from those cited as important for
Chittagong. The same differences can be
observed in Pakistan and Stri Lanka.

The Many Dimensions of the South
Asian Investment Climate

The second chapter analyzes further the dimensions of
the South Asian investment climate. In almost all
South countries, the quality of
infrastructure is a major constraint. Businesses

Asian

cite electricity as a major problem; they
complain transport,
telecommunications, and water supply. The
two polar cases about electricity in South Asia
are Afghanistan and Bhutan. In Afghanistan,
grossly insufficient generation capacity and
transmission and distribution

less about

inadequate
capacities have led firms to cite power as the
number one constraint to doing business. In

Vil

SOUTH ASHA

contrast, cheap, reliable electricity is among
Bhutan's biggest competitive advantages over
other countries in South Asia. Electricity
prices in Bhutan are less than half those of its
closest competitor in South Asia and only a
fifth of the prices in other important locations
in the region. Getting electricity connections
are not easy. In India, it takes 45 days for a
small-business start-up to get connected to the
public grid. A business start-up in Pakistan
expects a 40-day waiting period before getting
an electrical connection-double the wait it faces
in China. The quality of the power supply is
another problem. In some areas of Nepal,
firms report power outages of more than 30
times per month. In Bangladesh, firms report
expetiencing power outages and surges about
250 days a year on average-and many report
outages and surges every day they operate.
Inadequate and unreliable supply has led South
Asian firms to resort to the more costly option
of generators. The proportion of firms using
generators is highest in Afghanistan (76
percent) followed by Sri Lanka, Bangladesh,
Maldives, India, and Pakistan. The
comparable figures for China and Brazil are 27
and 17 percent, respectively. Many factors are
responsible for insufficient and poor-quality
power supply, such as inadequate generation
capacity and deficiencies in transmission and
distribution (for example, in Sri Lanka and
Bangladesh), insufficient cost recovery but high
tariffs for industry (India, Sri Lanka), weak
public capacity (Afghanistan), or
inadequate regulatory framework to attract

sector

ptivate investment (India).

Poor-guality roads, inefficient ports, and inadequate
transport services are common features in South Asia.
To be effective, entreprencurs need a quick and
easy way to get their goods to market. Many
South Asian firms do not have appropriate
road networks. For example, India currently
has no interstate expressways linking its major
economic centers, and only 3,000 kilometers of
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four-lane highways (while China has built
25,000 kilometers of four- to six-lane, access-
controlled expressways in the past 10 years).
Because the freight transport system is
unteliable, firms are forced to carry more stock
than they need to deal with uncertain supply.
Inefficiency in ports is another problem. This
is particularly felt in Bangladesh where it has
been sald that the inefficiencies of the
Chittagong Port have given Bangladesh all the
characteristics of a landlocked country.
Railways used to be an important means of
transportation, but their use in South Asia has
gone down with declining efficiency. With a
network of 63,028 kilometers, the Indian
Railways is the second-largest rail network in
the wotld and one of the country's major
national institutions. However, congestion on
main lines is steadily increasing long-haul
delivery times, and the rapidly deteriorating
quality of rolling stock is undermining the
railways' attractiveness as a transport provider.

The quality of telecommunications services draws fewer
complaints from the business community in
South Asia than does power or transportation.
Thete have been significant improvements in
telecommunications in South Asia in recent
years, but they cannot fully make up for
deficient fixed lines. The average business in
Sti Lanka waits 61 days, and in Pakistan 42
days, before getting a new fixed-line telephone
connection-three times as long as in China,
Malaysia, and the Philippines. The quality of
service also appears to be a problem in many
South Asian countries. In Pakistan and
Bangladesh the shortage of fixed-line
connections has impeded the development of
the information technology and software
industries.

In water, as in electricity, poor supply from the national
System forces firms to find their own supply sources. In
Maldives, less than third of the

manufacturing firms surveyed complained

a

about the quality of water used in production,
and in Nepal, nearly a third of the firms
indicated that they have problems with the
amount of water supplied. In Kathmandu,
many firms receive service for only one hour
per day. Firms have thus had to invest in
alternative sources of water. In Nepal, many
firms have either invested in wells or purchased
water brought in by private tankers.

An inadequate financial system makes South Asian
firms reliant on internal sources for funding. Access
to
affecting the investment climate in Maldives.
In Sri Lanka, finance is one of the top three
constraints to doing business. The situation is
relatively better in India, where 27 percent of
firms rate access to finance as a major-to-
severe obstacle to business operations or
growth. Most finance available is short term in
all South Asian countries. Because of the poor
access to external finance, many South Asian
firms rely on retained earnings and equity as
their most important sources of working
capital. At one extreme is Maldives, where only
11 percent of working capital requitements and
17 percent of investment capital come from
domestic commercial banks. The situation is
better in India, where 54 percent of small
businesses have active bank credit lines or
overdraft facilities, which is much higher than
the figure for China but lower than for Brazil.
Within countries, access to formal finance
varies by regions and sectors. Access to credit
is also highly correlated with size; a much
greater proportion of large firms than small
firms have access to external finance.

finance is the most serious constraint

A variety of factors limit access to finance for South
Asian firms. The factors constraining finance
for small and medium enterprises (SMEs) in
India provide a glimpse of the root causes of
the problem. Specific constraints include (i)
difficulty in using land as collateral and
nonrecognition by lenders of other types of
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collateral,  (ii)
enforcement

difficulty in  collateral
and (i)
insufficient credit information on SMEs, (iv)

loan  recovery,
poor SME credit-assessment practices, (v)
poor lending technologies and overreliance on
collateral rather than cash flow analysis, (vi) a
bankruptcy framework that prevents easy exits
for troubled firms, and (vii) lenders' low
in the contract enforcement
These constraints

confidence
mechanisms of the courts.
are exacerbated by the shallowness of financial
systems in most South Asian countries (for
example, in Sri Lanka, private- sector credit
amounts to about 38 percent of gross
domestic product (GDP), compared to 125
percent in China). Capitalization of equity
markets in India is 30 percent but only 15
percent in Sri Lanka, compared to about 40
percent in China. In addition, in several South
Asian countries, the public sector continues to
dominate the banking sector. In Sri Lanka, the
commercial banking sector is still dominated
by the two state banks, accounting for about
45 percent of total banking assets. In addition,
persistent budget deficits have led the
government to borrow heavily from the
banking sector, driving up interest rates and
crowding out private sector access to financial
services.

The efficiency of the land market, both as a factor of
production and an asset that can be mortpaged, is not
cited as a major obstacle in most Sonth Asian ICAs.
Fewer firms in South Asia than in China or
Brazil report access to land and registering
land as major deficiencies in the investment
climate. An exception is Afghanistan, where it
is exceptionally difficult for businesses to get
clear title to new land, especially serviced land.
The fact that in the rest of South Asia access
to land is not cited as a major constraint is
more a statement of the relative importance of
other constraints than an indication of well-
functioning land markets in the region.

The two major labor issues in South Asia are the rigidity
of labor markets in several countries and the shortage of
skilled labor in most countries. Labor regulations are
a key constraint for firms in India, Nepal,
Pakistan, and Sri Lanka, while they tend to be
less of an issue in other South Asian countties-
for example, few firms in Bangladesh believe
that labor issues impede their growth. The
absence of a well-functioning labor market can
offset the benefits of a well-educated workforce,
as can be seen from the experience of India and
Sri Lanka. Many South Asian firms face a
shortage of skilled workers, with the most
severe complaints voiced in Bhutan, Maldives,
and Nepal. The shortage of skilled labor has a
variety of origins. In Bangladesh, illiteracy
remains high despite recent improvements in
school enrollment. Sri Lanka has among the
highest levels of brain drain in a set of
comparator countries. In Afghanistan, the skills
shortage caused by war is exacerbated by the
barriers to educating girls and employing women
in most jobs outside the home. In Bhutan, the
skilled labor shortage is the result of the
government's absorption of most skilled and
educated workers.

Sonth Asian firms do not innovate much or make much
use of modern systems of commmunication, which
strongly undermine their competitiveness in
the context of a globalized and knowledge-
based system of production.
Bangladesh spends less on research and
development (R&D) as a share of GDP than
do most other developing countries in East and
South Asia. The low level of R&D spending in
Bangladesh 1s reflected in relatively low levels

For example,

for other measures of innovation (such as the
number of granted U.S. patents per capita). Sri
Lanka is doing relatively better, with levels of
R&D investment close to those observed in
similar industries in developing countries such
as China and India. Internet use is also low in
South Asia. In India, there is relatively greater
use of the Internet, but Internet connectivity



Only 30 percent of

businesses in Pakistan normally communicate

varies across states.

with their customers or suppliers using the
Internet-far fewer than the 71 percent of firms
that do so in China. In Afghanistan, business
use of the Internet is neatly nonexistent
outside of a few of the largest cities. In
Maldives, the penetration of
telecommunications is very high among the
business community compared to that in the
other South Asian countries.

however,

South Asian firms bear a beavy regulatory burden:
starting a business can be a hassle; but running it is
even more so. Surveys of the business climate in
South Asian countries all point to heavy
regulation and government unpredictability as a
key constraint on private sector performance.
An indicator of this constraint is the time
senior managers spend dealing with officials of
regulating agencies and the frequency with
which officials inspect factory premises. The
burden of regulation is, on average, smaller in
India, at 7.4 visits a year for a typical business,

than in China (26.7 visits a year). However,
paradoxically, senior managers of small

businesses in India typically spend a greater
share of their time dealing with regulations
(11.9 percent) than do their Chinese (7.8
percent) or Brazilian (7.2 percent) counterparts.
Moreover, Indian industry suffers from more
cumbersome and entry and exit
regulations compared to not only China and
Brazil  but
comparators, such as Mexico and the Russian
Federation. Tax and customs administration is
widely cited in South Asia as a major source of

regulatory hassle. In Pakistan, tax and customs

costly

also  other large-economy

administration is the leading obstacle to a
conducive investment climate, and 60 percent
of business contacts with government officials
are the result of visits by tax agents. An
exception to the South Asian pattern of
regulatory hassle is Sri Lanka, where businesses
suffer much less from regulatory burdens.

CLIM

Xl

ATE iN SOUTH ASIA

Corruption is a major problem in many South Astan
countries and can be traced o the discretionary power of
government officials.  Corruption is particularly
serious in Afghanistan, where it has recently
shot up in the list of constraints cited by firms,
and in Bangladesh, where corruption has been
a problem for many years. Bangladesh ranks
the lowest (158th) in the 2005 Transparency
International Corruption Perception Index;
more than half of all surveyed firms reported
corruption as either a major or very severe
obstacle to their growth. Firms also complain
about corruption in India, Nepal, and Pakistan.
Two South Asian countries fare relatively better
on this front: Sri Lanka and Bhutan. Bhutan
contrasts starkly with its other neighbors. Its
government is genuinely concerned with
proper administration, and officials are seen as
being honest and helpful.

South Asian firms have little faith in the judiciary and
tend to bypass it. Bangladesh exemplifies the
South Asian case-here a third of the firms
surveyed reported that courts were never or
seldom fair or honest.
Lanka, where more than half of rural nonfarm

An exception is Sri

enterprises and urban manufacturing firms
reported that the legal system is not a major
constraint. The deficiencies in the judicial
system render contract enforcement a big
problem in most South Asian countries. Even
in Sri Lanka, despite the overall positive
perception of the legal system, enforcement of
contracts still poses an obstacle to many
businesses. It is thus common for South Asian
businesses to bypass the judicial system.
Bhutan, only around 5 percent of firms in the
survey reported hiring a lawyer or threatening

In

to take a client to court for nonpayment. In
Afghanistan, businesses do not rely on the
formal judicial system but on informal

mechanisms to resolve disputes.

Security 15 an actual problem in some South Asian

countries; it is looming in others. In Afghanistan,
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the investment climate survey carried out in
2005 reveals that insecurity figures relatively
low in the list of complaints.  While
counterintuitive, this is explained by the
improvements in the security situation in the
major cities covered by the survey and by the
mechanisms developed by firms to cope with
insecurity, though at high cost. In Pakistan,
businesses report being exposed to crime,
ranging from petty theft to organized violence.
In contrast, in India the incidence of crime
seems to be low on the list of problems for
private firms.

Much has been accomplished in Sounth Asia in recent
_years with regard to trade policy, but problems remain.
Most nontariff barriers have been removed,
tariff rates across stages of production have
become more uniform, and average levels are
coming down. In particular, the process of
trade liberalization in India and Sri Lanka has
been critical in fostering the restructuring of
the export base from primary products to
manufacturing. However, onerous customs
clearance procedures is one of the most
commonly cited problems in South Asia. In
Afghanistan, Bangladesh, and Pakistan,
customs procedures are a serious problem, with
more than 30 percent of firms citing them as a
major constraint on doing business. At the
other end of the spectrum are Bhutan and
Nepal, where less than 5 percent of all
surveyed firms cite customs procedures as a
major concern. The average shipment of
imported inputs takes 17 days to pass through
customs in Pakistan. In Afghanistan,
importing requires 10 documents and 57
separate signatures. Maldives requires fewer
documents (12 for importing), fewer signatures
(four for importing), and shorter processing
time for both exporting and importing than do
most countries in South Asia. Sri Lanka's ports
and customs are also more efficient than those
of some of its competitors.

XH

The Costs of a Deficient Investment
Climate

The third chapter highlights the costs imposed by
deficiencies in the investment chimate. Power problems
impose real costs on firms; they lower production and tie
up scarce capital. The typical business in Pakistan
estimates that it loses about 5 percent of
annual sales to power outages. The problem is
worse in India, where the average manufacturer
loses 8.4 percent a year in sales, and extreme in
Afghanistan, where 18 percent of merchandise
value is lost because of power disruptions. The
figure is less than 2 percent for the average
manufacturer in China or Brazil. The use of
generators to deal with unreliable power supply
ties up scarce capital. Poor transportation creates
marketing problems and often leads to spoilage. In Sri
Lanka, urban firms report losing 7 percent of
sales because of transport problems, and slow
speeds spoil 40 percent of agricultural produce
before it reaches market. In Afghanistan, firms
reported losing 5 percent of their domestic
merchandise value during transit because of
breakage or spoilage and losing only 0.6
percent to theft. In Bhutan, the high costs and
poor reliability of road transport make it
almost impossible for industries heavily
dependent on transport to be competitive
except in the border areas.

Poor access to finance limits growth opportunities.
Regression exercises show that, in Bangladesh,
firms with better access to formal credit grow
more quickly than firms that rely more on
retained earnings, even after controlling for
firm and industry characteristics. Regulatory
hassles add to the cost of doing business. The
number of inspections and visits by officials
imposes a financial and nonfinancial (that is,
time) cost on managers and dampens firms'

performance. Regression analysis  for
Bangladesh shows that the number of

inspections per employee has a significant
negative correlation with investment and
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productivity. Similar exercises for India also
show that the time that management spends on
addressing regulations is negatively associated
with business profitability.

Inflescible labor markets add to cost and disconrage
adjustments-and they do not necessarily help the poor.
Firms in Sri Lanka try to avoid restrictive labor
regulations by hiring temporary workers, but
this practice has its costs: survey results show
that productivity falls with an increase in the
share of temporary workers in a firm's
employment. In Nepal, restrictive labor laws
have caused many older firms to be overstaffed
and unable to reorganize by hiring people with
skills that better match their current needs.
Training raises productivity; yet, most firms do not
mmvest in traiming. In Sri Lanka, firms whose
managers hold a tertiary or professional degree
tend to be more productive. In Bangladesh,
regression analysis shows that firms that ran
training programs or sent employees to outside
training programs saw higher sales growth,
profitability, and investment. However, only 26
percent of Sri Lankan firms benefit from
external training. In Bhutan, although they
complain about lack of skills, virtually no firms

Xl

reported undertaking any significant staff
training. Most firms in Nepal provide little
training, preferring to hire already trained
workers or to rely on technologies that do not
demand highly skilled workers.

What to Do?

The analysis in the ICAs suggests a strong
relationship between the investment climate in
South Asian countries and their economic
performance. On the basis of the theoretically
sound and empirically supported relationship
between a good investment climate, on the one
hand, and higher productivity and firm growth,
on the other, potentially significant gains can
be achieved by policies and programs that
address the constraints highlighted by the
ICAs. The fourth chapter reviews the policy
recommendations proposed by the various ICA
surveys for the different dimensions identified:
infrastructure (power, transportation), factors
of production (finance, labor market and skills,
technology), regulatory burden and corruption,
and risk and uncertainty (policy predictability,
judicial reforms, security).
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Chapter |
SOUTH ASIAN INVESTMENT CLIMATE IN

INTERNATIONAL PERSPECTIVE

The poverty reduction strategies for South
Asian countries emphasize private investment
as a vehicle for creating productive jobs.
Policymakers in South Asia are also concerned
about the relatively low integration of their
economies with the global economy despite the
considerable macroeconomic reform effort
that has been underway in the region in recent
years. Export and import orientation is low;,
inflows of foreign direct investment are
modest (in fact negligible in most countries),
and supply linkages with leading multinational
companies are weak.  Since a dynamic
enterprise sector is important for creating jobs
and exploiting the benefits of globalization,
there is a need to take a hard look at the
investment climate in these countries.

The investment climate of a country, province,
or region describes the policy, regulatory,
institutional and governance environment, both
present and expected, that
entrepreneurship, supports well-functioning
markets, and affects the returns and risk
associated with investment. Investment Climate
Assessments (ICA) have been carried out for all
countries in the South Asia region.” This report
summarizes the findings of these assessments. It
compares South Asian countries to countries in
other regions, analyzes similarities and
differences within the region, and identifies the
way forward in improving the investment
climate. Key data from the South Asian ICAs
were used to draw comparisons between the

influences

eight South Asian countries and selected
comparators: Brazil, China, Indonesia, South
Africa, Turkey, and Vietnam. These
comparators were selected on the basis of their
geographical position (at least one countty in

each region: Latin America, East Asia, Africa,

and Europe) and on their economic

performance.

The ICAs are based on a survey of a
representative sample of private firms that seeks
to shed light on impediments to daily business
through quantification and comparison. The
survey assesses conditions facing factor markets,
product markets, infrastructure services, and
firm performance. The use of a standardized,
rigorous methodology to measure the principal
determinants of the investment climate makes it
possible to benchmark countries or regions
against comparators.

However, comparisons of subjective ratings by
firms across countries, regions, and sizes of
firms require caution, as these comparisons
involve the evaluation of distinct conditions by
different observers at different times. The
ranking of a particular deficiency over another
does not necessarily mean that the cost of that
deficiency, in terms of lost productivity and
sales growth, is higher. In addition, there are
natural limitations in the cross-country
comparisons, as 1CA reports themselves are
structured  to  reflect country
conditions and emphasize differing factors of

specific

2 These countries are Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sn Lanka.
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particular relevance.” Moreover,
the South Asian 1CAs are based
on firm surveys that were carried
out over a period of six years,

starting with the first India

survey and the Nepal survey in

2000, and ending with the

Afghanistan  and  Maldives
surveys in 2005.*  Similatly, the
surveys underlying the ICAs for
the comparator countries span
several years. As a result, the

data presented might not be

representative of the current
situation in many countries. In
addition, questions were asked
slightly differently across the
surveys (see the annex to chapter
one). These caveats should be kept in mind in
reading through the assessment of how South
Asia compares with the selected comparator
economies and how South Asian countries
compare among themselves.

A. South Asian Performance in an
International Perspective

In a number of areas, South Asian countries
appear to be doing significantly worse than the
comparator countries. Electricity is the most
striking area: in five of the eight South Asian
countries, more than 30 percent of firms
identify electricity as a major constraint for the
operation and growth of their businesses. In
Afghanistan and Bangladesh, this figure is
more than 60 percent (figure 1). The only

exceptions are Bhutan, Maldives, and India’
The situation is much better in the comparator
countries. In Turkey and South Africa, barely
10 percent of firms rate electricity supply as a
major constraint. Only in China is the figure

nearly 30 percent.

A comparison of China with India, one of the
better performers in South Asia, is instructive.
In the 2003 survey, Indian firms reported that
it took them an average of 68 days to get an
electricity connection, compared to only 10.4
days in China. In the year preceding the survey,
Indian firms reported 154 days of power
outage, which cost them 8 percent of sales. By
comparison, Chinese firms reported 4.9 days
without power the year before the survey, with
a loss of 1.9 percent of their sales. As chapter
three shows, inadequate and poor-quality

3 Therefore, the ICA methodology and reporting tool should not interpreted as objective but rather as a lead to inferences
about the priorities within a specific group of private-sector firms to provide a guide to policymakers.

4 The second India survey was carried out in 2003; much of the India-specific information in this report is based on this survey.
A third survey is currently under way. Surveys for the sccond ICAs in Bangladesh and Pakistan are about to be launched.

5 Cheap, reliable electricity is among Bhutan's biggest competitive advantages over other countries in South Asia. The toral
power output of Bhutan is 457 megawarts (in 2005), with a total domestic consumption of about 105 megawatts, Bhutan's
hydro-electricity power potential is estimated at more than 30,000 megawatts. However, Bhuran's power situation is unique;
therefore, it is difficult to transpose lessons from Bhutan to other South Asian countries.
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electricity imposes substantial
costs on South Asian firms,
putting them at a disadvantage

relative to their competitors.

Access to finance is another

area where South Asia does not

perform as  well as the

comparator countries. However,

the difference between South

Asia the
countries 1s less striking than
with electricity. For four South

and comparator

Asian countries (Afghanistan,
Bangladesh,  Maldives,
Pakistan), more than 35 percent

and

of firms identify access to finance as a major
constraint.
Brazil do more than 35 percent of the firms
express a similar concern (figure 2).

Among the comparators, only in

This perception ranking is confirmed by the
pattern of investment financing: for five South
Asian countries (Afghanistan, Bangladesh,
Bhutan, Maldives, and Nepal), more than 60
percent of firms' investments are financed by
internal funds (no data are available for India).
By contrast, in China and Vietnam the share of
investment financed by internal funds is

Figure 3
Patterns of investment financing

Percent of investments financed by:

respectively 15 percent and 30 percent (figure

3). In no comparator countries is more than 60
percent of firm investment financed by
internal funds.

Corruption is another area where the
performance of South Asia is a cause of
concern. For four countries (Afghanistan,
Bangladesh, Maldives, and Pakistan),
corruption is a major constraint for more
than 40 percent of the firms. In the
comparator countries, only in Brazil and
Indonesia do firms complain widely about

corruption, with 67

percent 42

percent, respectively,

and

saying that it is a

Indonesia major constraint
Vietnam (figure 4). The poor

South Africa -

Brazil performance of
Turkey most South Asian
China . .

countries in terms of

Afghanistan Corruption 1s
Maldives .

Bangfadesh confirmed by the
Pakistan 2005 Transparency
Bhl:t;';i International Corru-

Nepal ption Perception
SriLanka Index, which ranks
0% 20% 40% 100%
) ’ o _ ’ Bangladesh the
ointernal Funds mBanks ©leasing olnformal Sources w=Trade Credits o Other Sources
lowest (158th
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(such as Bangladesh, India,
Pakistan, and Maldives) less than
10 percent of firms had

overdue payments from

buyers/suppliers/customers,

while for tmost of the

comparator countries, more than

50 percent of firms report

having overdue payments (figure

position), followed by Pakistan (144th), Nepal
and Afghanistan (117th), India (88th), and Sri
Lanka (78th).

South Asian firms appear much less inclined to
offer formal training to their employees than
those in the comparator countries. In four
countries (Afghanistan, Bhutan, India, and
Pakistan), less than 20 percent of firms offer
training  to  their
employees. In the comparator
countries (with the exception of
Indonesia), more than 50 percent

formal

6). However, this apparent good
performance in South Asia might

hide a less positive reality. For
example, in Bangladesh most
firms offer supplier finance to
very few clients because they do
not trust their suppliers or do not believe the
court system will enforce contract and property
rights.® This is how firms manage to have low
overdue payments.
overdue payments are low despite the wide use
of supplier credit (63 percent of small
enterprises and 95 percent of large enterprises
report receiving input credits).

However, in Maldives

of the firms offer formal training 0
(figure 5). '

In other areas-such as, transport,
labor (regulations and availability
of skilled labot), innovation, and
technology-the average South
Asia performance is comparable

to the comparator countries.

In one area, South Asia is actually
doing significantly better than the
comparator countries. In a

number of South Asian countties

6 In Bangladesh, only 17 percent of firms expressed confidence in the legal system to enforce contract and/or property rights
disputes, while in India 71 percent of the firms expressed confidence in the legal system.
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B. Performance Diversity
across South Asian
Countries

The common features in South

Asia are one part of the story.

There are wide divergences too.

100
90
80
70
60

Even if South Asia, as a whole, ' 50

is doing better than the
comparator economies only on
a few fronts, individual South

Asian  countries are good

performers on several
dimensions of the investment

climate.

Comparing the countries of the region is a
difficult exercise, considering their diversity.
Afghanistan is just emerging from a long
period of conflict and instability, which has
destroyed its economy. Countries such as
Bhutan and Maldives have unique economies,
and it might be difficult to transpose their
experiences to other countries. Nepal and
Bhutan are relatively small economies in
comparison with India, Pakistan, and
Bangladesh, and they have also been affected
by conflict in recent years. In addition, the data
on Bhutan and Nepal need to be used with
caution as these are the oldest surveys (2000
for Nepal, 2001 for Bhutan).

instruments have since then changed and

The survey

Nepal, in particular, has been through much
turmoil since the survey. Nonetheless, the
analysis of divergence is instructive. With the
above caveats in mind, one can still ask: If
some South Asian countries can do well, why
not others?

Conditions in the factor markets differ
widely within South Asia.

An example of how South Asian countries
differ is access to finance.
Bangladesh, Maldives, and Pakistan, more than

In Afghanistan,

30 percent of firms consider access to finance

a major constraint. By contrast, in Sri Lanka,
Nepal, India, and Bhutan, the proportion is less
than 20 percent.
particularly credit constrained-not surprising
considering its recent history. For 56 percent
of firms in Afghanistan, access to finance is a
major constraint, and 79 percent of firms'

Firms in Afghanistan are

investments are financed by internal funds.
Bank lending is virtually nonexistent (0.2
percent).

Labor market conditions vary even more. In
two countries, Bhutan and Sri Lanka, labor
regulations are a big problem (figure 7). In
Bhutan, labor regulations are cited as the
second most important constraint and, in Sri
Lanka, as the fifth most problematic factor.
About a third of the Bhutanese firms, and a
quarter of Sri Lankan firms, consider labor
regulations a major or severe constraint.
Maldives presents an interesting case. Here,
while 28 percent of the firms consider labor
regulations a major or severe constraint, it is
not cited as one of the top constraints by the
firms (it ranked as the 12th constraint). At the
other end of the spectrum is Bangladesh,
where less than 10 percent of firms consider
labor regulations to be a major or severe
constraint.
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problem by providing
formal training to
their employees. The
proportion of firms

doing so is 66 percent,

lower than in China (85

Shortage of skilled workers is a major
problem in Bhutan and Maldives, but much less
of a headache in India and Pakistan.
Bhutan, every other firm (ie., 49 percent)
considers skilled labor shortage a major
constraint, and in Maldives, the proportion is
43 (tigure 7). But in India and Pakistan, only 13
percent of businesses cite lack of skilled

In

workers as a major constraint.

percent) but quite high
by South Asian
standards. Other South
Asian countries doing
relatively well on this
front include Sri Lanka
and Nepal, with 33
percent and 45 percent,

respectively, offering
formal training.
However, in Bhutan, despite the complaints
about skill shortages, barely 3 percent of firms'
employees had received training in the 12
months preceding the survey. Even some of
the larger countries are no better. In India,
only 18 percent of firms offered formal
training; in Pakistan, only 11 percent did so.

Interestingly the proportion is Figure 8 o I
the same in Afghanistan (13 The hidden costs of government regulations
percent). However, in 25 '
Afghanistan, firms are facing
numerous pressing challenges, 20 -
and they might not consider
the availability of skilled
workers as one of their most 0
urgent challenges at present.
In the rest of South Asia, the 5 |
proportion of firms
complaining about lack of 0=
skilled workers is between 15 &
and 21 percent.
a Senior Management Time Dealing with Government Regulations
In N[aldives, firms are trying to n Time Spent in Tax Inspection Mestings (Days/Year}
address the skill shortage
7 In Bhutan, where most educated people have a strong preference for working in the public sector, much of the skilled and

educated workforce has been absorbed in government.
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Corruption and regulations

Corruption is a problem in South Asia but
not equally in all countries. Bangladesh and Sri
Lanka offer contrasts. In Bangladesh,
corruption is the 2nd most important
constraint, with 58 percent of firms identifying
it as a major constraint. In Sri Lanka it is the
10th most important constraint, with only 17
percent of firms complaining strongly. These
tirm-level perceptions are confirmed by the
2005 Transparency International Corruption

In Afghanistan, nearly 20 percent of senior
management time is spent on dealing with
government regulations. This figure is only
4 percent in Sri Lanka and Bangladesh (figure 8).

The experience of firms with customs and
trade regulations also varies widely within
South Asia. In three countries-Afghanistan,
Bangladesh, and Pakistan-these types of
regulations are a serious problem, with more
than 30 percent of firms citing this issue as a
major constraint on doing business (figure 9).°

Firms

Perception Index, which ranks Bangladesh at
the bottom in terms of corruption (158th) and
Sri Lanka at 78th. Although corruption is
admirtedly a lesser problem in Sri Lanka
compared to other South Asian countries, the
country is far from being a best-practice

At the other end of the spectrum are Bhutan
and Nepal, where less than 5 percent of all
surveyed firms cite customs and trade
regulations as a major concern.

While only 34 percent of firms in Pakistan

example. communicate with their customers or suppliers
by e-mail, this figure stands at 62 percent in
8 This is consistent with country rankings on the World Bank's Doing Basiness Indicator on Trading across Borders where

Afghanistan, Bangladesh, and Pakistan rank at the 125th, 123td, and 103td position, respectively. See World Bank, Daing

Bustness in 2006 Creating Jobs.
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a wide spectrum of the country.
In both India and Pakistan,
lagging states are associated with

weaker investment climates.
There are also some surprising
results; in India, the cost of
business regulation - particularly
for labor- as well as corruption
issues are in fact more severe in

what  businesspeople  would

India and 97 percent in Maldives (figure 10).
The low rate in Pakistan might be due to the
low level of demand for such type of
communication, rather than the lack of access
to e-mail services. It may also be symptomatic
of a telecommunications sector that lacks the
capacity to provide a sufficient range of
services and has a shortage of fixed telephone
lines. As the Maldives economy is highly reliant
on the international tourism industry and has
therefore  developed  a  high-quality
communications system, the high rate of e-mail
use is not surprising,

C. Differences within Countries

Regional differences

An important finding of many of the ICA
surveys is the noteworthy differences in the
investment climates of specific regions within
South Asian countries. Some provinces or
states are lagging the rest of the country in
terms of development.” These observations are
important for ensuring that the benefits from
an improved business climate are shared across

typically rate as "better climate”
states like Andhra Pradesh and
Gujarat. On the other hand, the
quality, availability, and cost of
infrastructure 1s perceived to be
superior in better climate states. In India, on
average, managers reported spending 13
percent of their time dealing with government
regulations. This nationwide average hides
huge discrepancies between states: Gujarat and
Kerala (the worst performers with 24 percent
and 21 percent, respectively) compared to
Madhya Pradesh (the best performer with 7
percent).

In Bangladesh there are considerable
differences in the key factors affecting the
investment climate in Dhaka from those cited
as important for Chittagong. In Pakistan, firms
in the less developed North West Frontier
Province (NWFP) are more concerned with
electricity and corruption, and even though
there are not statistically significant differences
in the burden of regulation across provinces,
both Punjab and NWFP have much higher
frequency of regulatory inspections than Sindh
has. The survey in Sri Lanka identified the top
constraints for urban firms as electricity,
policy (including
macroeconomic policy), and labor issues, while

government issues

9 For example, in India the income per capita difference between states is often greater than the income per capita for India

and China as a whole.
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the top constraints for their rural counterparts
are transport, access to finance, and electricity.
The factors
investment climate within a particular country
point to the need to (i) distinguish between
regarding

causing variations in the

federal and provincial aspects
regulatory burden and (if) assess causes for
different degrees of infrastructure services
within a country.

Size differences

The well-known sentiment that smaller firms
are affected more adversely by deficiencies in
the investment climate because of their more
limited access to factors of production and
smaller cost structures is confirmed through
the ICA surveys in South Asia, though there
are important differences between factors
faced by small firms and those faced by large
firms. Certainly, in all countries, access to land,
labor, and finance are more binding constraints
to business for smaller firms. However, in
Nepal bureaucratic burdens labor
regulations seem to be more of a concern for
larger firms, possibly because SMEs often
operate in an informal regime. Similarly, in
Pakistan  tax and other
regulatory visits are much more frequent for
large than for small firms. In contrast, in
Bangladesh SMEs face a heavier burden of
regulation, with more government visits and a
higher share of total costs going to bribes than
larger firms spend. On the other hand, poor
infrastructure services seem to hamper smaller
firms more than larger firms, in large part
because of greater access to the power grid for
larger firms and the ability of larger firms to
produce their own electricity in-house.

and

administration

Annex to Chapter I:

Data Caveats

The ICAs for the 14 countries under
consideration were undertaken between 2000

and 2005. As a result,
the situation in a
number of countries
may have evolved
since the surveys were
completed.

A number of caveats

need to be
underlined. First, the
above analysis
compares countries

across different years;
for example, Nepal
(with data from 2000)
is  compared with
Maldives (with data
from 2005).

Second, the surveys used for these ICAs have
changed over time.
questions are therefore asked differently, which
affects the comparison across countries (sce
example next page). Three surveys varied
significantly from the others: Nepal and
Bhutan (which follow the same model) and
India (which 1s unique).

In some instances,

Third, the survey in Maldives has specificities.
The survey focused on four sectors: tourism
accommodation, manufacturing, tour operators
and travel agents, and transport logistics, with a
total sample size of 147.

A fourth caveat is the relativity of the
indicators, with firms in certain countries being
more vocal regarding their constraints than in
For example, in Bangladesh
the top constraint (electricity) is expressed by
about 75 percent of the firms (that is, about 75
percent of the firms consider electricity a
Similarly, in Maldives the
top constraint (access to finance) is expressed
by 71 percent of the firms. For Brazil, the top
constraint (tax rates) 1s expressed by 85 percent
of the firms. By contrast, in India the top

other countries.

major constraint).
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constraint (telecommunications) is quoted by  problem in Maldives is more severe than the
37 percent of the firms and in Sri Lanka, the  telecommunications problem in India, for
top constraint (electricity) is cited by 42  example, but that firms in Maldives are more
percent. However, the different percentages  vocal in expressing their concerns.

might not mean that the access to finance

ew operations; of expansion

usiness. It an issue poses a problem, please
2-Maderate obstacle, 3-Major obsiacle, and

ef, and disorder

© e N oov A W s peE

10



THE

INVESTMENT CLIVATE IN SOUTH ASIA

Chapter 2
THE MANY DIMENSIONS OF THE

SOUTH ASIAN INVESTMENT CLIMATE

A. Macroeconomic Environment

Though macroeconomic factors are often
considered to be short-term and cyclical, the
credibility and sustainability of the fiscal and
monetary framework has an important
influence on business confidence, investment
decisions, and even daily transactions.
Macroeconomic  instability and  policy
uncertainty is generally not a major concern to
private sector firms in Pakistan, Bangladesh,
and India, because of recent success in
maintaining macroeconomic stability as a
centerpiece of the development framework.
Fiscal constraints have, however, limited
government's role in improving infrastructure
services. In Nepal, recent turmoil has led to a
recessionary period without macroeconomic
pressures but with insufficient demand.
Macroeconomic policy, and more generally,
economic policy uncertainty, is however cited
as a major obstacle and the second most
important constraint for a
percentage of firms (predominantly urban
ones) in Sri Lanka.

significant

B. Infrastructure

In almost all South Asian countries, businesses

cite electricity as a major problem. They
complain less about transport,
telecommunications, and water supply. This

does not mean that these are not problematic
areas.
not as seriously as electricity, and may become
binding constraints as the economies develop.

They do constrain business, although

Demand for infrastructural services depend on
the production technology used by the firm

1

and characteristics of the input and output
markets. Technologically advanced enterprises
might be more vulnerable to infrastructure
problems than less advanced ones and thus be
more likely to rate infrastructure as a significant
problem. In other words, the extent to which
firms complain may not always reflect the state
of infrastructure but rather may be conditioned
by their own requirements. This makes cross-
country comparisons difficult.

Electricity

Electricity is a major problem in most Sonth Asian
countries.

With the exception of Bhutan, businesses
throughout South Asia cite electricity as a
major constraint.  The problem has many
dimensions. There are large areas in South Asia
that are not covered by the national grid.
Where there is coverage, enterprises often face
long delays in obtaining connection. Once
connected, businesses have to endure poor-
quality supply, including frequent outages, and
low and fluctuating voltages.

The two polar cases in South Asia are
Afghanistan and Bhutan. In Afghanistan,
grossly insufficient generation, transmission,
and distribution capacities have led firms to cite
power as the number one constraint to doing
business. Even though 76 percent of the firms
are connected to the power grid, they get very
little power from the grid and have to rely on
generators instead. In one city, Jalalabad, 97
percent of surveyed firms rely on generators.
By contrast, cheap, reliable electricity 1s among



Bhutan's biggest competitive advantages over
other countries in South Asia. Indeed, several
firms, including Bhutan Carbide and Chemicals
and Bhutan Ferro Alloys, were established in
Bhutan because of this advantage. Electricity
prices in Bhutan are less than half those of its
closest competitor in South Asia and only a fifth
of the prices in other important locations in the

region. Electricity prices in Bhutan are
subsidized. If subsidies are removed, the

profitability of power-intensive industries in
Bhutan will be reduced, but Bhutan's electricity
prices will still remain well below regional levels.
Maldives is not doing badly either. Only about
20 percent of tirms in manufacturing think that
electricity is a major constraint, while the
proportions are 23 and 10 percent in the
transport-logistics  and  tourism  sectors,
respectively. By 2005, all Maldivian islands had
access to electricity and only three islands had
tewer than six hours of power supply.

Other countries fall in between, but firms in
these countries report electricity as a major, if
not the top, problem. 1n Kathmandu, Nepal,
about 40 percent of firms identified electricity
as their biggest problem; in some places in
Nepal the proportion was 90 percent. In
Bangladesh, only 4 percent of enterprises
reported that electricity posed no obstacle, and
in Pakistan 21 percent considered it no
obstacle. By comparison, in China 37 percent
of enterprises reported that it was no obstacle.
In Sri Lanka, many urban and rural
entrepreneurs viewed electricity supply as the
most serious impediment to investment and
growth-because of poor access, high cost, and
unreliability.  Access to electricity 1s heavily
concentrated in urban areas such as Western
Province, leaving rural areas such as Uva

Province grossly underserved. Iess than 70
percent of rural enterprises use electricity from
the national grid.

Getting connections are not easy. In India, it
takes 65 days for a small business start-up to
get connected to the public grid; 26 days for
businesses located in one of the metropolitan
areas and 54 days for start-ups based in one of
the smaller cities.
Pakistan can expect a 40-day waiting period
before getting an electrical connection-double
the wait in China. Their Chinese counterpart
needs only 21 days overall-32 days if in a
metropolitan area, and just 15 days in a

A business start-up in

medium-sized  city. Brazil's
comparable to China's.
among the South Asian countries-it takes only

5.5 days to get connected.

figures are
Maldives stands out

The quality of the power supply is another
problem. In some areas of Nepal, firms
reported power outages of more than 30 times
per month. Such power outages are often
unscheduled and erratic, thus preventing firms
from planning adequately for outages. In
Bangladesh, firms reported experiencing power
outages and surges about 250 days a year on
average-and many reported outages and surges
every day they operate.
business in India, power outages occur almost
every other day, compared to once every two
weeks in China and once a week in Brazil. In
Maldives, on average, the frequency of power
outages is 2.8 days compared to 6 days in the
Philippines and 14.5 days in Pakistan. Power
fluctuations affect some sectors more than

For the average

others.” Thus, often poor-quality electricity
supply discourages investment in particular
activities even if they are otherwise viable.

10 Electricity 1s not as large a relative problem for all sectors. Tn Nepal, the fracdon of firms that reported electricity as their
biggest problem ranges from more than three-fourths for chemicals and merals to about a third for nonmetals and carpets.
This difference reflects the technologies used in these industries.
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Inadequate and unreliable supply has led South
Asian firms to resort to the more costly option
of generators. The proportion of firms using
generators is highest in Afghanistan (76
percent) followed by Sri Lanka (75 percent for
urban manufacturing firms), Bangladesh (72
percent), Maldives (64 percent), India (61
percent'), and Pakistan (42 percent). ‘The
comparable figures for China and Brazil are 27
and 17 percent, respectively.  In India,
generators account in many cases for as much as
30 percent of a business's power consumption.

Many factors are responsible for inadequate and poor-
quality power supply.

Inadequate generation capacity and deficiencies
in transmission and distribution are serious
problems in many South Asian countries. Sri
Lanka and Bangladesh have far less generating
capacity per capita than most of their regional
competitors (0.03 kilowatts of capacity per
capita). In Sri Lanka, this situation can be
attributed in part to environmental concerns and
interest groups working against power projects
in certain locations. India has 0.10, Pakistan
0.12, and China 0.21 kilowatts of capacity per
capita. In some countries, the problém is more
in transmission and distribution than in
generation. For
underinvestment over the yeats in transmission
and distribution infrastructure is at the root of
the power supply problem in India. 1In
Afghanistan, in addition to grossly insufficient
generation capacity, there is
transmission and distribution capacity. Most of
the equipment in the Afghan power sector is
old, dilapidated, and failing, and backup
equipment is rare.

example,  serious

inadequate

Inadequate investment in
generation, transmission, and generation is the
result of many factors, discussed below.

Insufficient cost recovery but high tariffs for industry.
In India, underinvestment in the power sector
can be traced to the government-owned
monopoly of enterprises operating under state
electricity boards (SEBs)-at least until the early
1990s. Many of the SEBs adopted a deliberate
and long-standing policy of underpricing the
supply of electricity to households and farms.
Industry bore the burden by paying tariffs that
were excessive by international standards.
Average tariffs for industrial use, at the time of
the ICA survey, were about US$0.08 per
kilowatt-hour in India compared with US$0.05
in Southeast Asia. There are significant
interstate variations, ranging from Rs 6.64 per
kilowatt-hour in Uttar Pradesh to Rs 3.00 per
kilowatt-hour in Punjab.

The failure of the SEBs to protect transmission
and collect payments has produced significant
financial shortfalls, leaving maintenance and
additional capacity wanting. In Sri Lanka,
although low-cost hydro sources produce more
than 70 percent of electricity, repeated
droughts and rapidly growing demand met by
expensive emergency power generation have
led to some of the highest commercial power
tariffs in the region. However, despite charging
high prices to industries and businesses to
cross-subsidize residential customers, the state-
owned power company was able to recover
only about 78 percent of its costs in 2002,
leaving a huge shortfall to be covered by
taxpayers. Selling electricity below the cost of
supply provides a strong disincentive for the
company to expand access to the grid or offer
off-grid services for villages.

Weak public sector capacity. In Afghanistan, a
state-owned power utility, Da Afghanistan
Breshna Moassesa (DABM), is in charge of
generation, transmission, and distribution of

11 These are figures from the 2003 survey and show a 10 percentage reduction in the proportion of businesses that rely on

self-generated power compared to the 2000 survey. This change reflects some recent progress in the power sector in India.
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electricity.  Its several regional electricity
departments are responsible for running
electricity facilities in different parts of the
country. Weak capacity in the Ministry of
Water and Power and DABM remains a huge
challenge to the implementation of the
investment program. DABM has neither an
appropriate governance structure nor financial
resources to improve electricity services.

Inadequate regulatory framework to attract private
investment.  Several South Asian countries have
tried to attract private capital to the power
However, an inadequate regulatory
framework has discouraged large-scale private
investment. India has tried recently to attract
private investment in generation and
distribution and has sought to unbundle SEBs
independent agencies
specializing in generation, transmission, or
distribution only. However, most states have
not developed a regulatory framework in which
Hence,

sector.

into commercial

potential investors have confidence.
the efforts have not borne much fruit.

Transport

Poor-guality roads, inefficient ports, and inadequate
transport services are common features in South Asia.

Road transport. 'To be effective, entrepreneurs
need a quick and easy way to get their goods to
market. Many South Asian firms do not have
this. In Sri Lanka, 20 percent of urban
manufacturing firms, and 40 percent of rural
firms, indicated that transport was a major or
severe constraint. Urban firms complained
that absenteeism due to the unavailability of
transport was -a cause of low productivity.
Rural firms considered road quality as the
biggest problem followed by access to roads
and lack of available transport services.

Sri Lanka has a dense road network by regional
standards, but the quality of its roads is poor
relative to its Asian competitors. As much as
90 percent of the country's paved road network
1s in poor condition because of lack of
maintenance. In Bhutan, where transport is
the only infrastructure dimension that firms
complain about, roads are in poor condition
and are often cut off by landslides. These
circumstances make transport costly and
unreliable; for example, the
transporting timber can exceed the value of the
wood. India currently has no interstate

cost of

expressways linking its major economic centers,
and only 3,000 kilometers
highways (while China has
kilometers of four- to

of four-lane
built 25,000
six-lane, access-
controlled expressways in the past 10 years).
The average speed of trucks and buses on
highways in India is 30-40 kilometers an hour,

about half the expected average.

Transport services are also problematic.
Because the freight transport system 1is
unreliable, firms are forced to carry more stock
that otherwise needed, to deal with uncertain
supply. The average small business in Indian
industry has approximately a one-month
inventory of its major inputs when it orders
fresh supplies. For metropolitan
businesses this figure drops to 24 days, but rises
to a staggering 37.5 days for businesses based
in one of the smaller cities.

area

Complaints about transport services vary
depending on firm characteristics. In Nepal,
where a quarter of firms reported problems
with obtaining trucking services, complaints
came more from the larger exporting firms that
need to ship goods expeditiously.” In Sri
Lanka, large firms with a larger market area
depend more on the road network and trucking

12 I Nepal, firms are also unhappy that they are not able to choose their own trucking operator and instead have to use the

truck that is first in queue.
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services than smaller firms, and hence
complain more about the services. The same is
true for Maldives. In Nepal, exporting firms
were concerned about the major highways as
well as the road network in India where they
export to. But nonexporters were concerned
primarily with the local road network. In
Maldives, transportation problems seem to be
a bottleneck only for tourism (23 percent) and
transport-logistics sectors (32 percent). In
Afghanistan, a relatively small proportion of
firms (25 percent) reported transport as a
major or very severe problem. However, it is
noteworthy that when asked about factors
constraining exports, a larger proportion (39
percent) identified lack of roads, air
connection, railroads, and other infrastructure
as a major constraint. In fact, this was the
second most important factor inhibiting
exports after lack of trade finance.”

Ports. Inefficiency in ports is another problem.
This is particularly felt in Bangladesh, where
it has been said that the inefficiencies of the
Chittagong Port have given Bangladesh all the
characteristics of a landlocked country. One of
the most inefficient and costly ports in Asia,
Chittagong is plagued by labor problems, poor
management, and lack of equipment. The
container terminal in Chittagong handles about
100-105 lifts per berth a day, well below the
productivity standard of 230 lifts a day
suggested by the United Nations Conference
on Trade and Development (UNCTAD). Ship
turnaround time is five to six days, compared
with about one day in more efficient ports, and
the port faces serious congestion. The median
time required for imports to clear ports and
customs in Bangladesh is seven days and for

exports, five days. Although this performance
compares well with Pakistan's, it falls short of
that in India and China. The average wait for
imports to clear customs in Bangladesh was
nearly 12 days, while the average longest wait
was 23 days. For exports the average wait was
nearly 9 days, and the average longest wait 14
days.  These problems, compounded by
inefficient customs procedures (see below),
hamper export growth and investment.

Railways.  Railways used to be an important
mode of transportation, but their use has gone
down with declining efficiency. India
exemplifies this trend. With a network of
63,028 kilometers, the Indian Railways is the
second-largest rail network in the world and
one of the country's major national
institutions. However, congestion on main
lines is steadily increasing long-haul delivery
times, and the rapidly deteriorating quality of
rolling stock has led to declining safety
standards. As a result, the Indian Railways is
becoming unattractive as a transport provider.
Long-haul goods traffic is steadily moving away
from rail to roads, For instance, in 1991-92, the
Indian Railways transported 57 percent of the
cement produced in India. By 2002, the figure
had dropped to 43 percent. The volume of
iron steel transported by rail has dropped from
72 petrcent to 34 percent over the same period.
Cross-subsidization of passenger fares, one of
the highest in the world, has produced high
cargo tariffs."

The poor performance of railways spills over
into other sectors. In Pakistan, for example,
because of poor quality and unreliability of rail
services, only about a quarter of businesses use

13 The first statistic may thus reflect the limited horizons of many private firms that operate mainly within a localized economy
and may find the poor-quality transport infrastrucrure adequate for their needs.

14 In a situation of zero cross-subsidization, the ratio of passenger carning per passenger kilometer to freight earning per
metric ton of freight kilometer should be 1. For India it is 0.3-compared with 0.65 in Thailand, 0.85 in Malaysia, 1.1 in

China, and 1.4 in the Republic of Korea.
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rail for freight transport, far fewer than the 87
percent of firms in Punjab and 99 percent in
NWFP that use roads. With most demand for
freight transport having been channeled to the
trucking industry, the use of roads exceeds
what the current system can replace and
As a result, 70 percent of the
national road network is in fair to poor

maintain.

condition, and provincial networks are in even
worse shape. For example, 90 percent of the
provincial network in Punjab is rated in fair to
poor condition.

Telecommunications

The spread of mobile telephones has been impressive in
South Asta ...

The quality of telecommunications services
draws fewer complaints from the business
community in South Asia than does power or
transportation. In Sri Lanka, only 15 percent
of urban manufacturing firms and 8 percent of
rural enterprises cited telecommunications as a
major or severe constraint.” These results are
not surprising since Sri Lanka fares well in
comparison with competitor countries in
providing telecommunications services-its
combined fixed and mobile teledensity
(telephones per 100 people) exceeds that of
countries in South Asia and even fast-growing
Vietnam. Enterprises in Bangladesh rated
telecommunications a smaller constraint on
enterprise operations and growth than do other

infrastructure sectors. In Maldives, where the
telecom sector appears to be one of the high-
growth sectors in the economy, only 4 percent
of manufacturing firms thought it was a major
constraint (the corresponding proportions are
27 percent for transport and logistics, and 18
percent for tourism).” In Afghanistan, 26
percent of the surveyed firms mention
telecommunications as a major or very severe

problem.

There have been significant improvements in
telecommunications in South Asia in recent
years. Sri Lanka began reforming the sector
in 1980 well before its neighbors. The reforms
started with the separation of posts and
telecommunications service provision, with
successive reforms leading to greater private
participation, competition, and investment.
Since privatization in 1996, teledensity in the
fixed-line sector has more than tripled, while in
the mobile sector, always subject to private
competition, it has increased from less than 0.1
to more than 5. Sri Lanka ranks ahead of India
in terms of Internet hosts per million people,
despite the lattet's big successes in technology
exports, but is far behind Malaysia, the
Philippines, and other fast-growing countries in
East Asia.”

The number of fixed-line telephones per 100
people in Bangladesh rose significantly in the
past two decades despite relatively rapid
population growth-from 0.11 in 1980 to 0.39 in

15 Urban and rural enterprises in the south (Uva, Sabaragamuwa, and Southern Provinces) were more likely than firms

16
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elsewhere to report problems with telecommunications. Interestingly, relatively few rural enterprises in North Eastern
The reason may be that
telecommunications are less important for their businesses-since rural enterprises in this area are significantly less likely to

Province identified telecommunications as a problem, despite low connection rates.

engage in trading or services-and thus are not perceived as a problem.

However, things can be better. For example, regarding combined fixed and mobile phone penetration rate, as well as the
use of the Internet, Maldives ranks far behind other countries in East Asia (i.e., Singapore), even though it is performing
better than its South Asian counterparts.

There is tremendous untapped potential for commercial use of the Internet, especially in rural areas, where less than 2
percent of firms reported using a computer and only 0.05 percent the Internet. The situation is more promising in urban
areas, where more than 65 percent of firms reported using the Internet.
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2001. But the mast dramatic change has been
in mobile telephony, driven by private
investment. Introduced only in the 1990s,
mobile phones surpassed fixed-line phones by
2001.  In 2005, Bangladesh was served by
900,000 fixed lines and had approximately 3.5
million  cellular
Pakistan too, recent deregulation measures
have led to rapid growth in mobile phone use
for business purposes. Ninety percent of large
firms and 67 percent of small firms rely on

service customers.” In

mobile phones to conduct their business.

There has been progress in the smaller South
Asian  economies as Even in
Afghanistan, the telecommunications sector
has been developing very rapidly. Driven by a
competitive market and US$200 million in
private investment, the mobile footprint covers
as much as 50 to 60 percent of the country's
population, providing services in 23 provinces.
In Maldives, the rapid progress of
communication, especially the introduction of
mobile phones in 1997, has proved to be a
backbone for socioeconomic development and
has lessened the insular nature of the islands,

well.

opened up new economic opportunities, and
contributed toward growth and expansion of
business activities.'” With the introduction of
mobile telephones in 1997, the accessibility of
the outer islands improved significantly.

.. .but they can't fully make np for deficient fixed lines.

Greater access to mobile phones can substitute
for fixed-line connections only up to a point,
although advances in technology are enhancing
the versatility of mobile telephony. Improving

fixed-line telecommunications remains an
important agenda in South Asia.

Getting a fixed phone-line connection can be an
arduous process in most South Asian countries.
The average business in Sri Lanka waits 61
days, and in Pakistan 42 days before getting 2
new telephone connection-three times as long as
in China, Malaysia, and the Philippines. The
waiting list per 1,000 people in Sri Lanka is
among the worst in Asia, with a wait for formal
fixed-line connection of more than a quarter-
million people. In Bangladesh, enterprises that
obtained a telephone connection within the
previous two years reported an average wait of
126 days, far longer than the 22 days in Pakistan
and 7 days in China. A shortage of new fixed-
line connections is an important reason for
In Pakistan, for
example, new fixed-line connections currently
stand at a mere 0.5-0.6 million a year for the

delays in getting connected.

whole country.

Access costs in Pakistan are also high-they are
more than six times as high as in Malaysia and
four times as high as in India.
fixed-line telephone connections is significantly
more difficult for small businesses than for
The "speed money" that

Getting new

larger companies.
needs to be paid to obtain a connection also
consumes a far greater proportion of the
resources of small businesses.

Although difficult to assess accurately, the
quality of service also appears to be a problem
in many South Asian countries. Bangladesh
had 208 faults for every 100 mainlines in 2002,
according to the International

18 Bangladesh still lags behind other countries in both fixed-line and cellular telephony. In 2003, teledensity in Bangladesh was
still the lowest in South Asia, according to the statistics of the International Telecommunication Union: only 1.56 among

100 people had access to telecoms faciliry.

19 About 150,000 mobile phones are available, while fixed lines total about 60,000. In Male, the capital of Maldives, two-thirds
of the population have a regular phone at home and mote than three-fourths have a mobile phone. In the atolls where fixed
lines have been ingtalled, one in six people has a telephone in the house. Mobile phones have spread wider: one-half of the

population has at least one.
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Telecommunication Union. In comparison,
there were 203 faults per 100 mainlines in
India, 99 in Pakistan, 38 in Malaysia, 29 in
the Philippines, 15 in Sri Lanka, and 13 in

Indonesia.

Although adequate for basic communication,
mobile  phones cannot provide the
infrastructure  for full-fledged Internet
connectivity essential to a modern business. In
Pakistan and Bangladesh, to give just two
the shortage of fixed-line
connections has impeded the development of

examples,

the information technology and software
industries. In Pakistan, only 30 percent of
firms report use of the Internet in Pakistan as
compared to 45 percent in India and 71
percent in China,

Water Supply

In water, as in electricity, poor supply from the national
system forces firms to find their own sources.

While India is making progress in developing its
urban and rural water supply and sanitation
infrastructure, the service provided is highly
unreliable: water is typically distributed a few
hours per day-regardless of its quality-and is not
safe for drinking. It is unlikely that the situation
can be improved without addressing the
inadequate policies, outdated
arrangements, and perverse incentives in the
In Pakistan, the situation is fairly
to that of India, although
decentralization of the decision-making process

institutional

sector.
similar

that took place a few years ago may make water
and sanitary service providers more responsive
to the needs of customers. Afghan cities have
one of the lowest connection ratios in the world.
External financing has been made available to
extend the service and set the basis for sound
institutions and policies. A challenge in Kabul is
to protect the limited groundwater resources
against industrial pollution and potential over
extraction by industries. In Bangladesh, while

18

availability of water is not a problem, its quality
often is affected by high arsenic content, both in
large cities where industrial pollution is not
controlled and in rural areas.

In Maldives, third of the
manufacturing firms surveyed complained
about the quality of water used in production,
while in Nepal, nearly a third of the firms
indicated that they have problems with the
supply of water. In Kathmandu, many firms
received service for only one hour per day, and
at an unscheduled time during the day. In Sri
Lanka, enterprises did not identify water as a
major constraint to doing business, but still
nearly a third of firms in both rural and urban
areas complained about their water supply. The
industries most affected by the unavailability of
water produce carpets, garments, and textiles,
all of which require water in their washing and
dyeing processes.

nearly a

Firms have thus had to invest in alternative
sources of water, In India, businesses have
developed costly "substitutes” (individual,
boreholes, pumping stations, storage tanks, and
purification equipment). A recent survey of
10,000 households and businesses in Delhi-
where water is seldom distributed more than
six hours a day-shows that they spend an
average Rs 150 on substitutes while they spend
Rs 100 on their official water bill. In Nepal,
many firms have either invested in wells or
purchased water brought in by private tankers.
In Sri Lanka, most firms have their own supply
of water: 70 percent of urban firms and nearly
60 percent of rural enterprises have their own
well or share one, while only 27 percent of
urban firms and 21 percent of rural enterprises
reported using water from the National Water
Supply Development Board. Complaints about
water problems are most common among
those without their own supply.

In urban areas of Sri Lanka, greater private
participation in the water sector is being

i b A 2 b s
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encouraged to ensure universal access to a
piped water supply, which should reduce
businesses' water supply problems.
areas, lack of autonomy in human tresources
the central
involvement in

In rural
and financial decisions, and
government's  continued
"devolved" responsibilities, have until recently
undermined  the  local  governments'
performance in many areas, including water
supply. Moreover, competition for water
among domestic, agricultural, industrial, and

commercial users is increasing,

C. Factors of Production
Finance

Apr inadequate financial system makes South Asian
Sfirms reliant on internal sonrces for funding.

Capital 1s a key input into any business, and an
efficient financial system, able to allocate
financial resources quickly and cheaply to their
most productive uses, is an essential part of a
sound investment climate. Many countries in
the South Asia region are undergoing structural
reforms in their financial sectors, characterized
by a shift from public to private ownership,
commercial principles for the remaining public
banks, and higher levels of discipline in risk
management being enforced by supervisory
authorities. In the medium term, well-
functioning financial systems may become a
strong characteristic of the investment climate
in South Asian countries. Currently, however,
in most South Asian countries firms cite poor
access to finance, especially term finance, and
the high cost of finance as major factors
constraining investment.

Access to and sources of finance. Access to finance
is the most serious constraint affecting the
investment climate in Maldives. In Sri
Lanka, finance is one of the top three
constraints to doing business, especially in the
rural areas: 60 percent of rural firms cited
finance as a constraint. In Bhutan, firms cited
finance as their fourth biggest business
problem, and about 43 percent of firms
reported being credit constrained, that is,
wanting to borrow more at current interest
rates. In Nepal, although the vast majority of
manufacturing firms (77 percent) have access
to at Jeast some external finance, large collateral
requirements and other factors prevent firms
from obtaining as much finance as they need.
In Bangladesh, 40 percent of firms reported
that poor access to finance was a major
constraint, although 66 percent of firms
reported having an overdraft facility or line of
credit.” The situation is relatively better in
India, where 27 percent of firms rate access to
finance as a major-to-severe obstacle to
business operations or growth.

Most finance available is short term. In Nepal,
despite the presence of a wide variety of
lending institutions, the majority of finance is
short-term bank credit, and most firms are
unable to access long-term credit. Less than 28
percent of the sample had outstanding loans
with a term length greater than a year. No
commercial banks in Afghanistan offer long-
term finance: the maximum tenure of financing
is three years.
commercial letters of credit (see box on access
to finance in Afghanistan, below). In Pakistan,
as a result of the short-term nature of the
funds borrowed, there is a mismatch of

Most focus on opening

20 This could be explained by the fact that banks in Bangladesh, especially the nationalized commercial banks, make extensive
use of overdraft facilities, which are typically fully drawn by firms. For example, 60 percent of firms had exhausted their
overdraft facility. Thus, many firms with an overdraft facility may still feel credit constrained. This is true for other regions
as well. For example, in Brazil 60 percent of firms consider access to finance as a major constraint even though 74 petcent

of firms have an overdraft or a line of credit.
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maturities, with short-term loans being rolled
over to finance longer-term projects.

Because of the poor access to external finance,
many South Asian firms rely on retained
earnings and equity as their most important
sources of working capital. At one extreme is
Maldives, where only 11 percent of working
capital and 17 percent of
investment

requirements
come from domestic
The contribution of

capital
commercial banks.
international banks is even lower, 3 percent and
5 percent, respectively. In Sri Lanka, retained
earnings account for 44 percent of working
capital for urban manufacturing firms, followed
by bank lending (23 percent) and trade finance
(9 percent).” Bank lending is even less for new

investment (15 percent) and declines markedly
with enterprise size. More than 75 percent of
the respondents had not applied for a bank
loan. In Bangladesh, on average, around 55
percent of working capital and nearly 60
percent of investment capital comes from
retained earnings, while only 30 percent of
working and investment capital comes from
banks. In Bhutan, about 30 percent have no
bank credit.

Inadequate access to bank credit is an
important impediment to starting or expanding
a business in Pakistan. More businesses have
access to overdraft facilities in Pakistan (22
percent) than in China (17 percent), but fewer

Pakistani businesses have outstanding bank

Access to finance in Afghanistan

In Afghanistan, although 12 commereial banks are-now licensed-to operate, most are-concentrated-in Kabul and provide services primarily 1o
international donors-and businesses, foreign-nongovernmental organizations (NGOs); and Toreign.government agencies; - No commercial°banks
in Afghanistan offer long-term finance. - The maximum fenure of financing is three years. -Most focus on ‘opening commercial letters of credit,
Transactions arevery secure because the importer has to depositihe totalimported costs of goods:in the bank before opening the letters of credit
ora secured contract, such as for construction or other awarded contracts; which are financed by donor agencies,

A small*but increasing number-of nonbank financial institutions, including one credit union-and: 11 microfinance institutions' provide fimited
services and small-amounts of credit. In addition, 2 new leasing organization-has just become active i Kabul and other areas.: However; these
institutions are nascent and able to provide only a fraction of what-is needed. Thus, they are augmented by 4 wide vatiety of informal money
lenders and-other credit sources.. There are no credit bureaus or.credit rating agencies.

Because the financial systent is so-underdeveloped. Afghan firms-are almast entively-reliant on internal funds and money from friends and family
to°fund their operations, Only threefirms in the investment climate survey sample reported having bank credit; and on average nearly 94 percent
of new investment by firms was funded by either.internal funds or money from family and friends. Remittances are ‘also important, and.on
average funds from-family.and friends outside of Afghanistan financed 3 percent of investment. “Informal sources play an important part in
supporting Afghan businesses.” Many businesses relv oftinformal funds transfer systems generally known as hawsla fo make payments dnd
{ransfer funds. Only 30 percent of the sample reported having a bank account. ‘The hawaladars also provide short-termloans ta finance working
capital needs. Nearly 21 percent of firms responding to-the survey reparted having a loan from a-hawaladar with an average term-of 3.8 months;

Currently, the financial system:provides little or no access fo-financial prodiicts and services for small urban or rural erterprises. Instead; an
extensive array of informal money exchange dealers and some NGOs support urban and rural microenterprises with limited financial services.”
As the reconsiruction effort progresses, there is a pressing need Yo address the burgeoning requirements of such enterprises, along with the
needs of more formal enterprises and those of international investors.

21 However, the experience of South Africa and Vietnam suggests that the indicator "percentage of investment financed by
internal funds,” by itself, may not be a good indicator to assess whether firms are credit constrained. In South Africa, only
13 percent of firms consider access to finance as a major constraint, but 58 percent of investments by firms are financed
by internal funds and only 16 percent by bank financing. By contrast, in Vietnam only 30 percent of investments ate
internally funded and yet access to finance is identified as the top constraint by firms (with 40 percent of firms considering
access to finance as a major constraint).

22 The development of rural financial markets is hindered by several factors: (i) dispersed populations and poor transport and
communications facilities; (i) high risks associated with rain-fed agriculture; (i) absence of physical collateral and land-
tenure systems that minimize the value and use of land as collateral; and (iv) past history of state involvement and subsidized
lending, which led to low recovery rates. These problems, some of which may affect urban microenterptise finance, tend
to be more acute in rural areas.
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loans (20 percent against 43 percent in the
China sample; however, China's financial sector
is not the best even by emerging market
standards, levels of
nonperforming loans). As indicated above, the
situation is better in India, where 54 percent of
small businesses have active bank credit lines or
overdraft facilities. This figure is much higher
than that for China, suggesting that India's
investment climate is clearly better in this
respect. But the India figure is lower than
Brazil's by about 50 percent. A greater
proportion of small businesses might thus have
been rationed out of formal credit markets in
India than could otherwise be the case even by
emerging market standards.”

given its large

Within countries, access to formal finance
vaties by regions and sectors. Thus, in Sri
Lanka, new investments in rural enterprises
are financed largely from internal sources (43
percent) and family and friends (35 percent),
In Bhutan, companies in the
likely  than
manufacturing companies to be credit
constrained, and fewer had bank credit®
Access to credit is also highly correlated with
size; a much greater proportion of large firms
than small firms have access to external
finance. In Nepal, for example, about 60
percent of firms with fewer than 50 workers
had access to credit, while 84 percent and 93

respectively.

service sector were more

percent respectively of the largest two size

categories (in terms of employment) use some
form of credit. This differential access is even
more pronounced for long-term credit. Close
to 30 percent of the firms in the two largest-
size categories have access to long-term credit,
while only 17 percent of firms in the two
smallest-size categories do. In Sri Lanka,
small firms are forced to rely more on internal
financing, leasing, and informal and family
sources. In Pakistan, 18 percent of small
firms and 50 percent of all large firms have
access to overdrafts.” Fifty-seven percent of
new investment by SMEs and 67 percent of
working capital finance comes from internal
finance or retained earnings; only about 7
percent of funds for new investment or
working capital come from banks or other
financial institutions.

Collateral requirements are typically high (see
figure 11). However, the analysis of the data
on collateral-more specifically, the value of
collateral as a percentage of loan value-can be
misleading, A lower value does not necessarily

-mean a more efficient banking sector or an

easier access to credit. Conservative banks
have a strong preference for real estate
collateral and will therefore exclude many
potential borrowers, in particular SMEs, which
More
dynamic banks will accept a wide range of
such as

often cannot provide such collateral.

collateral, machinery, inventory,

vehicles, and consumer durables, but the

23 Even during their initial phase, Indian SMEs have traditionally relied much more on debt financing-from banks and nonbank
financial institutions (NBFIs)-than their counterparts elsewhere. But the shrinkage of the NBFI sector in response to policy
and regulatory changes since 1997 has meant that SMEs no longer have access to finance from this source. And bank credit
to SMEs has also dropped sharply since 1997, The limited debt financing available to Indian SMEs is of a short maturity
{less than one year} and is relatdvely costly compared with options available to their counterparts in other countries.

24 This difference may arise because service companies generally have fewer physical assets to pledge for collateral-or because
lenders are less comfortable in assessing the risks of such service providers as tour operators, transport firms, and computer

training schools.

25 Higher interest rates and the lower share of loans extended to SMEs are not necessarily evidence of market failure. Smaller
firms have a higher turnover rate than larger firms, making them riskier to lend to. Given the fixed overhead costs per loan,
the smaller size of loans extended to smaller firms also makes lending to them less profitable for banks. Small firms also
often have less collateral and less of a proven track record, making it harder for banks to assess their creditworthiness.
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Cost of finance. While access to ol R 3
finance is most commonly @@

cited as a problem, in a few
countries the cost of finance is
a problem too. For example, in
Sri Lanka, almost a third of
urban  firms and  rural

businesses cited cost of finance as a major
Urban firms in Sri Lanka did not
mention access to finance as a major problem
but reported that the cost of finance is the
fourth biggest constraint to expanding or
operating their businesses. The problem is
more serious for small firms and rural firms.
Small urban manufacturing firms reported
paying significantly higher average interest rates
(18 percent) than did large ones (12 percent).
Within the rural enterprises surveyed, 60
percent identified high interest rates on loans,
and nearly 50 percent identified tedious loan
procedures as major or severe constraints. In
Bhutan, high nominal and real interest rates
were a major concern for firms. Real interest
rates ranged between 7 percent and 10 percent

at the time of the survey.

constraint.

Lack of innovative financial instruments. In Bhutan,
for example, the banking system provides few
innovative lending instruments. The survey team
came across only one example of factoring
which the Royal Insurance

services, 1in
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Corporation of Bhutan provided loans to a
private entity based on work orders.
this practice does not appear to be common.
Other services that are missing include leasing
finance, private debt markets, electronic banking,
automated teller machines, venture capital (or

However,

risk capital) for start-up enterprises, and even
credit or debit card facilities.

A variety of factors lmut access to finance for South
Asian firms.

The factors constraining SME finance in India
provide a glimpse of the root causes of the
problem. A of credit
imperfections result in high transactions costs
and default risk. Specific problems include the
following: (i) problems in using land as
collateral, lenders' nonrecognition of other
types of collateral, and difficulty in collateral
enforcement and loan recovery; (i) insufficient
credit information on SMEs; (i) poor SME
credit-assessment practices and poor lending
technologies, such as inadequate use of credit

variety market

scoring/rating tools; and (iv) a bankruptcy

The likely value of the asset if sold by the bank in case of the borrower's nonrepayment of the loan.

22
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framework that prevents easy exits for troubled
A fifth possible contributor is the
degree of confidence lenders have in the

firms.

contract enforcement mechanisms of the
courts. These problems recur in other parts of
South Asia.

Heavy reliance on collateral. Collateral plays a vital
role in the availability of finance, and lack of
collateral is thus a major constraining factor. In
Sri Lanka, being more productive does not
help a firm obtain a loan. Banks are unable to
discriminate on the basis of performance and
instead rely heavily on the value of collateral
when considering a loan application. For rural
enterprises, land is important as collateral.
Almost a quarter of loans to rural enterprises
in Sri Lanka required collateral, and land was
offered in 75 percent of these transactions.
However, high levels of public landownership,
unclear ownership records, and widespread
restrictions on the use and transfer of land
make it difficult to use land as collateral,
limiting access to external finance. High
collateral requirements were cited as reasons
tor not applying for loans by nearly all
tespondents in the Pakistan survey who
needed a loan but did not apply for one.

Shallow financial system. The financial system in
most South Asian countries is shallow.
Although Sri Lanka's financial sector has
developed and expanded over the past two
decades, private sector credit amounts to about
38 percent of GDP, compared to 125 percent
in China. The ratio is even less in other South
Asian countries-27 percent of GDP in
Bangladesh, 28 percent in Pakistan, and 29
percent in India. Capitalization of equity
markets in India is 30 percent but only 15
percent in Sri Lanka, compared to about 40
percent in China. The financial sector of
Maldives is very narrow and dominated by the
banking sector, which consists of one locally
owned commercial bank, branches of three

23

South Asian state-owned commercial banks,
and a branch of a widely known international
bank.

Public sector dominance. In some South Asian
countries, the public sector continues to
dominate the banking sector. In Sri Lanka,
the commercial banking sector still
dominated by the two state banks, the Bank of
Ceylon and People's Bank, accounting for
about 45 percent of assets, although this
proportion represents an important decline
compared to that in the early 1980s. The
significant level of nonperforming loans and
inefficiencies of state banks contribute to high
intermediation costs. This in turn results in
high cost of funding for the banking sector as
a whole as the more efficient private banks are
able to operate with similar lending rates while
enjoying high profits. In Bangladesh, at the
time of the investment climate survey, 40
percent  of  industrial  loans
nonperforming. In Bhutan, high interest rates
are also blamed on the relatively large share of
nonperforming assets in the banking system
(interviews suggest that it is about 15 percent),
which has further increased banking costs.

is

were

Crowding-ont effect of  government borrowing.
Another cause for the high costs of finance is
the crowding-out effect of government
borrowing. In Sri Lanka, where high cost of
capital is cited as a major constraint, persistent
budget deficits have led government to borrow
heavily from the banking sector, driving up
interest rates.

Deficiencies in setting interest rates. Banks in South
Asia often set interest rates based on the
borrower's sector rather than its risk profile.
Training bank credit officers to properly assess
risk is an important step in moving banks away
from using simplistic and less relevant criteria
in determining interest rates-and in moving
toward market-determined rates.
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Weak information and enforcement. Bhutan
exemplifies the case of weak information and
enforcement, but the problem is widespread in
South Asia. In Bhutan, banks attribute their
reluctance to lend to two factors. The first is
lack of information and of mechanisms to
collect information, which makes it difficult to
identify profitable projects in
environment. Most firms do not keep accurate,
transparent financial accounts, and Bhutan has
no credit rating agencies or other institutions
providing information on borrowers. Bhutan's
small, thin market, where few firms are

a risky

diversified, is particularly vulnerable to shocks,
and predicting earnings is difficult. Moreover,
because banks lack information and well-
trained loan officers, they are unable to
adequately monitor the use of borrowed funds.

The second factor is inability to enforce
contracts.  In Bhutan, the legal code i1s
improving rapidly and many new laws have been
passed, but financial mstitutions still find it
difficult to enforce agreements or seize
collateral. While the laws may be adequate, they
are not enforced. Courts are extremely slow and
inefficient, and seizing the assets of borrowers
who default is almost impossible unless the
property is directly attached to the loan. Thus all
banks demand high collateral, specifically tied to
a loan, so that it can be seized to offset the cost
of long court proceedings. That the courts are
considered a very inefficient way to resolve
disputes is evidenced by the fact that only about
5 percent of firms in the Bhutan survey
reported hiring a lawyer or threatening to take a
client to court for nonpayment.

In Nepal, the vast majority of external credit
comes from commercial banks, and for various
banks difficulties
obtaining information on clients, assessing their
risk, and enforcing contracts. The way that the

rfeasons face enormous

tax laws are enforced discourages tirms from
keeping accurate books that banks can rely on.
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Money is fungible and it is difficult for banks to
monitor how their loans are used. Once
contracts are written the legal mechanisms for
enforcing them are so weak that they cannot be
relied upon. For these and other reasons, banks
restrict the length of loans and demand high
levels of collateral and personal guarantees.

Lack of insurance is a particularly serious
problem in Afghanistan. Afghan firms are
faced with an almost complete absence of
insurance. Many managers and potential
investors have cited the lack of insurance as a
major reason that they are hesitating to invest.
The insurance sector in Afghanistan is in dire
straits.  The sole insurance company, the
Afghan National Insurance Company, i1s
substantially undercapitalized and in a weak
position. The Afghanistan
Investment Guarantee Facility has been
established to mitigate political risk and not life
and nonlife commercial risks. But until there is
a new insurance law, it is unlikely that there will
be any new providers of normal business
insurance. The existing insurance law is more
than 40 years old (1962) and therefore requires
substantial ~ modifications indeed
replacement by a new law to be consistent with

financial

or

the new commercial environment.

Land

The efficiency of the land market, both as a
factor of production as well as an asset that can
be leveraged into capital through registration
and mortgage, is not cited as a major obstacle
in most South Asia ICAs. The subject of land
issues Is treated sporadically in the South Asia
ICAs, as apart from Bangladesh, fewer firms
in South Asia than in China or Brazil report
access to land and registering land as a major
This
result is more a statement of the relative

deficiency in the investment climate.

importance than an indication of a well-
functioning land market in South Asia.
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An exception is Afghanistan, where it is
exceptionally difficult for businesses to get
clear title to new land, especially serviced land
(see box below). The lack of certainty in land
tenure discourages existing businesses from
making large new investments and effectively
prohibits new investors, especially foreign
from entering the market. The
difficulty of obtaining new land is borne out by
the survey. Nearly 56 percent of the firms who
had tried to acquire new land in the past three
years were unsuccessful.

investors,

The World Bank's Doing Business indicators
show that registering property in Pakistan,
India, and Sri Lanka takes longer and costs
more than in China or Brazil” In particular,
although in India access to land is not
considered as urgent as power supply, there is
evidence that regulatory distortions and unclear
property rights in the land market have caused
the cost of land to account for a higher
proportion of business costs in India than
elsewhere in South and East Asia. Anecdotal
evidence from Pakistan indicates that court

systems are dominated by cases over disputes
involving land issues. For the other country for
which land issues were addressed, Sri Lanka,
land is a bigger issue for urban than rural firms,
with 10 percent of urban businesses citing
access as a major problem compared to only 2
percent in rural areas.

Labor Markets and Skills

The two major labor issues in South Asia are
the rigidity of labor markets in several
countries and the shortage of skilled labor in
most countries.

Labor regnlations vary across South Asia.

Labor regulations are a key constraint for firms
in many South Asian countries, while they tend
to be less of an issue for some of their
neighbors. Regulations impinge mostly on the
tiring side and are relatively more flexible on
the hiring side. According to the Doing Business
study, the region has the lowest hiring cost in
the world and also scores low on the index of

Vnmes ol Mghan entrepreneurs The chaﬂenge ol getting lami

"Obtalmng iand has ﬁeen the mam pmb!&m forus. The fnrmer Mlmstry of Light Industries had aﬂocated a p&ot of land for &s m the Pui-e—t}hamm
area of Kabu!l. However. we are vet to get this: government land and we are not sure we ever will. We have applied for a plot of land to AISA [the
Afghamstan lnvestment Suppur! Agency} but have nnt got a fes;mnse yet, MSA has pmmesed 10 hem but we da not km)mf they have the capacity

4 i ,by expammg production capacity. marketing netw’ }
reduce the‘c ntw's ﬂeﬁenﬁance en impmtet! mj : ccme anff pefhaps even EXMH o the netgh G .

27 World Bank, Doing Business in 2006, Creating Jobs.
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rigidity of hours worked.” However, as
described in detail below, there is much less
flexibility with regard to firing workers and,
even on other aspects where the region on
average does well, some countries have onerous
regulations. The absence of a well-functioning
labor market can offset the benefits of a well-
educated workforce. This is evident, to some
extent, in Sri Lanka and India.

Sri Lanka's labor regulations are ranked
among the top five obstacles in the investment
climate by urban manufacturing firms.
Intlexible and arbitrary, these regulations create
uncertainty about the costs of hiring and firing
workers, thus discouraging investment. An
example is the mandated payments for
redundancy, which are many times those
legislated in other Asian countries.” The
Termination of Employment of Workers Act
(TEWA) of 1971 makes it very difficult for
tirms to fire or lay off workers. Employers are
most concerned about the discretionary and
opaque administrative process for obtaining
authorization to lay off workers.  The
government may refuse authorization, creating
uncertainty about the ability to lay off workers.
Lengthy procedures add to the uncertainty:
many cases drag on for years while employers
must explain their financial performance and

holidays and leave than in almost any other
country in the world.

In Bhutan, the labor market is segmented with
an estimated 50 percent of formal wage
employment accounted for by non-nationals,
mostly Indians.  Recruitment of foreign
workers is subject to stringent restrictions and,
when permitted,
procedures. These factors may explain why a
large proportion of firms in Bhutan (more than
30 percent) cite labor regulations as a major or
severe constraint. Rules regarding employment
of national workers are less stringent and are

entails time-consuming

not well enforced; firms report some flexibility
in hiring and firing employees, and in setting
wages without any influence of organized
labor.™

In India, 17 percent of firms identified labor
regulation as an impediment to growth.
Regulations make it virtually impossible to fire
a worker. India scores 90 out of 100 on the
Doing Business Difticulty-of-firing Index, relative
to 43 on average in South Asia, 23 in East Asia,
and 27 in Organisation for Economic Co-
operation and Development (OECD) member
countries. Firms must pay 79 weeks of salary
in notice, severance, and penalties to dismiss a
worker-compared with a regional average of 75
weeks, and East Asia and OECD averages of

business plans to justify the layoff. Labor 14 N 4 35 L el Thi

. . . [t 8 1 CEeKSs, res Cty A 1y
regulations in Sri Lanka also mandate more weeks 4 W » fespectively. 1y
28 The cost to hire a new worker accounts for only 5.1 percent of a worker's salary. The rigidity-of-hours index for South Asja
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is also low, at 35 on a scale from 0 to 100 (where 100 is the highest rigidity), reflecting relatively few restrictions on overtime
and annual paid vacation. This level even surpasses that of OECD countries (an average of 50) and trails only East Asia.

In 2004 Sri Lanka increased the maximum severance payments for workers with 20 years of service from 36 months of
wages tw 48, making it the most expensive place in the world after Sierra Leone to dismiss workers.

There have been some reform initiatives after the Bhutan ICA was written. The government has recently prepared a draft
Labor and Employment Act to balance the legitimate needs of workers with the promoton of private-sector activity. Once
effective, this act will (i) allow Bhutanese, particulatly youths, to be employed in a wider spectrum of economic activities; (i)
allow for more-flexible working hours; (i) allow night work in industries requiring a round-the-clock-work schedule; and
(iv) help streamline processes and reduce the time required for recruiting foreign workers. The act is expected to be
submitted to the Committee of the Council of Ministers before the end of 2006. A range of reforms to streamline the
process for recruiting foreign workers were implemented recently. In particular, an online recruitment system has cut the
time to obtain foreign worker permits from three months to three weeks. And a one-stop service center was established,
allowing applicants to complete all the formalides required for foreign worker recruitment in one place.

26



THE INVESTMENT CLIMATE IN SOUTH ASIA

percent of firms reported that they would
employ fewer workers if they were free to
choose their employment levels. Of those
reporting excess labor, 30 percent attributed
overstaffing to laws and regulations that limit
tiring of workers; 17 percent reported pressure
from unions; and 13 percent reported
government or political pressure. Absenteeism
is a problem, imposing costs on
production and the potential profitability of
enterprises. India's labor regulations are also
There are 47 central

also

unusually complex.
government laws and 157 state regulations that
directly affect labor markets.
often inconsistent and at times overlapping, As
a result, it is almost impossible for either firms
or workers to be aware of their rights and

These laws are

obligations, or for enforcement authorities to
ensure compliance with regulations.

Labor regulation in Pakistan is excessive by
international standards, as can be seen from
data on a number of indicators of labor market
flexibility. ~ According to the Doing Business
indicators Pakistan's overall indicator for
restrictiveness of employment laws is the
highest in the South Asia region, and is much

higher than indicators for the East Asian '

countries, including Malaysia and Singapore.
Since the employment regulations are most
applicable for permanent workers, Pakistani
firms have resorted to large-scale hiring of
temporary workers. According to the 2002
investment climate survey, the proportion of
temporary workers in Pakistani businesses is
one of the highest by any international
standard, standing at about 36 percent
compared to, for example, 15 percent in India
and 3 percent in Bangladesh.

In Nepal, the most problematic regulation for
firms is the retrenchment provisions for
permanent labor. Twelve percent of firms
identified it as the one of their top three

business problems. Labor regulations require

firms to make all employees permanent after
working 240 days.  After they become
permanent, workers cannot be laid off or fired
without the consent of the labor department, a
process that can take months or sometimes
years. Market needs are not considered
sufficient grounds for such consent.

Conversely, few firms in Bangladesh believe
that labor issues impede their growth; less than
10 percent of firms consider labor regulations to
be a major constraint (see box below). When
asked what ideal staffing levels would be if
hiring and firing were costless, the median firm
in the investment climate survey reported that
its current staffing level was ideal. Afghanistan
has made significant progress with regard to
labor regulation (Afghanistan now ranks 25th in
the 2005 Doing Business Index on Hiring and
Firing). Regulations governing hiring, firing, and
working hours all give Afghan firms significant
flexibility. In Maldives, although 28 percent of
the firms consider labor regulations as a major
or severe constraint, it is not cited by the firms
as one of the top constraints (it ranked as the
12th constraint). According to the Doing Business
indicators, Maldives ranks fifth in the world on
the ease of hiring and firing-and is by far the
best-performing South Asian country on this
indicator. The cost of hiring is zero-there are no
social security taxes or payroll taxes associated
with recruiting a worker. There are minimal
restrictions on work conditions. Employees are
prohibited from working more than 10 hours in
a day, but there are no restrictions on night or
holiday work and no mandated annual leave.
Firing is more costly. Employers must pay 20
weeks of wages in severance, penalties, and
notice to dismiss workers.

Many South Asian firms Jace a shortage of skilled

workers.

Shortage of skilled labor affects South Asian
countries at various levels. Firms in Maldives,
Bhutan, and Nepal complain the most about
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shortage of skilled labor. Asked about their
biggest business problem, firms in all sectors
and locations in Bhutan overwhelmingly cited
the lack of skilled labor. Managers report that
the skills provided by most schools and training
institutions do not match the skills needed by
industry. So while a growing number of school
leavers cannot find jobs, firms feel that their
biggest problem is a shortage of skilled and
experienced labor. Despite
improvements, inadequacy of local skilled
labor continues to be a major problem in
Maldives, where 45 percent of firms cited this
inadequacy as a major or severe constraint. In
Nepal, firms ranked shortage of skilled labor
as their fourth main constraint.

some

Sri Lanka's labor force is well educated
compared with those in other lower-middle-
income countries.  Yet the demand for
technical, managerial, and computer skills still
outpaces supply. In India and Pakistan, one
in eight businesses identified skill shortages as
a major obstacle to the expansion of their
business; in Bangladesh, the proportion is 19
percent. Similarly, firms in Afghanistan do
not express concerns about a shortage of
skilled labor, despite high illiteracy and poor
education.  During the two-decade long
conflict many of Afghanistan's best-qualified

- workers, those with the best opportunities
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abroad, fled. Consequently,
management, skilled technicians, and educated

qualified

professionals are scarcely available to today's
enterprises. However, it is understandable that
Afghan firms face many other challenges and
might not yet consider skills shortage as their
most pressing constraint.

As is the case with transportation, the way
firms responded to questions about skills
shortages depended on the industrial structure.
This pattern is illustrated by the case of India,
where a typical firm reported filling a skilled
vacancy within three days, as opposed to six in
Brazil. This comparison may suggest that skill
shortages are not as ubiquitous or biting a
problem in Indian industry as they appeat to be
in Brazil. However, this does not necessatily
mean that India has a larger pool of skilled
workers than Brazil. It means only that there
are more skill shortages in Brazil, possibly
because the demand for skills in those
countries is greater, which would also be
consistent with their higher investment rates in
more skill-intensive industries. That India
apparently faces fewer skill shortages than
Brazil is not therefore necessarily a plus for the
current investment climate in India.

The shortage of a skilled labor force has a
vatiety of origins. In Bangladesh, illiteracy
remains high despite recent improvements in
school enrollment. This high incidence of
illiteracy reflects the poor education tresults in
the 1970s and 1980s and the difficulty of quickly
reducing illiteracy among adults. In addition,
there has been a "brain drain" of skilled workers.
Brain Drain has also been the case in Sri
Lanka. A ranking by the Wotld Economic
Forum in 2003 shows that Sri Lanka has among
the highest levels of brain drain in a set of
comparator countries. In Afghanistan, the
skills shortage caused by war is exacerbated by
the barriers to educating girls and employing
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women in most jobs outside the home. In
Bhutan, the skilled labor shortage is due to the
government's absorption of most skilled and
educated workers, which is compounded by the
fact that most educated Bhutanese have a strong
preference for working in the public rather than
the private sector.
slowly changing as the government absotbs
tewer and fewer school leavers and graduates.

However, this situation is

Innovation and Technology

Technology is another important factor
affecting firm-level performance, especially in
the present context of a highly globalized and
knowledge-based system of production. To
enter world markets and compete successfully
with imports, firms must improve their
productivity. That means not only upgrading
their human capital but also adopting
appropriate new technology. Technology is a
general term covering a wide range of areas.
Those most relevant to South Asia include
management knowledge, market knowledge,
production technology, design and product
development, information technology, and
management and quality systems. Use of the
The Internet
has become one of the most efficient ways for
firms to communicate and to conduct business
with distant clients.

Internet is another dimension.

Sonth Asian firms do not innovate much and face
difficulties in acquiring technology.

Bangladesh exemplifies the typical South
Asian pattern of firms' low investment in
research and development (R&D). Bangladesh
spends less on R&D as a share of GDP than
do most other developing countries in East and
South Asia for which data are available. R&D
spending totaled about 0.03 percent of GDP in
Bangladesh compared to about 0.2 percent in
the Philippines and Malaysia and about 0.7
percent in China and India. The low level of
R&D spending in Bangladesh is reflected in
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relatively low levels for other measutes of
For example, companies and
individuals in Bangladesh were granted fewer
U.S. patents per capita than were those in other
developing countries in Fast and South Asia.
Similarly, basic research appears to be weaker in
Bangladesh than in other countries in the
region: authors from Bangladesh published
fewer scientific articles per capita than did

innovation.

those from any of the comparator countries in
East and South Asia except Indonesia. Sri
Lanka is doing relatively better, but even there
firms tend to invest little in R&D: 0.11 percent
of sales, on average. However, levels of R&D
investment are close to those observed in
similar industries in developing countries such
as China and India. Technology use in Sri
Lanka, as measured by the share of firms using
e-mail and computers, is also close to that in
China.
difficulties in searching for, acquiring, and
absorbing technology (see box).

South Asian firms also face many

South Asian firms do not make much use of modern
systems of communication.

This is
symptomatic of a telecommunications sector
that suffers from shortage of fixed telephone
lines and lacks the capacity to provide a
sufficient range of services. In India, there is
relatively greater use of the Internet but with

Internet use is low in South Asia.

variations in Internet connectivity across states.
Forty-seven percent of SMEs in the good-
climate states use the Internet to conduct
business, while only 27 percent of SMEs in
poor-climate states do so. Only 30 percent of
businesses in Pakistan normally communicate
with their customers or suppliers using the
Internet-far fewer than the 71 percent of firms
that do so in China. In Afghanistan, business
use of the Internet is nearly nonexistent
outside of a few of the largest cities. On
average, 15 percent of the surveyed firms
regularly use e-mail in interactions with their
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Dlﬁiculttes faced in searching for, acqmrmg, and absorbing technology

Searching for techno!ogy Large firms generally rely on their equipment suppliers and buyers to identify sources of technolagy, but many
recognize that they need more advanced technofogy that they cannot easily identify. Small companies offen use guesswork to estimate their

technology needs, which frequently leads to costly mistakes.

Acquiring technalogy. Acquiring technology is less problematic, though still time consuming, ¥ companies use reliable suppliers who
commisgion the equipment and provide training for operators. Firms acquiring used equipment, however, often find that it is
defective. Hiring consultants can alse be problematic, since many may he inappropriate unless recommended by a supplier or buyer.

Absorbing technology. Absorbing-or internalizing-technology poses significant challenges. Once production technology is acquired, it often has
to be adapted to meet orders from customers. Some firms reported that such absorption problems can increase the costs of technology transfer

by one-third. Maintenance and spare parts add farther difficulties.

incorrect or

clients and suppliers and 9 percent use Web
pages. In Maldives, however, the penetration
of telecommunications is very high among the
business community compared to the other
South Asian countries. The percentage of
firms that use e-mail regularly to interact with
clients stands at 98 percent in the tourism
sector, 96 percent in the manufacturing sector,
and 84 percent in the transport and logistics
sector.

Firms do not innovate becanse they have little incentive
or capacity to do so...

Bhutan is a case in point. In Bhutan, the
preferential access to the Indian market, India's
high tariffs, and the natural protection provided
by Bhutan's remote location have led to little
domestic competition and created few
incentives for firms to innovate and seck
productivity improvements. Few resources are
devoted to improving production processes ofr
introducing new products. Investment is low
and directed mainly at increasing production or
replacing worn machinery with existing
technology, mostly from India. In Nepal,
many of the "learning” mechanisms are weak
or missing: direct foreign investment is low, few
firms train worketrs, business and technical
training institutions are underdeveloped, local
technical consulting services are weak
(although there is some opportunity to bring in
technical experts from India), and in many
industries, buyers and suppliers are not visiting
Nepal on a regular basts, which limits the

possibilities for technology transfer.
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.. but they wonld benefit if they did so.

Evidence from South Asia confirms that
innovation and use of modern technology has
a positive impact on firm performance. In
Nepal, the weaknesses in technology transfer
mechanisms contribute to low enterprise and
worker productivity. Firms in Nepal that do

have access to technology transfer or "learning

mechanisms,”  such as training, foreign
ownership, foreign licensing, and technical
agreements  have  significantly  higher

productivity than other enterprises. In
Bhutan, the low investment in improving
production techniques, combined with the lack
of worker training, has led to low productivity
and a lack of competitiveness for most
Bhutanese products, both globally and within
South Asia. In Maldives, the proxy measure
employed for technology (that is, regular use of
e-mail and Web sites in business operations)
was positive and significant as a determinant of
productivity and sales growth.  Foreign
competition and use of e-mail and Web sites
for business
determinants of enterprise performance.

activities emerge as key

D. Regulatory Burden and Corruption
Regulatory Burden

Starting a business can be a hassle; running it even
more so.

In many countries bureaucratic red tape can
slow the creation and growth of formal-sector
businesses or drive them into the informal
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economy. Generally, the regulatory burden
faced by private sector firms consists of tax and
customs administration, regulatory inspections,
labor regulations, and other administrative
interventions affecting the running of a business
on a day-to-day basis. In addition to its role in
the regulation of business start-up, closure, and
provision of industrial incentives, government
intervention manifests itself though customs
inspections, visits by tax officials, and other
inspections to enforce a variety of health, safety,
and environmental standards.

While these inspections are not in themselves
different in South Asia than in the rest of the
wotld, the issue for most of the countties is that
of discretion in enforcement as well as the
frequent and arbitrary nature of the wisits.
Bureaucratic procedures required to do business
are often seen as rent-seeking opportunities by
corrupt public servants.
procedures can quickly mushroom, stifling even

As a result, such

the most entrepreneurial individuals. Surveys of
the business climate in South Asian countries,
including Bhutan, India, Nepal,
Pakistan, all point to heavy regulation and

and

government unpredictability as a key constraint
to private sector performance.

Once started, firms bear a regulatory burden on
their operations. An indicator of this burden is
the time senior managers spend dealing with
officials of regulating agencies and the frequency
with which officials pay inspection visits to
factory premises. A case in point is India. Here,
most laws that regulate the private sector are
federal. However, their administration is mainly
the responsibility of state governments, which
have considerable discretion in enforcement.
State inspectors are the chief enforcers through

routine visits to business premises; they have the
power to suspend plant operations if required for
inspection purposes. The inspections enforce
many rules and regulations that are not
necessarily much different from those in
developed economies. However, in India, as in
much of the developing world, government
officers have too much discretion in deciding
which tules to enforce, on whom, when, and how.

The burden of regulation is, on average,
smaller in India, at 7.4 visits a year for a typical
business, than in China (26.7 visits a year).”
However, paradoxically, senior managers of
small businesses in India typically spend a
greater share of their time dealing with
regulations (11.9 percent) than do their Chinese
(7.8 percent) or Brazilian (7.2 percent)
counterparts. Moreover, Indian industry does
suffer from more cumbersome and costly entry
and exit regulation compared not only to China
and Brazil, but also to other large-economy
compatrators such as Mexico and the Russian
Federation.

Firms in Pakistan reported that a large
amount of time and energy is lost on
regulation, as senior managers spend an
average of 10 percent of their time dealing
with regulatory agencies. This is compared
with less than half that amount of time for
firms in Bangladesh (4.3 percent) and three
quarters of the time in China (7.5 percent).

Tax and customs administration is widely cited
in South Asia as a major source of regulatory
In Pakistan, tax and customs
administration 1s the leading obstacle to a
conducive investment climate, and 60 percent

hassle.

of business contact with government officials

3 Things have improved over time. The average number of inspections per year for the 2003 India-wide sample (7.4)

represents an improvement over 2000 (11.7).
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is because of visits by tax agents. In India, tax
and customs issues are not as burdensome as
for firms in China, Brazil, and other countries
of South Asia, and in fact have improved
during the past three years with fewer
inspections and fewer days to clear customs.

An exception to the South Asian pattern of
heavy regulatory burden is Sri Lanka, where
businesses do not appear to suffer from these
problems. In sharp contrast with neighboring
countries, Sri Lanka has made big strides in
reducing red tape, and it has improved the
governance framework to the point where it no
longer poses a significant obstacle to doing
business. Procedures for registering a new firm
are simple-and, unusually, more than half of
rural enterprises are registered. Today it is not
only easy to start a business (see box below),
but also relatively easy to run a business once
started. Less than 8 percent of all firms in Sri
Lanka cited licensing and operating permits as
a constraint to doing business. Less than 15
percent complained of being constrained by
tax administration, crime, customs regulations,
or corruption.

Corruption

Corruption is a major problem in many Sonth Asia
conntries and can be traced to the discretionary power of
government officials.

Corruption is associated with a heavy regulatory
burden although the latter has other costs as well.
Gathering reliable information on corruption is
difficult, understandably, since firms may be
reluctant to provide detailled answers on
unofficial payments. Corruption is particularly
serious in Afghanistan, where it has recently
shot up in the list of constraints cited by firms,
and Bangladesh, where it has been a problem
for 2 while. Firms in India, Nepal, and
Pakistan also complain about corruption. Two
South Asian countries fare relatively better on
this front: Sri Lanka and Bhutan.
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It is refatively easy to start a business in
Sri Lanka

Starting a business in Sri Lanka involves relatively little red tape,
Nearly 74 percent of urban manufacturing firms reported that
obtaining a business license or operating permit was not a problem,
compared with 37 percent in India, 41 percent in China, and 51
percent in the Philippines. Less than & percent of uwrban
manufacturing firms and 4 percent of rural nonfarm enterprises
cited the procedure as 2 major or severe obstacle,

The administrative burden for start-ups in Sri Lanka has become
lighter only in recent vears. In 2002, entrepreneurs wishing to
register a fimited liability company had to undertake eight
procedures taking at least 73 days and costing $127, equivalent to
15 percent of per capita gross national income (GN1). In the past
year the process was simpiified, reducing the number of procedures
1o seven, the average time to 50 days, and the cost to just under 11
percent of GNI. Even so, Sri Lanka still trails behind more-dynamic
East Asian economies in the time it takes to open a business.
Further efficiency gains are likely, however, with the government
planning to automate the company registry.

Corruption is endemic in Afghanistan and
adds to the uncertainty facing businesspeople.
It is especially threatening to foreign investors
or Afghans returning from overseas who do
not have powerful patrons or understand the
system. In the 2005
International Corruption Perception Index,
Afghanistan ranks 117th, which places it
among the world's most corrupt countries.
Nearly 58 percent of the sample covered by the

Transparency

investment climate survey cited corruption as a
major severe problem, which
corruption just behind access to land and
electricity. Afghan firms report that on average

ot ranks

they pay an amount in bribes equivalent to
more than 8 percent of sales, which is more
than four times the average reported in
neighboring Pakistan. In addition, when
Afghan firms obtain a government contract,
they have to pay almost 8 percent of the
contract value in bribes.

Corruption is also a key issue in Bangladesh,
which ranks the lowest (158th) on the 2005
Transparency  International  Corruption
Perception Index. More than half of all firms
in the sample reported that corruption was
either a major or very severe obstacle to their
growth. The incidence of corruption varies
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between agencies. The customs and tax
agencies top the list, both in the frequency with
which firms reported making payments to
them and in the payments required. While a
relatively small number of firms reported
making unofficial payments to the gas company
for connections, the payments were very large,
averaging close to 100,000 taka for a
connection.”

A high proportion of businesses in India find
corruption to be a major or severe obstacle to
business success. Corruption is often greater
where the system of regulation under which
businesses operate is complex, lending greater
room for discretion to functionaries who deal
with enforcement. Individual government
officers seem to have too much discretion in
deciding which rules to enforce, on whom,
when, and sometimes, how. In many cases
inspection visits are arbitrary or excessive, and
are viewed by business owners as punitive, or as
a veiled demand for bribes. In Nepal, firms
report that corruption is pervasive and exists
throughout the government. It is rampant in
places where public officials have discretion to
interpret unclear laws. Firms noted that the
introduction of new laws, such as the value
added tax (VAT) and environmental laws, have
created new opportunities for corruption.”
Transparency International ranks Pakistan at
144th rank on its 2005 Corruption Perception
Index. A third of firms in Pakistan reported
having made unofficial payments. Tax and
labor officials are far more likely than other
officials in the country to seek such payments.

Measures of perceived corruption from
Transparency International show that Sri
Lanka has a much smaller problem of
corruption than its South Asian neighbors, in
keeping with its lower regulatory burden.
Among urban firms in Sti Lanka, more than half
reported that corruption was no problem,
compared with 21 percent in India. Around 11
percent of rural enterprises that dealt with
government agencies for registration, and 8
percent that dealt with agencies for licensing,
reported making unofficial payments. These
payments were equivalent to 5-6 percent of the
official licensing or registration fee. Rural
entrepreneurs also reported that laws and
regulations are occasionally misinterpreted or
manipulated by officials as a result of a lack of
knowledge among officials or because of ethnic,
soclal, or income biases. Thus, while less of a
problem than in its South Asian neighbors,
corruption nevertheless exists in Sri Lanka.

Bhutan contrasts starkly with its other
neighbors.  The government is genuinely
concerned with proper administration, and
officials are seen as being honest and helpful.
But Bhutan has reached a critical point where it
could easily lose this advantage.
important government decisions have been

Many

made case by case, such as issuing a business
license, determining allowable tax deductions,
issuing permits for foreign workers, and
approving applications for foreign direct
investment. Laws and regulations have not
been clearly publicized or
implemented. The discretion that the system

consistently

32 Obtaining a connection to a gas service is a rare event. Thus the small share of firms reporting payments for connections
probably reflects the fact that most firms in the sample already have connections, not that unofficial payments for

connections are rare.

33 However, most firms report that for many services, the "corruption mechanism” operates smoothly. The level of the bribe
is fixed; red wape and delays are minimal. As a result, firms often consider the cost of corruption in a similar manner to a
user fee imposed by the government. The difference is that corrupt officials pocket the revenues instead of the government.
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allows could open the door to corruption and
certainly to the appearance of favoritism.
While this served Bhutan
reasonably well, it will become a growing
obstacle as the economy expands.

system has

E. Risk and Uncertainty
Courts and the Justice System

Entreprencurs and other investors want
assurances that contracts will be honored, that
disputes will be handled fairly and quickly by
the legal system, and that its decisions will be
enforced. Thus a country's legal system can

support investment-or seriously undermine it.

Justice delayed is justice dented: South Asian firms bave
little faith in the judiciary and tend to bypass it.

In most South Asian cduntries, businesses
typically have little faith in the judiciary. An
exception is Sri Lanka, where more than half
of rural nonfarm enterprises and urban
manufacturing firms reported that the legal
system was not a major constraint. By contrast,
in Bangladesh a third of the surveyed firms
reported that courts were never or seldom fair
or honest. More strikingly, nearly 70 percent of
firms involved in legal cases in court in the
previous three years reported that the courts
were never or seldom quick. In India,
although 75 percent of the firms were
confident that the legal system would uphold
their property rights, 88 percent of firms
responded that courts were "never," "seldom,"”
or only "sometimes" quick. Courts were also
not ranked highly for their affordability,
enforceability, and consistency. In Maldives,
approximately 40 petcent of the firms surveyed
indicated that they lacked confidence in the

judicial system to enforce their property rights
in business disputes. Only 37 percent indicated
that the interpretations of the rules were
predictable or consistent. In Afghanistan, the
formal court system barely functions and
suffers from a lack of qualified legal
professionals, no method to hold judges
accountable, and reportedly endemic
corruption.

Because of the deficiencies in the judicial
system, contract enforcement is a big problem
in most South Asian countries. Even in Sri
Lanka, despite the overall positive perception
of the legal system, enforcement of contracts
still poses an obstacle to many businesses.
While the number of procedures and the costs
involved in resolving a contract dispute in Sri
Lanka are comparable to those in OECD
countries, the process takes more than twice as
long. In Bhutan, while the legal code is
improving rapidly and many new laws have
been passed, financial institutions still find it
difficult to enforce agreements or seize
collateral. Laws may be adequate but are not
enforced.™

It is thus common for South Asian businesses
to bypass the judicial system. In Bhutan,
where courts are extremely slow or inefficient,
only about 5 percent of firms in the survey
reported hiring a lawyer or threatening to take

a client to court for nonpayment. In
Afghanistan, which lacks formal alternative
dispute resolution mechanisms such as

arbitration or mediation, businesses do not rely
on the formal judicial system but on informal
dispute  resolution The
investment climate survey also revealed that in
Afghanistan fewer than half the incidents of

mechanisms.

34 Banks reported, for example, that passing checks with insufficient funds is a violation of the criminal code, but no one has
ever tried to enforce the law. As a result, even government agencies are reluctant to take checks, Courts are extremely slow
and inefficient, and seizing pledged assets of borrowers who default is extremely difficult.
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crime or theft were reported to police and less
than 30 percent of those reported were solved.
In Nepal, firms do not normally use the court
system or go to the police to solve their
disputes. They resolve conflicts by threatening
to cut off relations with their customers either
in the same business or in other businesses
through quid-pro-quo deals made with other
firms. Most small firms are unable to collect
from their clients when they have a conflict and
have to bear the losses themselves.

A slow judiciary compounds cumbersome
regulatory procedures to make exit difficult. In
India, for example, bankruptcy procedures
involve outdated and ineffective laws that have
led to large-scale inefficiencies in the system,
often resulting in high costs of credit and high
accumulation of nonperforming assets. Recent
estimates show that it is entirely common for
proceedings to take more than two years, and
more than 60 percent of liquidation cases
before the High Courts have been in process
for more than 10 years. According to the
World Bank's Doing Business indicators it
typically takes 10 years in India to close a
business compared to 1.5 years in OECD
countries. There is also no proper formal and
informal  rehabilitation for
financially troubled companies. Lack of formal
and informal workout mechanisms leads to
inefficient use of assets and usually to an
increase in the cost of lending or winding-up

mechanism

process.

Security

Security is an actual problem in some South Asian
countries; it is looming in others.

Although security is not cited as a leading
concern for private sector firms in South Asia,
it represents a real cost burden and a deficiency
because of the need for firms to provide in-
house security services. Though considered
longer-term objectives, security concerns atre a

35

significant characteristic of commercial

systems in South Asia.

In Afghanistan, until recently, firms cited
poor security as the most important constraint
to doing business. The investment climate
survey carried out in the summer of 2005
reveals a different picture, with insecurity
figuring much lower in the list of complaints.
It is counterintuitive that most managers in the
survey did not rank crime and disorder as a
major or severe constraint. But this result can
be explained. There
improvements in the security situation in the
major cities covered by the survey. At the same
time, existing  firms developed
mechanisms to cope with insecurity, though at
The surveyed firms reported
spending 15 percent of sales for security
infrastructure, significantly more than did firms
in neighboring countries. Many firms have
formed close ties with powerful elements in
society, including warlords and government
officials, to obtain protection in addition to
resources. Security is thus a lesser concern for
them. However, new entrants and potential
investors who do not have established contacts
with powerful figures find the environment
much more daunting and are often discouraged

have been real

have

high cost.

from investing.

In Pakistan, businesses teport being exposed
to crime, ranging from petty theft to organized
violence. One in three managers is concerned
about intimidation of the
company's employees, a somewhat higher
percentage is concerned about arson, and more
than three-quarters fear theft. One in five
respondents reports that its business was the
target of at least one crime during 2000-2002.
The share is highest in NWFP, where one in
three businesses report having been victimized
In response, businesses in NWFP

extortion oOf

by crime.
spend 4.5 percent of their revenue on security,
with firms in Sindh and Punjab spending 1-2
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percent. In Nepal, security was not cited as a
major concern in the 2000 survey, but it is
clearly a bigger headache now.

In contrast, in India law enforcement and
crime seemed to be low on the list of priorities
for private firms. In Sri Lanka, only 14
percent of urban firms identified crime, theft,
and disorder as major constraints while rural
enterprises, apart from those in the north and
east, for the most part did not face law and
order problems.

F. Trade

External trade regimes that foster competition,
efficient import substitution, and production for
export play a key role in supporting a country's
investment climate. Import competition, access
to globally traded goods, and a neutral incentives
regime promote higher factor productivity and
improved competitiveness. In addition, with
globalization many countries of the South Asja
region are seeking to integrate into production
chains led by large multinational firms, which
themselves seek firms that are able to compete
on a global level.

The extent to which firms may reap the benefits
of international trade depends on a number of
factors including, in particular, the nature of the
trade policy regime, trade-related infrastructure
(especially port infrastructure), and customs
administration. Port-related infrastructure has
been discussed above. This section discusses
trade policy issues and customs administration.

Trade Policy

Much has been accomplished in South Asia in
recent years with regard to the tariff regime.
Most nontariff barriers have been removed, tarift
rates across stages of production have become

more uniform, and average tariff levels are
coming down. In particular, the process of trade
liberalization in India and Sri Lanka has been
critical in fostering the restructuring of the export
base from primary products to manufacturing,
There do remain some concerns on the part of
business in particular countries. In Pakistan,
some binding import restrictions remain and
exports have stagnated relative to those of
neighboring countries, raising questions regarding
international competitiveness. Firms in Nepal
cited effective  protection  for
manufacturing and a general bias toward trading

negative

over manufacturing in the trade regime as severe
obstacles to business. In Afghanistan,
manufacturers argued that the tariff structure is
such that they often pay more duty on imported
inputs than traders do on imports of the finished
goods. Bangladesh's average tariffs remained
higher than those in many other developing
countries in Asia.

Illegal trade is also a problem. For example,
Afghan manufacturing firms complain about
the unfair competition from smaller informal
firms that can smuggle goods into the country
and do not pay taxes. In Nepal, many firms are
concerned about the lax enforcement of
customs,  which smuggling
operations by traders.

cnecourages

Customs Administration

Onerous customs clearance procedures are one
of the most commonly cited problems in South
Asia. However, as mentioned in chapter one,
the experience of firms with customs and trade
regulations also varies widely within South Asia.
In Afghanistan, Bangladesh, and Pakistan
customs procedures are a serious problem, with
more than 30 percent of firms citing them as a
major constraint on doing business.” At the

35 This result is consistent with the ranking of these countries on the Deing Basiness Indicator on Trading Across Borders.
Afghanistan, Bangladesh, and Pakistan rank respectvely at the 125th, 123rd, and 103rd position on this indicator.
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othet end of the specttum are Bhutan and
Nepal, where less than 5 percent of all surveyed
firms cited the clearance process as a major
concern.”

In Bangladesh, 43 percent of firms involved in
trading identified customs and trade
regulations as a major constraint (which
represents the sixth most important constraint
for Bangladesh) Firms reported that it took on
average 11 days to claim imports from customs.
The World Bank Document Doing Business
reports that a firm needs 16 documents and 38
signatures to import a good. In Afghanistan,
39 percent of firms identified customs and
trade regulations as a major constraint (which
represents the sixth major constraint for
Afghan firms). It takes on average 11 days to
Pakistan needs
12 documents and 15 signatures to import.

claim imports from customs.

The average shipment of imported inputs takes
17 days to pass through customs in Pakistan,
11 in Bangladesh, 7 in India,” and 7 in China.
Delays on imports are greater than those on
exports, but export delays hurt firms more.
Foreign buyers with many suppliers to choose
from put a premium on reliable delivery.
Delays 1n  customs that a
consignment literally boat,
jeopardizing the export contract. In
Afghanistan, importing requires 10
documents and 57 separate
Businesses reported that customs officials

can mean
misses the

signatures.

discretion on the
valuation and inspection procedures, which

continue to use wide
leads to corruption and delays. Customs
procedures in Afghanistan are significantly
slower than among its neighbors, which further
erode the competitiveness of Afghan products.
On average it took firms neatly 10 days to clear
exports last year and aboutr 11 days to clear
imports.

Two countries fare better. Maldives requires
tewer documents (12 for importing), fewer
signatures (four for importing), and shorter
processing time for both exporting and
importing than do most countries in South
Asia and compared to other small-island
economies and the OECD countries. It is
ranked at the 52nd position by the Doing
Business Indicator on Trading across Borders
and is the best-performing South Asian
Broadly speaking, Sri
Lanka's ports and customs are more efficient
than those of some of its competitors. In a

country on this front.

World Economic Forum survey of port quality,
Sri Lanka's ports outperformed those of
China, India, and the Philippines, though they
ranked below those of Malaysia and Thailand.
The relatively high efficiency of Sri Lanka's
ports is due in part to reforms that introduced
competition in the Colombo port in the mid-
1990s by allowing the private sector to build
and operate a new terminal, the South Asia
Gateway Terminal. The rankings of port

36 The apparent discrepancy between the ICA data on "percent of firms that trade identifying customs and trade regulations
as a major constraint” and the Deing Business Indicaror on Trading Across Borders has several potendal explanations. The
Nepal and Bhutan ICA surveys asked the question on major constraint differently than the other surveys: these surveys
asked firms to assess whether the "import regime" (and not customs and trade regulations) is one of the three main
constraints. In addition, the Bhutan survey was undertaken in 2000 and the Nepal survey in 2001. The Deing Business data

are from 2005,

37 Clearing customs has shown improvements over time: the average number of days needed for a shipment of inputs to clear
customs was 10.3 days in 2000. For small businesses in low-tech industries in Mumbai, this figure fell from 16.5 in the 2000
survey sample to 13.6 in 2003. Similar changes were reported for "maximum delays" in customs clearance. In international
comparative terms, India's national average for customs clearance dropped below China's in 2003.
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quality are broadly consistent with the results
of investment climate surveys that show that
clearing imports through ports and customs
takes 3.5 days in Sr1 Lanka. However, port
tariffs remain high, resulting in burdensome
shipping costs, and moves per hour could be
significantly increased (Sri Lankan ports
average 25 moves per hour, compared with 100
in Singapore). Sti Lanka is ranked 92nd on the
Doing Business Indicator on Trading across
Borders.

Typically, South Asian firms face the following
problems in clearing goods through customs:
(1) procedural delays and red tape (clearing
customs is a time-consuming process); (ii)
inaccurate classification of goods (the tariff
rates on some imported goods can vary based
on how the good is classified under the
different headings of the harmonized codes,
which provide opportunities for arbitrary
delays, corruption); (i)
inaccurate valuation of goods (for fear of

decisions, and
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under-invoicing, custom officials do not use
the actual invoice value, but rather a "reference
value™); (iv) difficulties with the duty drawback
scheme (delays and rigidity of the scheme); (v)
lack of enforcement; and (vi) smuggling (which
creates unfair competition).

Trade Facilitation Services

Lack of trade facilitation services is another
important constraint. Afghan exporters, for
example, identified the lack of trade finance,
insurance, and lack of cold storage and other
storage infrastructure, along with inefficient
customs and clearance procedures, as the
biggest impediments to increasing exports.
Moreover, no independent agencies ensure
standards or certify quality. The high cost of
shipping is another impediment to trade in
Afghanistan.  Responsibility for inspecting
shipments beyond the border is not delineated
among different agencies, causing shippers
delays and raising costs.
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Chapter 3
THE COSTS OF A DEFICIENT

INVESTMENT CLIMATE

Power problems impose real costs on firms; they lower
production and tie up scarce capital.

Inadequate and poor-quality electricity supply

imposes real costs on firms, seriously
constraining business operations and growth.
Power disruptions often cause damage to
materials in process-materials that cannot be
used when power is restored and production
resumes. Power disruptions also damage
equipment, adding maintenance and repair costs

that are directly attributable to the outages.

because of the
downtime forced by outages. The typical
business in Pakistan estimates that it loses
about 5 percent of annual sales to power
outages. For Bangladesh, regression results
show that, even when industry and firm

Revenues are forgone

characteristics are controlled for, sales and
investment both suffer as the number of
power disruptions increases. Firms reported
losing more than 3 percent of production on
average as a result of problems in the
electricity grid.
India, where the average manufacturer loses
8.4 percent a year in sales, and extreme in
Afghanistan 18 percent of
merchandise value is lost because of power
disruptions (30 percent in the city of
Kandahar). The figure is less than 2 percent

The problem is worse in

where

for the average manufacturer in China or
In Sri Lanka, lack of reliable
electricity reduces the productivity of urban

Brazil.

manufacturing firms by almost half, while
among rural firms the productivity of those
without connections to the grid is 25 percent
lower than those with connections.

39

The use of generators to deal with unreliable
power supply ties up scarce capital. In India,
Pakistan, and Sri Lanka, tied-up capital
represents 11-12 percent of fixed assets for
businesses that run generators. This is one
reason Pakistani firms use more capital but
produce less output than Chinese firms. The
heavy reliance on generators in Bangladesh
means that the reported losses seriously
understate the true costs of the poorly
performing electricity grid. Generators are
costly to buy and run. In Bangladesh, while
power from the grid costs about four taka per
kilowatt-hour, it costs more than six taka per
kilowatt-hour for businesses to use their own
generators. In some countries, the relative cost

of generators is higher.

Poor transportation creates marketing problems and

often leads to spoilage

Poor transportation has its costs. For rural
firms in Sri Lanka, the poor quality of roads
and lack of
marketing problems and raise transport costs,
reducing productivity. Utrban firms report
losing 7 percent of sales due to transport
problems. Slow speeds spoil 40 percent of
agricultural produce before it reaches market.
In Afghanistan, firms reported losing 5
percent of their domestic merchandise value

transport services create

during transit because of breakage or spoilage
The
proportions are not much different for

and losing only 0.6 percent to theft.

international shipments from Afghanistan:
4.6 percent (breakage or spoilage) and 0.9
percent (theft).
compensation for such losses; only 2 percent

Firms rarely receive any
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said they were ever compensated by the
transport operators.®

In Pakistan, most urban centers of industrial
concentration are located far from the coast.
Thus,  high
competitiveness of most firms. Dependence
on a poorly maintained and thin road network
as the primary mode of transport only adds to
High freight handling costs at the
ports of Karachi and Qasim-estimated to be

transport  costs  lower

this cost.

several times higher than those of comparable
ports in the region-also raise the cost of
Pakistani goods.” A recent review of trade in
selected commodities estimates that Pakistan
could save up to 16.5 percent of the value of
exports by improving its trade and transport
logistics  systems.
alone is estimated to cost the economy Rs. 320
billion a year. In Bhutan, the high costs and
poor reliability of road transport make it
almost impossible for industries heavily
dependent on transport to be competitive
except in the border areas.”

Inefficiency in transport

The waits at the port can also be costly to
firms. For Bangladesh, regression analysis
controlling for industry and firm characteristics
suggests that each day that exports are delayed
in customs is associated with a 0.3 percentage
point reduction in investment and a 0.2
percentage point reduction in sales and
employment growth. In Bhutan, deficiencies
in airline transport affect the ability of
companies to ship raw materials and finished
products in a timely way. High-cost, unreliable

air transport is among the main obstacles to
penetrating markets beyond India and
developing - industries  (such as
information technology) and niche export
markets (such as fresh mushrooms).

service

Poor access to finance limits growth opportunities.

With inadequate access to external finance,
firms have limited opportunities for growth.
Reliance on  their funds  limits
specialization, adoption of better technology,
growth in productivity, and thus economic
growth and development. For example,
regression exercises show that in Bangladesh,
firms with better access to formal credit grow
more quickly than firms that rely more on

own

retained earnings, even after controlling for
firm and industry characteristics. In Maldives,
poor access to finance is associated with low
labor productivity, while cost of finance is a
significant negative determinant of labor
productivity and investment rates. In Sri
Lanka, empirical analysis for rural firms
indicates that greater access to informal finance
and location in communities with more
efficient financial sectors (as measured by the
time taken to clear a check) are associated with
higher productivity.

Regulatory hassles add to the cost of doing business.

In Bangladesh, firms receive about 17 visits a
year from all government agencies. The most
frequent visits come from the customs agency
(7.5 a year) and the tax agency (2.7). Dealing
with these visits can be costly, not only in fees

38 In Nepal, a firm in the beverage industry indicated that the firm incurs losses of 2 to 3 percent as a result of breakage in
bottles when they are transported to and from retail oudets. Similarly, a carpet manufacturer in Kathmandu reports that
because of the poor quality of the local roads, the firm has to repair one of its vehicles every week and spends Rs.100,000

per year on maintenance.

39 One estimate puts these costs at 1.5 times those in Bombay and 4.5 those in Colombo.

40 The road network can make a great difference in their ability to compete. Firms that are competitive in the border areas
(because they export to India) might not be competitive in the center of the country. Most enterprises import raw materials
from India, send finished products to that country, or both. As a result, the road network creates a big cost disadvantage

for producing goods anywhere except along the botder.

40
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and payments but also in the resources firms
must expend to satisfy inspections.” In
Pakistan, firms reported spending 10 percent
of management time dealing with government
officials. Businesses in Pakistan receive an
average of 36 inspection visits per year, also
above levels in Bangladesh or India. Slightly
more than 60 percent of the contact that
businesses in Pakistan have with government
officials 1s with agents of the Central Board of
Revenue, the agency responsible for assessing
and collecting all inland revenue and customs
duties. Forty percent of small businesses and
more than 70 percent of large businesses in the
survey sample claimed to have been audited by
tax authorities at least once within the previous
three years.

The number of inspections and visits by
officials imposes a financial and nonfinancial
(time) cost on managers, and dampens firms'
performance.  Regression  analysis  for
Bangladesh shows that the number of
inspections per employee has a significant
negative correlation with investment and
productivity. Similar exercises for India also
show that the time that management spends on
addressing regulations is negatively associated
with business profitability, thereby having an
adverse effect on location of economic activity.
In many cases inspection visits are arbitrary or
excessive, and business owners view them as
punitive or as a veiled demand for bribes. But
firms often pay up because the costs of not
doing so can be high. Inspections may be more
frequent or more intrusive, leading to
disruptions to production plans or loss of
valuable staff time. Regulations and

corruption are important determinants of

Cities
where firms in general face lower regulatory

business locations across Indian cities.

burdens are likely to receive more investment
and have higher shares of manufacturing
activity.

Inflexcible labor markets add fo costs and disconrage
adjustments-but they do not necessartly help the poor.

Firms in Sri Lanka try to avoid restrictive
labor regulations by hiring temporary workers,
but this practice has its costs: survey results
show that productivity falls with an increase in
the share of temporary workers in a firm's
employment. In addition, workers are paid a
salary that takes into account the high costs of
retrenchment. As a result, Sri Lankan workers
are pald much less than workers at the same
skill level in other parts of South Asia, despite
the country's relatively high per capita GDP.
Besides, contrary to public opinion, TEWA
does not protect the poor, since they work
mainly in the informal sector and as casual
laborers in agriculture or on plantations and are
not covered by the law.

In Nepal, restrictive labor laws have caused
many older firms to be overstaffed and unable
to reorganize by hiring people with skills that
Firms have
devised many ways to overcome these
restrictions, including adopting capital-
intensive production methods, using casual
labor, subcontracting their production, or
splitting their production between various sites
(to reduce the risk of labor disputes spreading).
All these raise costs and lower productivity.

better match their current needs.

Excess regulation of industrial relations is a

major  drag  on  the  international

41 Managers reported spending nearly 5 percent of their dme on average dealing with regulatory matters. With a reported
average compensation for managers of around 1 million taka, the management cost alone amounts to close to 50,000 taka
annually. More than a third of firms reported using facilitators to help with regulatory issues, at an average annual cost of

more than 600,000 raka.
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competitiveness of many of India's labor-
intensive industries. Labor market rigidity has
not only kept the growth rate of exports low,
but may also account for the "shockingly low"
share of formal-sector employment in India's
economy. Oaly 8.5 percent of India's labor
force, ot 27 million people, are in formal-sector
employment, of whom 70 percent work for

government agencies.

Labor market restrictions also reinforce exit
barriers. For example, the Industrial Disputes
Act of 1947 requires establishments with more
than 100 workers to secure state government
plant
retrenchment of workers. This permission is
rarely granted, thus adding to protracted
insolvency procedures. Labor regulations,
including but not limited to the Industrial
Disputes Act, also reduce the flexibility of
firms to respond to changes in market
conditions. The Industrial Employment Act
has made it difficult for businesses to shift
wotkers not only between plants and locations,
but also between different jobs in the same
plant. Indian labor laws give firms significantly

permission before closure or a

less control over their hiring and firing
decisions than China's labor code provides.

It 1s interesting then that only about 17 percent
of the Indian sample identified labor regulation
as an impediment to growth, which is
comparable to the percentage reported for
Chinese businesses but much smaller than that

for Brazil. This could mean much of Indian

industry has already adjusted itself beyond the
reach of the law through its choice of lines of
activity and operation. The
respondents to the India investment climate

scales of

survey indicated that, on average, their staffing
levels exceeded the desired levels by 11
percent.” This proportion compares with 19
percent for China, suggesting that India's
industrial labor market could be significantly
mote flexible than China's in allowing firms to
adjust their workforce to changes in market
conditions. However, India's labor market also
seems to be far less flexible than Brazil's on the
same criterion.

The usefulness of labor market flexibility is
borne out by the experience in Bangladesh.
Regressions controlling for industry and firm
characteristics show that the share of a
company's labor that is temporary (rather than
permanent) is positively correlated with sales
and employment growth. That is, firms that
can adjust their staffing levels more quickly
seem to grow mote quickly.”

Training raises productivity; yet, most firms do not
Invest in training.

In Sri Lanka, firms whose managers hold a
tertiary or professional degree tend to be more
productive.
exporting firms also raises productivity. The
survey also shows that the type of training

A managet's prior experience in

matters: external training increases a firm's
productivity, while formal in-house training

42 Not all the overstatfing is likely to be involuntary on the parr of firms. Employers normally rerain workets in excess of

current needs if they anticipate an upturn in their sales in the near futare and if the combined cost of firing, hiring, and
training that would be involved in adjusting manpower through the market to a particular phase of the business cycle exceeds
the cost of retaining some workets at wages exceeding their marginal product. Indeed, more than 60 percent of respondents
who reported overstaffing at the time of the survey cited antcipated growth in demand as a reason for their decision to

retain workers in excess of their current needs. However, there is also clear indication that a substantial part of the reported
overstaffing has been forced on employers by existing labor laws as shown by the fact that 29 percent of overstaffed
businesses cite labor laws to be the reason they are remining more workers than they need.

43 However, assigning causality here is difficule: it may be that firms hire temporary labor because they are growing so quickly,
not that firms grow more quickly because they use temporary labor.



does not. In Bangladesh, regression analysis
shows that firms that ran training programs or
sent employees to outside training programs
saw higher sales growth, profitability, and
investment.

However, only 26 percent of Sri Lankan firms
benefit from external training. In Bhutan,
although they complained about lack of skills,
virtually no firms reported undertaking any
significant staff training (only 3 percent of
firms' employees had received training in the 12
months preceding the survey).” Most firms in
Nepal provide little training, preferring to hire
already trained workers or to rely on
technologies that do not demand highly skilled
workers.  In Pakistan, while the high
proportion of "temporary" workers may have

given businesses greater flexibility to adjust

their workforce, this has come with a price.
Both employees and employers are deprived of
the benefits of stable and
employment relationships, such as the constant

skills needed to remain
Heavy reliance on temporary

longer-term

upgrading of
competitive.

employment undermines the incentives of
workers and firms to participate in, or sponsor,
on-the-job skill formation. Thus, although a
far higher proportion of Pakistan firms reports
skill shortages, only 15 percent of them
sponsor on-the-job training. This is very low,
This

low proportion is particularly worrisome

even by developing country standards.

because with low average levels of schooling,
on-the-job training is important for alleviating
skill shortages.

44 Contrary to expectations, firms did not cite high labor turnover as an important reason for not extending formal wraining to
workers. Large enterprises and those based in Colombo are much more likely than others to offer formal, external training,
For managers private and public institutes are the primary sources of external training, while for skilled workers institutes
and industry associations are the main sources. Firms that use outside training rated private institutes as more effective than

public institutes or industry associations.
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Chapter 4
WHAT TO DO?

POLICY RECOMMENDATIONS

The previous chapters suggest a
relationship between the investment climate in
South Asian countries and their economic
performance. Based on the theoretically sound
and empirically supported relationship between a
good investment climate on one hand and higher
productivity and firm growth on the other,
policies and programs that address the constraints
analyzed by the ICAs can achieve potentially
significant gains (see box below). This chapter
provides a rich flavor of the recommendations
contained in the various 1CAs.*®

strong

Gains from improving the investment climate
s nafa R {s estimated that a 10 percsﬁtage inint re&ucﬁar} ;q,mmcamm
of deficiency in power supply, tax ang. eﬁstoms adminisiretion, and
Hnproved factor markets' will lead o an incmase in- tirm-levet
prwuctwﬁy and-sales growth rates }8{% pement anﬂ 41 ;zarcem,
( raspecﬁvsi}f e ‘
“the IGA asﬁmms ﬁtat iem ng up: Paksstan s mimators in
i customs, and finance 1o 'dmse n ﬁa!na w:ﬁ rajse salas

the grid Is assomated with tmai factor: prodoctmry {Tw} 25 amcent
; "Mghanf;an that ef fimts ot caﬁn&cxeﬁ to the gri;t f(}wﬁmg a4 phone ar

E
hand, poar ra’azf qﬂaﬁty reduceé the igirei ofTFP by 44 pament

A. Infrastructure
Power

Some South Asian countries have an advantage

that their neighbors do not. For example,
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Bangladesh has sufficient energy resources
(mainly natural gas) that can be converted into
electricity more competitively than many of its
neighbors and peers can generate. But this
requires reforming the power sector. In India,
the enactment of the Electricity Act (2003) is a
very positive development, but much more
needs to be done to make the enabling legal
and structural environment work. In Sri Lanka,
although the Electricity Reform Act 2002
provides for the restructuring of the Ceylon
Electricity Board and Lanka Electricity
Company, implementation of these reforms
has been pending since October 2003.% A
regulatory the Public Utilities
Commission, has been established and staffed
and it has prepared licenses and regulations;
however, to date it has no legal mandate to

agency,

regulate the power sector.

These are just three examples of an issue that
is a regional challenge. In general, radical and
systematic restructuring of the power sector is
needed in most South Asian countries in order
to reduce inefficiencies in the public sector and
encourage private investment. As indicated in
the ICAs and as summarized below (see box),
this restructuring will require work in a number
of areas (see also box on power sector reforms

in Pakistan, below). The relevance, relative

This chapter does not discuss trade policy. A rich set of recommendations for trade policy reforms in South Asia is in World

Bank, South Asia Region PREM; Trade Policies in South Asia: An Overview;, 2004,
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The objective of the proposed reforms is to introduce competition and managerial focus,

The Ceylon Electricity Boatd is

to be restructured into a holding company with the following subsidiaties: one generation company, one transmission
company {and single buyer), and two or more distribution companies. The current government (elected November 2005)
has made a commitment to implement the reform and has tabled amendments to the Electricity Reform Act in Parliament.

44
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Power sector reforms for South Asia: lllustrative examples
Define a vision and-strategy :
e  Further clarify the government's.vision of the power sector, including its strategy regarding tarifts, investments, and-private sector
participation (Afghanistan).
o Develop a rural energy strategy to bring slectricity to rural areas ({in Afghanistan, .in the medium-term).

Invest in-the power sector

o  Investin transmission and distribution systems to-improve the quality and reliability of the power supply{SriLanka}:
o “Minimize defays inimplementing-a'plan-for expanding least-cost-generation.capacity (Sri-Lanka).

Ilmprove sector and public enterprise governance.

o . -Reduce transmission and distribution losses arising from theft and leakages {India);

o ~Commercialize the sector and strengthen'its financial and operational performance; phase out capital-and operation subsidies to-reduce the
sector's fiscal burden (Sri Lanka).

Restructure public sector entities

o . Undertake financial restructuring (Bangladesh):

o Corporatize the power utility. Da Afghanistan Breshna Moassesa; strengthen its-managerial, technical, and financial capacuy, and restructure
it in the-form of regional business units (Afghanistan).

o -Underiake organizational and financial reform of the state etectnmty baards (india).

Carry out fariff reforms
o - 'Rationalize power tariffs, depnhtmlze tariti setting, and-\mplement a phased reduction in-crogs-subsidies that uperate against mc!usmm
customers«{India).

« . -Embark on a relatively ambitious power fariff-reform program (Alghanistan | in the medium term as the quality of power Supply is xmpmved
and the power network is expanded) :

e introduce transparent and efficient subsidy mechanisms to help expand Jecess to slectrioity infural areas (Sri Lanka).

Establish & good regulatory framework

»  Iniroduce independent regulation (Bangladeshy;
Establish truly independent, technically competent, and fully pmfessmna% state-level electricity regulatmy commissions (lndea)
Provide open access to SEB grids (India).

Enable the Public Utilities Commission to implement sector requiations, especially the tarift regulations aimed at acmewng cnst recouery {5r
Lanka).

L

Phasein competmnn and prwate entry ‘
. Aﬂract prwate sectar involvement in utility operatmns to he!p improve efficiency (Sri Lanka)

Devemp alternative energy sources

e Preparea policy to promote the development of small-scale dxstnbuted renewahie energy in rural areas (o Lanka}
o Promote renewable energy sources suc:h s solar: hydro, biomass, and wind as part of the national energy strategy (Sn Lanka)

Power sectnr retnrms in Palustan

Pam%an needs 1o mvest haavdy in dlsmbutmn and traﬂsmissmn capacﬁy, but that mvestment w;!l not be mrthcqm
restriicturing of the Water and Power Develonment Authority, a real apening of the sector to private capttat and ass
for the market in tariff determination. Reform of the power sector must open distribution and transmission by
fpnvate aamtat There ts a ﬁeeﬂ m msngihen the gwemments pahcy davempment and impieme alio

v h&ﬂla sucsessful,
ol 4 significant role
yell as generation, to
eforms have been on

futmtzes
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priorities, pacing, and sequencing of the
various measures are not the same across the
countries, and the various countries indicated
in parentheses are to illustrate a point rather
than to say that a particular point is most
important for that country or only to that
country.

7

Transport

An important agenda is reducing the state's role
in transport or at least ensuring a level playing
tield. For Afghanistan, where private transport
companies (both freight and passenger) have
expanded rapidly since the end of the conflict,
the ICA expressed concern about the possible
distorting effects of the state's involvement as
an operator in the sector. It said, for example,
"though the government has licensed a number
of private airlines, any government favoritism
to Ariana (the state-owned airline company) will
undoubtedly impede the development of
private airlines and competition in the air
transport sector.”

Some countries face unique challenges. For
example, Bhutan's physical characteristics pose
such a constraint on road transport that the
country faces a choice between investing
heavily in roads and focusing the development
of transport-dependent industries solely in the
border areas. Choosing the second option
would mean that only niche industries relying
little transport could be profitably
developed in the center of the country. In the

on

short to medium term, while industries relying
heavily on transport are likely to be profitably
developed only along the border with India, the
development plan for the center of Bhutan will
probably need to focus on niche-type industries
with less need for cheap, reliable transport. At
the same time, there is need to think "outside
the box," such as using private charter aitlines
from India and Nepal to bring tourists into
Bhutan and developing helicopter services to

46

ferry goods and passengers into and around
Bhutan.

Telecommunications

The public sector will continue to play an
important role, especially in providing fixed-
line services in many South Asian countries and
of course, in regulating the sector.
strengthening the public sector entities is an
important item in the reform agenda. The
Bangladesh ICA, for example, recommended
the corporatization of the Bangladesh
Telegraph and Telephone Board (BTTB) into a
public limited company, with professional
management and a more independent board of
directors. In Afghanistan, where the public
sector telecom company, Afghan Tel, had
recently been corporatized, the ICA argued for

Hence,

its strengthening,

While it is important to strengthen the public
sector entities, there are limits to how much can
be achieved through public sector reforms. For
Bangladesh, the ICA notes that while the
proposed corporatization of BTTB will
improve the company's operational flexibility, it
may not fully isolate the company from
That suggests a need to
consider privatization for the medium term.
International experience over the past two
has the of
competitive and broad private

political influence.

decades proved
markets
participation for successful expansion of
telecommunications services. That lesson has
been borne out in Bangladesh and in other
South Aslan  countries, private

investment has driven the rapid expansion of

importance

where

mobile phones.

The next challenge is to attract private
investment into fixed-line telephony while
continuing to improve the environment,
especially the regulatory environment, for
private investment in mobile telephony. The
Pakistan ICA, for example, talks about the need
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for an adequate regulatory framework for the
telecom sectot, including licensing regime and
radio frequency management, to generate
ptivate sector investment. The Afghanistan
ICA recommends the strengthening of the
regulator, the Telecommunications Regulatory
Authority.

B. Factors of Production
Finance

Although South Asian countries have made
important strides in developing their financial
systems, in most countries the system still falls
far short of what the private sector needs to
become internationally competitive.  The
financial systems' weaknesses will become even
more evident as the private sector grows and
especially as foreign investors enter and local
firms attempt to break into wotld markets. The
ICAs recommend a set of actions to promote
access to finance. These are the following:

Improve credit information.  Establishing credit
information bureaus, or expanding them to
incorporate positive information and smaller
firms, could go a long way toward reducing
information asymmetries and thus lowering the

risk premia applied to small borrowers. In this

context higher interest rates do not necessarily
indicate market failure, but they may reflect
greater risks or costs. Banks often charge
higher interest rates from smaller firms for a
variety of reasons: (i) small firms have a higher
turnover rate than larger firms, making them
riskier to lend to; (if) given the fixed overhead
costs per loan, the smaller size of loans
extended to smaller firms also makes lending to

a proven track record, making it harder for
banks to assess their creditworthiness.

Increase c&mpez‘kz’m. Encouraging competition
and innovation would help improve the cost
and efficiency of banking services. Lack of
competition as well as innovation and creativity
reduces market orientation in the banking
system. The two are linked. Thus, increasing
competition for depositor funds and lending
opportunities is likely to be the best way to
promote innovation, creativity, and market
orientation. In small, underdeveloped banking
systems the most effective competition often
comes from nonbank sources-such as leasing
companies, insurance companies, ventute
capital, and private debt instruments (see
below).

Introduce a wider range of products. An example of
a new product is leasing, a potentially powerful
yet relatively simple financial service that is
increasingly offered in the developing world.
Leasing has several important advantages for
SMEs. Most important, the leased equipment
(such as a vehicle or machinery) belongs to the
finance company throughout the lease period,
so repossession in the case of nonpayment is
simple and requires no long legal process.
Indeed, the leased equipment usually forms the
collateral for the transaction, doing away with
the need for the "borrowet" to provide large
amounts of security.”
leasing companies have provided not only

In many countries

important new financial instruments but also
effective competition for commercial banks. In
Maldives, the government has supported the
creation of a leasing finance and a housing

L ) " finance institution, which has somewhat
them less profitable for banks; and (iif) small 4. pened the market.”

firms also often have less collateral and less of

47 These two advantages are particularly powerful in environments such as Bhutan's.

48 With the entry of the Maldives Finance Leasing Company (MFLC) in 2002, enterprises have access to medium- and long-

term capital equipment finance for various economic sectors, This was one of the government's initiatives to strengthen
and introduce more sophistication and depth into the financial sector.
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Develop  private debt markets and intercompany
borrowing. Another potentially effective way to
increase competition for banks is to develop
private debt markets, allowing companies with
sound financials to issue their own debt in the
domestic market. Like a government debt
market, a private debt market provides funding
directly to an enterprise without channeling
funds  through the
Commercial banks receive fewer deposits as a

result (reducing excess liquidity). Furthermore,

banking  system.

because the intermediation mechanism
squeezes interest margins more effectively than
intermediation through a commercial bank,
savers benefit through higher rates while

borrowers benefit through lower ones.

Reduce discrimination against small players. Policies
or practices that discriminate against small
tirms should be tackled. A relatively simple but
effective step would be to develop credit rating
agencies to help firms build records of their
credit histories in order to break the cycle of
not being able to obtain credit because they
have no record of having handled it well in the
past.

Successfully making
finance available for firms requires an effective
legal and regulatory framework that instills
confidence in the rights of lenders and
borrowers and facilitates efficient and verifiable
and

Improve the legal system.

financial transactions. Improving
streamlining the laws governing the corporate
sector and enhancing the effectiveness and
efficiency of an enforcement mechanism for
creditors' rights (including the judicial system)
would help improve access to capital and
Further,

improving the legal system would also facilitate

probably also lower its cost.

trade by encouraging firms to extend more
trade credit. Legal and regulatory reforms are

a drawn-out process that requires government
persistence and strong political will.

Labor Market and Skills*

The Sri Lankan government has taken some
carly steps to increase flexibility in the labor
market, though the effects have yet to become
apparent. Some stroke-of-the pen reforms can
be accomplished quickly if the government has
the political will to do so. These measures
include reducing mandated severance payments
in line with international best practice and
abolishing the need to obtain approval of the
commissioner of labor every time a company
seeks to fire an employee. The procedures for

worker separation can also be streamlined.

Pakistan has embarked on some labor market
reforms. At the federal level, the government
is revising the labor code to increase flexibility
in the labor market and lower the cost of
employer compliance.  The reforms are
expected to improve considerably the flexibility
of hours as well as the rigidity of hiring. The
available number of hours for workers,
particularly for females, will be increased.
Term limits will

lengthened. At provincial levels, enforcement

for contracts also be
of the new legislation will be enhanced through
more professional and less intrusive inspection
methods. Labor disputes, clogged in the high
courts at the appellate level, will find a new
appeal venue in the Labor Appellate Tribunal.
However, Pakistan can do more. It can remove
the requirements to retrain or replace workers
before a dismissal. Severance pay, currently
one month per year of service, can be cut to at
least be in line with more flexible regional
benchmarks; for example, Bangladesh and
India require only a half-month's severance per
year of service.

49 The section on labor regulations is largely based on World Bank, Doing Business in Sonth Asia in 2006.
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India needs to simplify regulations, with special
emphasis on improving industrial relations,
smoothening dispute resolutions, and removing
ambiguity. It also needs to reduce the rigidities in
labor markets. Specifically, four main reforms
are needed: (i) consolidating and simplifying
labor laws from the current 47 laws to about 4
covering the main areas of dispute resolution,
conditions of work and welfare, wages and
benefits, and social security; (i) modernizing the
Industrial Disputes Act to reduce the bias toward
adjudication in disputes and to increase flexibility
for employers in hiring and firing in a way that
also protects workers' rights; (1) resolving
ambiguities concerning the Contract Labor
(Regulation and Abolition) Act to introduce
greater flexibility; and (iv) improving the labor
law enforcement and inspection system.

Regarding the shortage of skilled labor, South
Asian countries will need a better supply of
educated workers as they seek to move up the
technological ladder and diversify into new
economic sectors. In Bangladesh, despite
significant progress in enrollment ratios over the
past decade, illiteracy remains relatively high: at
58 percent, the rate is higher than that in any of
the comparator countries in East and South Asia
and slightly higher than the average for low-
income countries (46 percent). Bhutan needs to
recognize the considerable advantages offered by
the country's ready access to a large pool of
skilled, experienced, and relatively low-cost
workers in India. Mandating reductions in the
use of non-national labor is an ineffective way to
promote the private sector or to generate the
employment for which Bhutanese are most
suited. Instead, policies should focus on
increasing the productivity of Bhutanese workers
through a mix of management training, wotker
training, and technology transfer.

In reforming its labor markets, South Asian
countries can look to other countries for
guidance (see box).
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Technology

As discussed in chapter two, South Asian firms
face many difficulties in searching for, acquiring,
and absorbing technology. These countries thus
need to improve the efficiency of technology
transfer mechanisms. This effort would include
programs to increase direct foreign investment,
make work permits for expatriate experts easier
to obtain, raise the level of manager and worker
training, improve firms' access to technical
consultancy services, and assist managers to visit
suppliers and buyers.

C. Regulatory Burden and Corruption

A variety of initiatives are needed to reduce the
regulatory burden and address the problem of
cotruption: '

Improve  investment  facilitation  services. In
Afghanistan, the Afghanistan Investment

Support Agency has helped many investors
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negotiate the regulatory maze without paying
bribes, but this function is still limited in scope.
For Nepal, the ICA identified the need to
improve the working of the one window
service. Suggested actions include first limiting
its scope and sharpening its focus to deal with
limited group, in
Kathmandu, and then expanding its scope to
include other types of firms and extending its
reach outside Kathmandu. In all countries, an
important implementation issue is to foster
coordination of all ministries in making the
one window service operate effectively.

a such as exporters

Simplify regulations. There are many short-term
opportunities for streamlining regulations,
eliminating unnecessary ones, and reducing the
scope for informal payments. Procedures for
the entry of new firms could be simplified, for
example, reducing unnecessary costs and delays
and encouraging informal firms to enhance
their legal status and thus improve their access
The benefits ‘of simplifying
regulations are evident from the Indian
experience, where the cost to industry of entry
exit regulation has come down
considerably as a result of policy reforms

to finance.

and
implemented since 1991. Early reforms
included the removal of a policy reserving
certain industries for the public sector and the
abolition of licensing requirements for private
investment in many industries. However, the
long-standing policy of reserving many labor-
intensive industries to small-scale operators has
yet to end. It also takes significantly longer in
India to obtain approval for a new business
than in comparable economies. The Pakistan
ICA recommended decreasing the discretion of
inspectors and tax collectors and moving to
greater automation of processes to help speed
procedures and reduce unnecessary regulatory
hassles and corruption.

Improve the tax administration. Improving the tax
administration is a major challenge in South
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Asia but one that needs to be addressed as a
priority. This is a multidimensional agenda,
including more and better training for tax
officials, improvements to the system for .
resolving tax disputes, and improvements to
administration (see box). The
Pakistan ICA listed reforms of the inspection
regime of the Central Board of Revenue as a

customs

priority to reduce the overall regulatory burden
on industry.

Matke exit easier. Reducing exit barriers is an
important agenda, in India.
Bankruptcy procedures take much longer in
India than in countries whose regulatory
environment is otherwise not much different
from India's. Exit barriers in India's industries

particularly

are strongly reinforced by the excessive
regulation of industrial relations (Industrial
Disputes Act of 1947). Very little progress has
been made at amending any part of the law at
the federal or state levels, probably because of
the constraints imposed by electoral politics.

Implement broader public administration reforms. At
the end of the day, many fundamental reforms
will be required in public administration. This
1s exemplified by the case of Bangladesh, where
the ICA that public
administration reform will be required to create

argued "broader
a new governance framework, which includes
rationalizing cadres and revising the skill mix
while compensation
packages and performance-based salaries.”

introducing  better

D. Risk and Uncertainty
Policy Predictability

It is important to make policies predictable and
easy to understand. Access to clear and concise
policy information could also play a crucial role.
For Nepal, the ICA argued for stability in tariff
rates and currency regulations so that firms
could effectively plan and said that changes
should be made with adequate notice and
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consultation. Business activities in a country
such as Nepal are already risky and uncertain,
and there is no reason that government actions
should add to the level of uncertainty.

Judicial Reforms

All South Asian countries need to strengthen
their judicial system. The Bangladesh ICA, for
example, recommended the forceful pursuit of
the Supreme Court's mandate to ensure
separation of powers between the executive
and the judiciary, arguing that this separation
would do much to lessen corruption and delays
in the lower courts. It also recommended

decentralizing the lower judiciary, simplifying

procedures, and introducing effective
mechanisms to ensure transparency and

accountability. Afghanistan needs to develop
an effective judicial system that enforces
decisions and helps resolve disputes so that
recourse to informal means of dispute
resolution is reduced, which is particularly
important in the current context where
investors often fall back on the informal
connections and relationships to help settle
disputes. In Bhutan, improving and
streamlining the legal system would help
improve access to capital and probably also
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lower its cost. For Nepal, the ICA argued for
strengthening the court and legal system so that
contracts can be adequately enforced at a
reasonable cost. In India, the company law is
being amended to establish a bankruptey
tribunal. Reforms undertaken in Maldives and
Sri Lanka provide additional examples of what
can be done (see box below).

Security
In Pakistan, tackling the law-and-order
problem quickly and decisively is essential for

boosting investor confidence. Doing so
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requires reforming enforcement institutions.
The government has already initiated some
measures, such as the Police Act of 2002, The
act provides for more democratic control over
the police and their insulation from political
interference.
initiated grassroots reforms in the judicial
system, with the aim of improving the

The government has also
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administration of the courts by streamlining
and

recordkeeping, training  judges,
disseminating information. However, progress
in implementing both police and judicial
reforms remains slow. Urgent and aggressive
action is required to persuade investors that

enough is being done to restore law and order.
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ANNEX: COUNTRY PROFILES
(South Asia)

AFGHANISTAN

Summary of Enterprise Survey Indicators

Small Medium Large Low
Afghanistan {1-19 {20-99 {100+ South Asia 1
Employess) Employees) Employees)
Infrastructure Indicators
9% of Firms Identifying Transportation as a Major 2886 Jo.6 256 28.6 15.8 16.6
Constraint
% of Firms Identifying Electricity as a Major 64.6 608 1.7 571 383 34.8
Constraint
Days/Year of Insufficient Water Supply 0.6 354 284 133 8.0 239
Delays in Obtaining Electricity Connections 439 38.2 506 382 55.2 39.7
(DaysfYear)
Delays in Obtaining Telephone Connections 30.5 35.9 282 21.9 65.0 54.8
{Days/Year)
Finance Indicators
% of Firms Identifying Access to Finance as a 56.2 56.8 56.7 o0 281 35.5
Major Constraint
% of Firms Identifying Cost of Finance as a 568 356 6.1 4.4 M6 44.1
Major Constraint
% of Investments Financed by Internal Funds 78.6 88.7 61.5 68.8 53.1 633
% of Investments Financed by Banks 0.2 24.0 0.¢ 0.0 18.0 16.5
% of Investments Financed by Leasing 0.1 210 31 12 29 1.1
% of Investments Financed by Informal Sources 199 40,7 so.0 385 5.2 47
% of Investments Financed by Trade Credits 08 N4 WA L7 . 1.9 1.6
% of Inveshments Financed by Other Sources 0.2 6.0 ME o.0 18.8 12.3
Labor Market Indicators

% of Frms Identifying Labor Regulations as a 228 28.4 123 107 16.4 11.0
Maior Constraint
% of Firms Identifying Labor Skill Level as & 12.8 153 1.2 3.6 16.5 203
Maior Constraint
% of Firms Offering Formal Training 19 20 1Ly 19 26.9 40.1
Managers/Professionals (as % of Total
Workforce) 65.5 1269 633 622 31.7 387
% of Firms Identifying Corruption as Major 57.3 5686 55,9 556 30.5 371
Constralnt
Unofficial Payments to Get Things Done (% of 8.1 683 7.4 6.6 13 1.5
Sales}
Unofficial Payments to Secure Government 8.0 58.6 58.5 556 2.0 390
Procurement {% of Contract)
% of Firms Expected to Give Gifts te Obtain 417 45.2 333 50.0 9.4 168
Import Licenses
% Senior Management Time Dealing with 19.6 179 187 28.3 7.2 8.2
Government Reaulations

ES Country Profile: AFGHANISTAN 2005
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Smull Medium Large
{1-1% {20-99 {100+ South Asis
Afghanistan  Employees) Employees) Employees)

Courts and Crime Indicators

Low
Income

% of Fiems Identifying Legal System/Conflict s 319 307 9.2 " ma 16.5
Resolution as a Major Constratnt
% of Firms Identifying Crime, Theft and 6.8 219 18.4 i1 26 259
Disarder as a Major Constraint
% of Firms with Overdue Payments from 93.2 92.8 .1 0.9 16.2 571
Buyers/Suppliers/Customers
% of Firms with Confidence in Legal System to Lo X} 6.1 2.4 2.9 48.5 52.8
Enforce Contract/Property Rights in Disputes
Length of Tirne to Resolve an Overdue Payment 8.3 85 &8 45 9.2 74
{Weeks)

Innovation and Technology Indicators
%% of Firms Undertaking Innovation 483 4.7 505 s0.0 723 126
% of Firms tUsing E-mall to Interact with 14.7 1.7 17é 214 62.1 499
Buvers/Suppliers/Customers
% of Firms Using Website to Interact with 8.7 8.1 12.8 A1 257 26.1
Buyers/Suppliers/Customers

Trade Indicators

% of Firms That Trade Identifying Customs & 389 577 375 233 283 39
Trade Regulations as 8 Major Constraint
Days on Average to Claim Imports From 1132 57 109 p1.4/ 8.5 8.0
Customs
% of Inputs Which Firms Import Directly 509 806 455 %6 4 25.2

Note: Country-level indicators denoting percentage of firms use as denominators the number of firms for which data for the
‘respective question s svailable. Country-level indicators denoting quantities (.. the number of days, pevcentage of sales, percentage
of inan value, etr.) represent averages of responding firms that are not considered to be outliers, Outllers are defined as firms with
values greater than the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that
particular indicator, Reglonal and income group Indicators are calculated as averages of country-level indicators in the respective
region and income groups.

ES Country Profile: ARGHANISTAN 2005
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BANGLADESH

% of Firms Identifying Fransportation as a Major 242
Constraint

% of Firms Identifying Electricity as a Major 73.2
Consgtraint

Days/Year of Power Outages 249.0
% of Sales Lost to Power Outages 0
DaysfYear of Insufficient Water Supply 12.6
Delays in Ottaining Electricity Connections 6.3
(Days/Year)

Delays in Obtaining Telephone Connections 1286.0

{Days/Year)

4.5

% of Firms Identifying Access to Finance as a
Major Constraint

% of Firms Identifying Cast of Finance as a Mator 49.8
Constraint

% of Investments Financed by Internat Funds 59.9
9% of Investments Financed by Banks 8.7
% of Investments Financed by Leasing 1.9

% of Investments Financed by Informal Sources 4.6

% of Investments Financed by Trade Credits 26

% of Investments Financed by Other Sources 13

% of Firms with Bank Loans/Overdraft Accounts 64.4
Value of Collateral (% of Loan Value) 95

% of Firms dentifying Labor Regulations as a 8.3
Major Constraint
% of Firms Identifying tabor Skill Level as a 19.3
Major Constraint
% of Firms Offering Formal Traiving 27.2
% of Skilled Workers Offered Formal Training 326
Managers/Professionals (as % of Total 10.1
of which: % Female 0.5
Non-production Workers {as % of Total 6.7
of which: % Female 14.4
Siilled Production Workers {as % of Total Work- 623
force) "
of which: % Female 1ns
Unskilled Production Workers {as % of Total 21.2
Work-foroe} -
of which: % Female 3.7

Bangladesh

Summary of Enterprise Survey Indicators

Infrastructure Indicators

Small Medium Largs Low
{1-19 {20-99 (100+  SouthAsia ,
Employees) Employees) Employee
18.6 27.4 23.2 15.8 16.6
70.1 720 1.9 383 34.8
2722 268.56 239.0 75.1 47.5
2.4 3.8 a7 5.7 4.6
w7 26.6 153 80 239
456.1 4.8 656 55.2 397
1164 135.5 1230 65.0 54.8

Labor Market Indicators 7

4L5
80 543 489 346 444
756 624 56.9 53.1 6.9
1.2 2.5 328 180 165
0.0 LI 24 29 11

101 48 19 5.2 47

2.3 29 25 19 1.6

a7 L2 14 188 123
35.1 565 7L5 48.7 337
721 84.2 95.8 108.9 1304
14 7.3 96 16.4 11.0
56 210 125 165 203
65 230 1.3 264 40.1
A M 326 33.2 %5
19.6 13.8 25 135 2.7
06 0.4 0.6 25 41

60 83 61 157 12.8
43 80 19. 13.6 189
s9.8 58.8 §4.1 s 341
7.3 57 2.4 254 140
146 191 228 8.7 63
7.3 12.3 429 26.0 20.6

http./frev.worfdbank, org/EnterpriseSurveys
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THE INVESTMENT CLIMATE IN SOUTH ASIA

Small Medium Large Low
Bangiadesh (x~19 (29-99 ( 100+  South Asia |
% of Firms 1dentifying Corruption as Majcr 57.8 324 6(16 8.7 30.5 2.4
Constraint
Unofficial Payments to Get Things Done (% of 2.1 23 21 21 1.3 L5
Sales}
Unofficial Payments to Secure Govemment 4.0 4.2 4.7 4.0 20 30
Procurement (% of Contract)
% of Firms Bxpectad to Give Gifts in Meetings 858 79.4 81.% 82.7 #3.3 288
with Tax Inspectors
% Frms asked to give a giit o the labor 77.2 583 08 8.7 586 527
% Firms asked to give a gift to the fire inspector 54,8 s0.0 554 44 151 10.4
% Senior Management Time Dealing with 327 21 37 39 7.2 8.2
Government Regulations
Time Spent in Tax Inspection Meetings 28 23 2.8 2.9 3.8 4.7
Courts and Crime Indicators
% of Firms Identifying Crime, Theft and Disorder 39.2 194 42.0 3.8 226 259
as & Major Constralnt
% of Firms with Overdue Payments from 57 102 8.6 38 6.2 571
Buyers/Suppliers/Customers
% of Firms Resolving Disputes through Count 78 79 19 122 3.0 2.2
Action
% of Flrms with Confidence in Legal System to 170 17 171 170 8.5 528
Enforce Contract/Property Rights in Disputes
Costs of Security (% of Sales) as az 0.6 2.5 25 1.7
Losses due to Crime (% of Sales) 04 0.9 0.5 a4 a3 L3
Innovation and Technology Indicators
RBD Expenditures {% of Sales} 0.2 0.0 a3 a2 o5 or
% of Firms Acquiring Technological Innovations 426 82 2.1 8.5 M9 53.1
by Purchasing New Machinery or Equipment
% of Firms Acquiring Technological Innovations 191 239 214 179 134 LX)
by Hiring Key Personnel
% of Firms Acquiring Technological Innovations 19 o0 2.5 18 50 37
by Licensing
% of Firms Acquiring Technological Innovations 265 J39.4 321 226 304 225
by Developing Internal or with Others.
% of Firms Acquiring Technological Innovations 49 85 115 2.3 184 112
by Other Ways
% of Firms Using E-mail to Interact with 0.3 130 4.5 85.6 &2.1 5.9
Buyers/Suppliers/Customers
9% of Firms Using Website to Interact with Jr.r 2.6 187 394 267 26.1
Huyers/Suppliers/Customers
Trade Indicators

% of Firms That Trade Identifying Customs & 433 . L 3 . 289
Trade Reguldtions as a Major Constraint
Days on Average to Claim Imports From Customs e 103 9.4 0.8 8% 8.0
Days on Average to Clear Customs for Exports 83 155 g4 & 6.3 46
% of Firms That Irnport Directly 837 123 227 583 9.2 43.8
Note: Country-ievel indicators denoting percentage of firms use as denominators the number of firms for which dala for the respective
question is available. Country-level Indicators denoting quantities (i.e. the number of days, percentage of sales, percentage of loan
value, etc.} represent averages of responding fiems that are not considered to be outiers. Outliers are defined as firms with values
greater than the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that
particular indicator. Regional and income group indicators are calculated 3s averages of country-level indicators in the respective region|
and icome groups.

http://rru woridbank. org/EnterpriseSurveys ES Country Profile: BANGLADESH 2002
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LIMATE iN SOUTH ASIA

BHUTAN

Summary of Enterprise Survey Indicators

Small Madium Large
Bhutan {1-19 {20-99 {100+ South Asia  Low Incoms

%% of Firms Identifying Transportation as a 109 129 4.3 105 15.8 166

Major Constraint

% of Firms Identifying Electricity as a Major 5.4 53 6.5 50 38.3 34.8

Constraint

Days/Year of Power Outages 209 19.8 184 277 75.4 475

Days/Year of Insufficient Water Supply 5.8 52 6.2 53 8.0 239

Finance Indicators

% of Firms 1dentifying Access to Finance a5 a 14.3 121 152 2.1 281 355

Major Constraint

% of Firms ldentifying Cost of Finance as a 122 73 4.2 1.5 348 44.1

Major Constraint

% of Jnvestments Financed by Internal Funds 66.0 370 335 57.5 531 639

% of Investments Financed by Banks 18.1 133 214 125 180 16.5

% of Investments Financed by Informal 38 83 0.0 4.8 52 4.7

Sources

% of Investments Financed by Trade Credits 2.0 0.0 4.0 0.0 1.9 1.6

% of Investments Financed by Other Soutces 10.2 159 108 4.8 18.8 12.3

% of Firms with Bank Loans/Overdrait 418 29.3 9.4 682 48.7 337

Accounts

Value of Collateral (% of Loan Value) 156.3 147.9 1186 205.8 1089 139.4

Labor Market Indicators

% of Firms Identifying Labor Regulations as a 306 36.6 273 273 164 11.0

Major Constraint

% of Firms identifying Labor Skill Level as a 43.0 46.3 955 9.2 16,5 20.3

Major Constraint

% of Firms Offering Formal Training 1.6 1.7 16 1.5 269 40.1

% of Skitled Workers Offered Formal Training 15 227 315 26.5 332 25.6

Managers/Professianals (as % of Tota!

Workforce) 14.0 87 113 101 1358 237
of which: % Female 2.1 ZF 1.9 0.4 5 4.1

Non-production Workers {as % of Total 315 253 355 361 15.7 12.8
of which: % Female 176 50 142 4.0 136 189

Skilled Production Workers (as % of Total 21.7 26.8 16.3 21.0 315 .4
of which: % Female 6.6 2.0 67 2.0 254 14.0

Unskilied Production Workers {as % of Total 32.8 29.3 J36.9 J2.8 28.7 26.3
of which: % Female 19.0 13.5 25,1 16.0 26.6 206

Abtp. e vworldbank. orgiEnterpriseSurveys ES Country Profile;: BHUTAN 200]



Small Medium Large
Bhutan {1-19 {20-99 (100+ South Asia Low Incomel

% of Firms Identifying Corruption as Major

Constraint

% of Firms with Qverdue Payments from 3z.2 211 0.0 280 16.2 57.1
Buyers/Suppliers/Customers
% of Firms Resolving Disputes through Court 21.4 12.5 83 500 1.0 9.2
Action

Innovation and Technology Indicators
% of Firms Undertaking Innovation 58.5 43.6 68.8 88.2 79.3 726
% of Firms Acquiring Technologicat 100.0 1800 1900 100.0 344 53.1
Innovations by Purchasing New Machinery or
8 df Firms Using E-mail to Interact with 76.3 706 66.0 95.2 62.1 49.9
Buyers/Suppliers/Customers
% of Firms Using Website to Interact with 188 235 20 19.1 26.7 26.1
Buyers/Suppliers/Customers

Trade Indicators
% of Firms That Trade Identifying & 8.3 50 53 111 282 288

Trade Regulations as a Major Constraint

{Jays on Average to Claim Imports From 4.7 4.5 4.0 4.3 8.5 8.0
Customs
hitp:siru woridbank org/EnterpriseSurveys ES Country Profile: BHUTAN 2001



THE INVESTMENT CLIMATE IN SOUTH ASIA

INDIA

Summary of Enterprise Survey Indicators

Small Medlum targe

Low
India (119 {2 { Sauth Asia f e
% of Firms Identifying Transportation a5 a Major 12.4 11.8 13.3 152 15.8 16.6
Constraint
% of Firms Identifying Electricity as a Major 289 281 3.0 28.0 383 348
Constraint
Days/Year of Power Outages 154.1 159.5 157.6 1118 9.9 52.6
% of Sales Lost to Power Cutages 8.2 8.6 84 4.7 54 4.6
Days/Year of Insufficient Water Supply 24.7 2.7 258 g1 10.8 24.0
Delays in Obtaining Electricity Connections 67.7 653 734 725 55.2 39.7
(DaysfYear)
Delays in Obtaining Telephorne Connections 63.3 70.1 51.8 49.9 65.0 S54.8
{Days/Year)
Finance Indicators
% of Finmns Identifying Access to Finance as a 18.2 17.8 20.6 4.3 8.1 35.5
Major Constraint
% of Firms ldentifying Cost of Finance as a Major 200 187 215 176 3456 4.1
Constraint
% Financing by Banks, Working Capital 12.1 65.4 759 834 NA NA
% Financing by Banks & DFIs, Term Loans 56.4 114 202 136 NA NA
% Financing by Venture Capital 0.1 0.6 [1 34 2.2 NA A
% Financing by Private equity/Private placements 1.4 21.9 27 2.7 NA NA
% Financing by Publlic offer of equity 0.0 o7 a0 0. NA NA
% of Investments Financed by Other Sources 11 14.9 3.0 2.9 NA NA
% of Firms with Bank LoansiOverdraft Accounts 57.2 50.1 68.7 8Lz 98.7 337
Value of Collaterat (% of Loan Value) 94,0 811 2 1076 1089 1394
Labor Market Indicators
% of Firms Identifying Labor Regulations as a 16.6 155 187 175 164 11.0
Major Constraint
% of Firms Identifying Labor Skill Level as a Major 125 23 12.4 1494 165 203
Constraint
% of Firms Offering Formal Training 17.8 126 2.9 463 269 40.1
Managers/Professionals (as % of Total Workforce) 17.7 18.4 184 4.7 13.5 37
of which: % Female 1.3 I¥4 15 15 5 4.1
ton-production Workers (as % of Totsl Warkforce) 18.8 18.0 210 18.3 15.7 12.8
of which: % Female 8.8 83 24 20.3 13.6 18.9
Skilled & Unskilled Production Workers (as % of
Yotal Wo rk-fot:oe) 63.5 63.5 6.6 9.1 73.7 63.2
of which: % Female 7.0 5.8 &8 128 15.1 10.4
httpefrra, workdbank. org/EnterpriseSurveys ES Country Profile: INDIA 2003



Smait Medium Large
Indis {1-19 (20-9% {100+  South Asia
n Indicators

Low
Income

% of Firms Igentifying Corruption as Major

Constraint

% Senior Management Time Dealing with 129 121 14.3 194 72 8.2

Government Regulations

Time Spent in Tax Inspection Meetings {Cays/Year) 43 4.2 50 0.8 38 4.7
Courts and Crime Indicators

% of Firms Identifving Crimne, Thelt and Disorder as 156 158 49 3 , 25.9

2 Major Constraint

% of Firrns with Overdue Payments rom 9.8 2.0 1Ly 2.8 16.2 57.1

Buyers/Suppliers/Customers

% of Firms Resolving Disputes through Court 18.1 152 208 5.3 30 q.2

Action

% of Firms with Confidence in Legal System to 70.6 8.2 59.9 8.8 48.5 528

Enforce Contract/Property Rights in Disputes

% Finms Satisfied with Law & Order Situation 153 55 158 28 NA NA

%% Firms Victimized by Crime in Past Year 14.7 130 5.5 24.2 NA NA

%% Firms Paying For Security Personnel or Devices 81.1 81.6 78.2 er.7 NA N&

Innovation and Technology Indicators

R&D Expenditures {% of Sales) 0.5 o4 2.6 [¢X] 0.5 8.7
% Capacity Utilization Over the Last Year 783 83 776 781 70.0 66.5
% of Firms Using E-maeil to Interact with 62.1 244 736 86.5 521 49.49
BuyersfSuppliers/Customers

% of Firms Using Website 1o Interact with 355 28.5 473 &6 26.7 26.1
Buyers/Supphers/Custormers

Trade Indicators

% of Firms That Trade identifying Customs & 17.2 15.9 20.§ 16.9 28.3 28.9
Trade Reguistions as 3 Major Constraint

Days an Average to Claimy Imports From Customs &5 5.1 27 8.9 85 8.0
Days on Average to Clear Customs for Exports 4.7 40 58 4.8 &3 4.6
36 of Firms That Import Directly 242 14.8 294 5.4 39.2 43.8

Notw: Country-level inditators denating percentage of firms use as denominators the number of firms for which data for the respective
question 5 available.  Country-level indicators denotmg quantities {i.e. the number of days, percentage of sales, percentage of ioan
value, etc.) represent averages of responding firms that are nit considered to be outliers, Qutbers are defined a3 finms with values
greater than the mean plus 3 times the standand deviation or less than the mean minus 3 imes the standard deviation for that particular
indicator.  Regional and income group indicators are calculated a5 averages of country-level wdicators in the respective regiom and
incorme groups.

BEp A e Rl Ik Orgs Enterprisesuveys ES Country Profile: INDIA 2003
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THE INVESTMENT CLIMATE iN SOUTH ASIA

MALDIVES

Summary of Enterprise Survey Indicators

Small Medium Large

Maldives  (1-19 (20-99 (100+  South Asia :::;i;
Employ Employees) Employees
Infrastructure Indicators
% of Firms Identifying Transportation as a Major 26.2 27.3 208 333 15.8 99
Constraint
% of Firms Identifying Electricity as a Major 21.4 22.2 25.0 120 38.3 19.6
Constraint
Davys/Year of Power Outages 1.8 0.8 28 24 754 733
Days/Year of Insufficient Water Supply 34 1.8 2.9 a.0 8.0 §9.4
Finance Indicators
2% of Firms ldentifying Access to Finance as a Major 69.3 66.7 69.8 7222 28.1 26.4
Constraint
% of Firms Identifying Cost of Finance as a Major 66.7 58.0 72.5 70.3 34.6 332
Constraint
% of Investments Financed by Internal Funds 64.3 65.2 7222 523 53.1 63.9
% of Investments Financed by Banks 22.7 139 185 37.0 18.0 16.5
% of Investments Financed by Leasing 43 39 27 o0 29 1.1
9% of Investments Financed by Informal Sources 1.0 24 o0 0.7 5.2 4.7
% of Investments Financed by Trade Credits 2.2 50 0.6 14 1.9 1.6
% of Investments Financed by Other Sources 5.5 9.7 9.0 8.6 18.8 123
% of Firms with Bank Loans/Overdraft Accounts 43.2 38.2 333 64.1 48.7 22.5
alue of Collateral (% of Loan Value) 128.6 88.8 1127 813 108.9 1434
Labor Market Indicators

% of Firms Identifying Labor Regulations as a Major 25.9 208 30.8 263 16.4 14.6
[Constraing
% of Firms Identifying Labor Skill Level as a Major 435 30.9 0.0 526 16.5 174
[Constraint
% of Firms Offering Formai Training 66.3 48.6 780 785 26.9 55.9
% of Skilled Workers Cffered Formal Training 62.5 8.0 56.9 52.1 33.2 26.0
Managers/Professionals (as % of Total Workforce) 20.2 27.9 13.3 19.1 135 26.1

of which: % Female 10.4 3.7 29 26.7 25 1.7
f::i':? Production Workers (as % of Total Work- 463 43.8 2.2 8.8 315 4056

of which: % Female 16.2 11,4 12.8 17.8 25.4 125
;Jor:zzi:led Production Workers (as % of Total Work- 157 29.3 0.8 7.7 287 227

of which: % Female 12.0 177 9.4 9.9 26.0 19.1

ES Country Profile. MALDIVES 2005



THE INVESTMENT CLIMATE IN SOUTH ASIA

Smali Medium Large Lower
Maidives (1-29 ( 2!)-99 (100+ South Asia .

Middie

% of Firms Jdentifying Corruption as Ma;or

% of Firms Expected to Give Gifts to Obtain 2.9 g1 0.0 o0 178 23.2
Operating Licenses

% of Firms Expected to Give Gifts to Qbtaln Import 0.0 a0 a.0 0.0 9.4 16.0

Resolution as a Major Constraint

% of Firms Identifying Crime, Theft and Disorder as 26,1 20.8 0.4 135 22.6 24.1
a Major Constraint

% of Firms with Overdue Payments from 9.7 84 16 19.8 i6.2 58.4
Buyers{Suppliers/Customers

% of Firms Resolving Disputes through Court Action 26.8 22.0 33.2

Innovation and Technology Indicators
% of Firms Undertaking Innovation 58.8 49.4 204 564 79.3 0.1
% of Firms 1dentifying Foreign Competition as 429 250 571 50.0 . 35.8
Important Influence in Lowering Production Costs of
Developing Products
% of Firms Identifying Domestic Competition ag 79.0 676 85.7 839 . 63.3
Important Influence in Lowering Production Costs or
Developing Products
% of Firms Acquiring Technological Innovations by 90.9 66,7 100.0 few obs 349 63.7
Purchasing New Machinery or Equipment
% of Firms Acquiring Technological Innovations by 160 133 122 111 134 8.8
Hiring Key Personnel
% of Firmis Acquiring Technologicat Innovations by 4.0 87 18 0.0 5.0 2.4
Licensing
% of Firms Acquiring Technological Innovations by 180 200 115 333 30.4 176
Developing Internal or with Others
% of Firms Acuiring Technological Innovations by 2290 200 122 333 16.4 7.6
Cther Wavs
% of Firms Using E-mail to Interact with 97.¢ M3 73 16800 62.1 58.2

Buvers/Supplhiers/Customers
% of Firms Using Website to Interact with

Buyers/Suppliers/Customers
Trade Indicators

Days on Average to Claim Imports From Customs

% of Firms That Import Directly 0.0 00 0.0 0.0 2.0 0.0
% of Inputs Which Firms Import Directly 429 250 571 500 . 35.8
% of Firms Expected to Give Gifts to Obtain Import 0.6 00 04 0.0 0.0 oo
Licenses

ES Coumtry Profile: MALDIVES 2005
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THE INVESTMENT CLIMATE IN S0UTH ASIA

NEPAL

Summary of Enterprise Survey Indicators
Small Medium Large tow
Nepal (19 ( {100+  SouthAsia , =
% of Firms Identifying Transportation as a Major 15.2 14.6 175 137 15.8 16.6
Constraint
% of Firms Identifying Electricity as a Major 4.5 284 373 475 383 34.8
Canstraint
Days/Year of Power Outages 189 122 639 208 75.1 415
Days/Year of Insufficient Water Supply 56 32 63 55 8.0 239
Finance Indicators
% of Firms Identifying Access to Finance as a 112 3.6 0.7 13.5 28.1 355
Major Constraint
% of Firms Identifying Cost of Finance as a Major 17.5 21 214 17! 34.6 441
Constraint
% of Investments Financed by Internat Fynds 68.3 4.5 988 58.3 53.¢ 638
% of Investments Financed by Banks 238 337 206 205 180 16.5
% of Investments Financed by Leasing 0.0 2.0 0.0 0.0 28 11
% of Investments Financed by Informal Sources 22 1.1 30 13 5.2 4.7
% of Investments Financed by Trade Credits 4.3 1.4 re 2.2 1.9 16
% of Investments Financed by Other Sources 3.7 54 54 27 18.8 123
% of Firms with Bank Loans/Overdraft Accounts 8.8 536 536 459 487 337
Value of Collateral {% of Loan Value) 136.6 512 1370 313 1089 139.4
Labor Market Indicators
% of Firms Identifying Labor Regulations as a 116 179 143 8.1 164 110
Major Constraint
% of Firms ldentifying Labor Skift Level as a Major 15.2 214 1L 162 16.5 20.3
Constraint
% of Firms Offering Formal Training 45.7 58.3 $6.9 41.8 6.9 40,1
Managers/Professionals (as % of Total Workforce) 68 184 73 40 135 27
of which: % Female 0.2 0.0 02 04 25 4.1
Non-production Warkers (a5 % of Total Worlforce} 128 202 165 157 128
of which: % Female 553 0.0 51 27 13.6 189
Skifled Produrtion Workers (a5 % of Total Work- 8.1 9.1 7.8 81 L5 34.1
of which: % Female 2.9 0.0 15 29 254 14.0
;"Q';:e’fi}”e" Production Workers (25 % of Totat Work- g5 4 59.7 64.7 75 287 263
of which: % Female 188 26.1 106 241 26.0 206

http./frrv.worldbank. org/EnterpriseSurveys

ES Country Profite: NEPAL 2000




THE INVESTMENT CLUMATE N SOUTH ASiA

smalt Medium Large
Mepai (1-19 {(z0- {100 South Asia
oye Emy T30

Low
Income

D

ployees
Regulatory Burden and Corrupt

ion Indicators
% of Firrns 1dentifying Corruption as Major 10.7 167 131 2.0 ELRY 37.1
Constraint
Courts and Crime Indicators
% of Firms with Overdue Payments from 50.0 656 &5.7 523 16.2 57.1
Buvers/Sunokiers/Customers
% of Firms Resolving Disputes through Court 83 87 82 178 3.0 9.2
Action
Costs of Security (% of Sales) 5.4 19 7.0 70 0.5 1.7
Innovation and Technology Indicators
% of Firms Undertaking Innovation 100.0 a.0 Io0.¢ 100.0 79.3 7.6
% of Firms Acquiring Technological Innovatans by 8.1 387 226 8.8 349 53.1
Purchasing New Machinery or Equipment
% of Firms Using E-mail 1o Interact with 0.0 0.9 g0 00 621 44.9
Buyers/Suppliers/Customers

Trade Indicators

4, of Firms That Trade Identifying Customs & 548 57.9 &3.2 95,1 8.3 289
Trade Regulations as & Major Constraint

Note: Country-level indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question is avalable. Country-level indicators denoting quantities ({.e. the number of days, percentage of sales, percentage of loan)
value, etc.} represent averages of responding firms that are not considered to be outliers. Outliers are defined as firms with values
greater than the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that particulal
indicator. Regional and income group inditalors ace calculated as averages of country-level indicators in the respective region and
inComE groups.




THE INVESTMENT CLIMATE 1N SOUTH ASIA

PAKISTAN

Summary of Enterprise Survey Indicators

Small Medium Large

N Low
Pakistan {1-19 (20 .: {100+ South Asia 1

% of Firms Identifying Transportation as @ Major a9 117 &4 113 158 16.6
Constraint
% of Firms Identifying Electricity as a Major 39.2 Ja.8 39.7 3.6 383 4.8
Constraint
Days/Year of Power Qutages 115 11.5 iLe 13.5 5.1 475
% of Sates Lost to Power Qutages 51 55 49 4.5 5.7 4.6
Days/ear of Insufficient Water Supply 4.2 39 4.8 6.3 8.0 239
Delays in Obtaining Electricity Connections 32,8 359 312 314 55.2 39.7
{Days/Year)
Delays in Obtaining Telephone Connections 223 337 19.2 16.6 65.0 54.8
(Days/Year)
Finance Indicators
% of Firms Identifying Access ta Finance as a 375 M3 41.2 308 28.1 85
Major Constraint
% of Firms Identifying Cost of Finance as a Major 41.6 J9.1 5.0 429 34.6 44.1
Constraint
% of Investments Financed by Internal Funds 58.1 60.7 50.2 48.2 53.4 63.9
% of Investments Financed by Banks 8.5 o7 57 12,7 180 16.5
% of Investments Financed by Leasing 2.5 0.4 ¥4 38 235 1.3
% of Investments Financed by Informal Sources 13.6 128 14.5 128 5.2 4.7
9% of Investments Financed by Trade Credits 1.8 0.9 1.9 E¥4 1.8 1.6
% of Investments Financed by Other Sources 175 247 146 4.3 18.8 12.3
% of Firms with Bank Loans/Overdraft Accounts 228 0.0 26.7 477 48.7 33.7
Value of Collateral {% of Loan Value) 69.5 728 Mz 6319 108.9 1394
tabor Market Indicators
% of Firms Identifying Labor Regulations as a 150 100 174 206 164 110
Major Constraint
% of Firms Identifying Labor Skill Level as a Major 12.7 82 152 13,1 16.5 20.3
Constraint
% of Firms Offering Formal Training 111 22 9.4 318 263 40.1
% of Skilled Workers Offered Formal Tralning 36.0 Lz 40.1 334 33.2 5.6
Managers/Professionats (as % of Total Workforee) 243 251 24.7 193 135 23.7
of which: % Female 22 16 24 35 25 4.1
Non-preduction Workers (as % of Total Workforce) 9.3 8.6 2.8 23 15.7 128
of which: % Female 1.9 2.7 1.9 X 13.6 18.9
f;“;:f Production Workers (as % of Total Work- 50.9 525 9.3 528 s 3.1
of which: % Femaie 3.5 1.4 4.2 23 254 14,0
;‘;‘*‘g‘” Production Workers (as % of Total Work ¢ ¢ 3.8 161 186 287 23
of which: % Female 4.0 2.0 25 11.2 26.0 20.6
http.ftreu. worldbank. org/EnterpriseSurveys ES Country Profile: PAKISTAN 2002



THE INVESTMENT CLIMATE iN SOUTH ABIA

Smali Medium
Pakistan (z-u (ZQ"W (10¢+ South Asia

% of Firms Mdentifying Coruption as Hajor 403 3 41.0 421 3058 I
Constraint

Unofficial Payments to Get Things Done (% of 1.6 15 15 L% 1.3 LS
Sales)

% of Firms Expected to Give Gifts in Meetings with 14 a3 20 20 443 28.8
Tax Inspectors

% of Firms Expected to Give Gifts to Obtain 177 og 25.0 o0 178 82
Operating Licenses

% of Firms Expected to Give Gifts to Obtain Import NA A NA NA 84 169
Licenses

S Sendor Management Tire Dealing with 87 FA I ¥4 i1.4 7.2 8.2
Government Regulations

Time Spent in Tax Inspection Meetings (Days/Year) 31 i 42 45 38 4.7

Courts and Crime Indicators

% of Firms ldentifying Crime, TheRt and Disorderas 215 195 186 36.8 226 259
& Major Constraint

% of Firms Resolving Disputes through Couwrt NA N4 NA NA 30 9.2

Action

% of Firms with Confidence in Legal System to 374 78 371 374 485 52.8

Enforce Contract/Property Rights in Disputes

Costs of Security (% of Sales} 11 1.0 LI 12 0.5 1.7

Losses due to Crime (% of Sales) 13 a1 o1 a1 03 1.3
Inngvation and Technology Indicators

R&D Expenditures (% of Sales) 1.1 0.4 17 0.6 0.s 0.7

% of Firms Acquiring Technological Innovations by 8.5 6.3 79 14.3 349 53.1

Purchasing New Machinery or Equipment

% of Firms Acquiring Technological Innovations by 138 108 154 14 134 %%

Hiring Key Personnel

% of Firms Acquiring Technological Innovations by 9.2 a4 87 114 50 17

Licenising

% of Firms Actjuiring Technological Innovations by 45.0 98 43.2 8.7 30.4 225

Developing Internal or with Others

% of Firms Acquiring Technologital Innovations by~ 23.0 23.9 217 182 164 1.2

Other Ways

% of Firms Using E-mail 1o Interact with 336 2149 317 718 62.1 9.9

Buyers/Suppliers/Customers

Trade Indicators

% of Firms That Trade Identifying Customs & 3.7 X , : 283 289
Trade Regulations as a Major Constraint

Days on Average to Claim Imports From Customs 17.1 113 213 12.f B.S 8.0

Days on Average to Clear Customs for Exports 89 27 9.6 118 6.3 46

% of Firms That Import 248 128 28.1 4.9 44.1 45.3
% of Firms Expected o Give Gifts to Obtain Inr NA NA A NA 9.4 1639
port Licenses

Note: Country-eve! indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question Is avaiable. Country-Jevel indicators denoting quantities (Le. the number of days, percentage of sales, percentage of loan
value, etc.} represent averages of responding firms that are not considered to be outliers. Qutliers are defined as fims with values
greater than the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that particuly
indicator.  Regional and income group ndiicators are calculated as averages of country-level indicators in the respective region and
income groups.

hitp:/frre.workdbank.org/EnterpriseSurveys ES Country Profile: PAKISTAN 2002
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THE INVESTMENT CLIMATE 1N SOUTH ASIA

SRI LANKA

Summary of Enterprise Survey Indicators

Small Medium Large Lower
Sri Lanka {1-19 {20-99 {100+  South Asia Middle
: plo nloyee: Income
% of Firms Identifying Transporiation as a Major 20 6.7 16.6 278 15.5 118
Constraint
% of Firms Identifying Electricity as a Major 413 372.8 43.7 39.8 42.2 086
Congtraint
Davys/Year of Insufficient Water Supply 76 24 87 A 155 5.8
Delays in Obtaining Electricity Connections 54.0 a.0 84.6 45.6 65.8 20.9
(Days/Year)
Delays in Obtaining Water Connections (Days/Year) 194 a0 1349 20.3 194 14.2
Delays in Obtaining Telephone Connections 48.4 0.6 75.6 40.4 £8.6 20.8
(Days/Year)
Finance Indicators
% of Firms Identifying Access to Finance as a 15.1 133 15.9 13.7 27.8 30.0
Major Constraint
% of Firms Identifying Cost of Finance as a Major 5.8 156 27.8 26.4 328 36.7
Constraint
% of Investments Financed by Internal Funds 50.0 757 6.3 942 570 537
% of Investments Financed by Banks 15.3 2.t 14.0 166 226 212
% of Investments Financed by Leasing 44 2.0 52 39 25 28
% of Investments Financed by Informal Sources 1.7 o0 19 (%4 55 45
% of Investments Financed by Trade Credits 19 a0 1.1 2.7 2.3 37
% of Investments Financed by Other Sources 266 74 286 26,8 10.1 14.0
% of Firms with Bank {oans/Cverdraft Accounts 56.2 489 520 62.7 50.8 S
Value of Collaterat (% of Loan Value} 104.7 106.5 1041 .9 93.7 124.7
Labor Market Indicators
% of Firms Identifying Labor Reguiations as a 25.6 11 - 2L9 305 15,6 04
Maior Constraint
% of Firms Identifying Labor Skill Leve! as a Major 21.3 158 166 24.3 15.1 3.1
Constraint
% of Firms Offering Formal Training 326 22 212 46.3 200 52.1
% of Skilled Workers Offered Formal Tralning 313 0.0 40.9 222 327 22.8
Managers/Professionats {(as % of Total Workforce) 86 166 109 56 16.6 284
of which: % Female 3.8 11 6.9 L5 1.4 1.4
Non-production Workers {35 % of Total Workforce) 10.3 1.6 10.6 a9 13.2 9.9
of which: % Female 338 21 0.4 41.6 10.3 0.8
f::g:;‘ Production Workers {as % of Total Work- 458 550 41.2 7.1 323 327
of which: % Female 526 2.9 435 61.8 2.0 18.8
m)m Production Workers (as % of Total Work- 45 56 73 283 2.7 34.1
of which: % Female 483 58.2 43.8 50.3 273 4.0
http /e worldbank. org/EnterpriseSurveys ES Country Profile: SRI LANKA 2004



THE INVESTMENT CLIMATE IN SOUTH ASIA

Small Medium Large Lower
Sri Lanka (1~19 (MS (1004» South Asia  Middle

% of Firms ldentifying Corruption as Major 16.9 67 1.3 217 40.1 356
Congtramt

unofficial Payments to Get Things Done (% of 0.1 oD a1 6.2 1.6 1.2

Sales)

% of Firms Expected to Give Gifts iy Meetings with 2.7 0.0 2.9 34 274 16.6
Tax Inspectors

% of Firms Expected to Give Gifts to Obtain 18.0 0.0 227 182 179 14.0
Cperating Licenses

% of Firms Expected to Give Gifts to Obtain Import 18.8 0.0 237 i1.8 16.7 12.5
Licenses

% Senior Management Time Deshng with as 29 15 37 B.& 89

Government Regulations

Time Spent in Tax Inspection Meetings {Days/Year) 4.2 1.4 15 52 39 5.1

Courts and Crime Indicators

% af Firms ldestifying Crime, and Disorder a5 14.0

# Major Constraint

W of Firms with Overdue Payments from 330 0.0 395 27.4 117 617
Buyers/Suppliers/Customers

% of Firms Resolving Disputes through Court 8.8 0.8 29 16.0 135 .5
Action

% of Firrns with Confidence In Legal System to 68.8 8.2 64.9 8.0 50.2 52,6
Enforce Contract/Property Rights in Disputes

Costs of Securlty (% of Sales) 08 0.4 09 a9 a8 15
Losses due to Crime (% of Saies} a5 0.5 a5 0.6 a3 0.4

Innovation and Technology Indicators

RBD Expenditures (% of Sales) ) 0.0 0.1 00 0.0 0.5 11
% of Firms Acquiving Technological Innovations by 54.2 44.9 48.2 56.9 35 51.0
Purchasing New Machinery or Equipment
% of Flerns Acquiring Technological Innovations by 7.2 g4 6.4 78 14.8 9.7
Hinng Key Personnel
% of Firms Acquiring Technological Innovations by is 9.4 57 2.3 5.2 6
Ligensing
% of Firms Acquinng Technological Innovations by 18,6 25.0 2.3 18.4 331 246
Developing Internal or with Others )
% of Firms Acquiring Technological Innovations by 16.2 24 154 12,0 i6.4 12.1
Cther Ways
% of Firms Using E-mail 1o Interact with 8.2 17.8 556 84.5 58.4 61.3
Buyers/Suppliers/Customerns
4% of Firms Using Website to Interact with 29.3 111 4.6 452 297 43.3
Buyers/Suppliers/Customers

Trade Indicators
% of That Trade Identifying Customs & 16.5 3 3 178 8.0
Trade Regulations as a Major Constraint
Days on Average to Claim Imponts From Customs 36 0.0 4.1 39 8.7 8.9
Days an Average to Clear Customs for Exports 31 2.8 2.3 35 6.2 4%
% of Firmns That Impart Directly 42.6 4.4 258 554 34.1 355
% of Firms Expected to Give Gifts to Obtain Im- 188 &8¢ 231 11.8 16.7 12.5
port Licenses

Note: Country-evel indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question is available. Country-level indicators denoting quantities (Le. the number of days, percentage of sales, percentage of loan
value, etc.) represent averages of responding firms that are not considered to be outhiers, Outhiers are defined as firms with values
greater than the mean pius 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that particula
indicator, Regional and income group indicators are cakulated as averages of country-level indicators in the respective region and
inCOme groups.

Bitp. /e, workdhank org/EnterpriseSurveys ES Country Profile SR LANKA 2004
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THE INVESTMENT GLIMATE IN SOUTH ASIA

COUNTRY PROFILES
(Comparator Countries)

BRAZIL

Summary of Investment Climate Indicators

Small Medium Large ... Lower
Brazil (1-49  (50-240  (250+  LAUNAMENad ooe
Employees) Employees) Employees Incomg
Infrastructure Indicators
% of Firms Identifying Transpontation as 2 Major 19.3 186 183 285 115 9.9
Constraint
% of Firms ldentifying Electricity as a Major 303 205 15.1 215 25.6 196
Constraint
Days/Year of Power Qutages 35 34 3.7 37 137 16.9
Y% uf Sales Lost to Power OQutages 25 2.7 23 21 39 4.5
Days/Year of Insufficient Water Supply 0.7 27 o7 0.2 13.4 13.9
Delays in Obtaining Electricity Connections 208 20.0 206 224 25.6 25.0
{DaysfYear}
Delays in Obtaining Water Connections (Days/Year) 107 a8 06 16.8 39.8 30.2
Delays in Obtaining Telephone Connections 128 2.8 133 8.3 4.5 37.5
(Days/Year)

; Finance Indicators
% of Firms Identifying Access to Finance a5 2 59.5

Major Constraint
% of Firms Identifying Cost of Finance as a Major 823 82.9 82.3 78.4 536 332
Constrainy
9% of Investments Financed by Internal Funds 56.3 53.0 53.7 496 545 64.0
% of Investments Financed by Banks .3 140 14.2 152 229 15.6
% of Invesiments Financed by Leasing 31 20 4.3 4.4 1.7 1.7
% of Investments Financed by Informal Sources 23 3.2 LS a5 8.1 57
% of Investments Financed by Trade Credits 8.7 0.7 6.7 6.9 8.2 3.7
% of Investments Financed by Other Sources 153 i1 187 234 77 8.7
% of Firms with Bank Loans/Cverdraft Accounts 741 56.8 819 [:704 453 2.5
Value of Collateral {% of Loan Value) 119.8 118.8 120.4 i19.2 132.2 1434
Labor Market Indicators
% of Flirms Identifying Labor Regulations as & 56.7 583 58.0 55.4 18.8 14.6
Major Constraint
% of Firms Identifying Labor Skill Level as a Major 3%.6 41.0 $0.1 29.0 24.2 174
Constraint
% of Firms Offering Formal Training &7.1 529 80.7 2.3 55.7 559
Managers/Professianais (s % of Total Workforce) 10.8 12.9 a4 -2 181 6.1
of which: % Female 17 41 2.8 3.1 6.3 17
Non-production Workers {as % of Total Workforce) 11.4 10.6 127 109 11.4 10.7
of which: % Femate 44.8 505 425 25,6 38.2 12.8
fs;rig:;l Production Workers (as % of Total Work- 309 126 287 243 138 40.6
of which: % Female 39.2 0.8 394 258 55 12.5
};‘:zf;'ed Production Workers (as % of Total Work- ., 4 429 0.2 585 6.8 27
of which: % Female 376 380 37.9 347 9.1 19.1
Httpdrru worldbank. orgsInvestmentiimate ICS Country Profile: BRAZIL 2003
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THE INVESTMENT GLIMATE IN SOUTH ASIA

Smatl Medium Large Lower
Braxil {1-49 {50-249 {250+ Middie

Regulatory Burden an

% of Firms Identifying Corruption as Major 669 71.6 £5.6 9.9 59.8 349
Constraint

Unofficial Payments to Secure Government $2.2 1312 121 65 7.2 12

Procurement (% of Contract)

% of Firms Expected to Give Gifts in Meetings with 99 104 0.7 56 117 23.1
Tax Inspectors

% of Firms Expected to Give Gifts to Olrtain 54 Z.0 48 29 133 223
Operating Licenses

% of Firms Expected to Give Gifts to Qbtain Import 5.0 1z 68 2.6 7.7 16.0
Licenses

% Seniar Management Time Dealing with 7.8 6.8 8z 88 125 8.3

Government Regulations

Time Spent in Tax [nspection Meetings (Days/Year) 1.3 a.8 14 2.5 35 38

t Courts and Crime Indicators

9% of Firms {dentifying Legal System/Conflict 25 224 322 4.3 8.3 19.7
Resolution as & Major Constraint

% of Firms [dentilying Crime, Theft and Disorder as  52.0 558 505 387 51.8 24.1
& Major Constraint

% of Firms with Overdue Payments from 79.0 265 &1.0 ;.0 Bi4 58.4
Buyers{ Suppliers/Customers

% of Firms Resclving Disputes through Court 179 112 223 5.5 15.0 21.3
Action

% of Firms with Confidence in Legal System to 604 52.2 615 235 45.8 85.6
Enforce Contract/Property Rights In Disputes

Costs of Security (% of Sales) 14 1.5 12 I.! 4.8 1.6

Losses due to Crime (% of Sales) a4 o4 o4 [<5] 3.7 11

| Innovation and Technology Indicators
% of Firms Undertaking Innovation 96.8 957 984 9.9 853 70.1

R8D Expenditures {% of Sales) 0.9 12 1o o6 11 08
% of Firms ldentifying Foreign Competition as 17.2 128 19.5 315 266 58
Important Influence in Lowering Production Costs

of Develaping Products

% of Firms Identitytng Domestic Competition as 579 5.0 58.6 506 46.7 63.3

Imgportant Influence in Lawering Production Costs
or Developing Products

%% of Firms Using E-mail to Intaract with 920 s8¢ 98.5 1000 813 58.2
Buyers/SuppliersfCustomers
% of Firms Using Website to Interact with 7341 617 85.0 o4 327 44.4
Buyers/Suppliers/Customers

Trade Indicators
3% of Firms That Trade Identifying Customs & 45.2 #1.2 "3 41.8 252 2.7
Trade Regulations as & Major Congtraint
Days on Average to Claim Imports From Customs 124 23 122 2.8 83 6.4
Days on Average to Clear Customs for Exports 78 23 83 6.9 34 37
%% of Firms That Import Directly 15.7 6.0 21.6 LX) 373 374
% of Firms Expected to Give Gifts to Obtain Im- 5.0 7z 58 26 7.7 16.0
port Licenses

Note: Countrytevel indicators denating percentage of firms use as denominators the number of firms for which data for the respective
question is avaliable. Country-level indicators denoting quantities (i.e. the number of days, percentage of salkes, percertage of loan
value, et} represent averages of responding firms that sre not onsidered 1o be outliers. Outliers are defined as firms with values
greater than the mean glus 3 tmes the standard deviation or less than the mean minus 3 times the standard deviation for that particuia
indicator.  Regional and income group indicators are calated as averages of country-level indicators in the respective region and
Income groups.

At o, worddbank. orgy InvestmentChimate ICS Country Profile: BRAZIL 2003
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THE INVESTMENT CLIMATE IN SOUTH ASHIA

CHINA

Summary of Investment Climate Indicators

Small Medium Large East Asla Lower
China (1-49 (50-249 {250+ 2 Pock Middie
Employees) Employees) Employees) ocific  yncome
Infrastructure Indicators
% of Firms Ydentifying Transportation as a Major 19.1 15.0 155 258 15.4 9.9
Constraint
% of Firmns Identifying Electricity as a Major 297 26.2 293 325 245 15.6
Constraint
Days/Year of Power Qutages 4.5 4.3 58 4.8 4.5 16.9
% of Sales Lost to Power Outages 1.9 2F 21 15 4.0 4.5
Delays in Obtaining Electricity Connections 104 74 73 i4.8 4.0 250
{DaysiYear}
Delays in Obtaining Telephone Connections 6.0 &0 6.2 59 9.4 375
{Days{Year)
Finance Indicators
% of Firms Identifying Access to Finance as a 228 176 205 290 15.3 26.4
Major Constraint
% of Firmsg 1dentifying Cost of Finance as a Major 18 181 7 288 205 33.2
Constraint
Y% of Investments Financed by Internal Furkds 15.2 44 i6.4 152 kxR 64.0
% of Investments Financed by Banks 204 124 133 311 13.2 15.6
% of Investments Financed by Leasing na néa na na 1.3 1.7
% of Investrents Financed by Informal Sources 7.7 0.8 82 35 17.4 5.7
% of Investrments Fnanced by Trade Credits 1.0 1.0 a7 15 3.3 iz
% of Investments Finarced by Dther Sources 55.6 644 554 48.7 31.2 2.3
% of Firms with Bank Loans/Overdraft Accounts 233 104 23.3 9.4 19.6 22,5
Value of Coliateral (% of Loan Value) 80.8 83.8 81.6 788 763 1434
Labor Market Indicators
% of Firms ldentifying Labor Regulations as a 28,7 155 a3 251 19.3 146
Major Constraint
% of Firms Identifying Labor Skill Level as 3 Major 30.7 288 314 31.4 170 174
Constraint
% of Firms Offering Formal Training 848 82.0 85.1 87.5 38.2 55.%
% of Skilled Workers Offered Formai Training 47.7 9.0 48,6 2.2 46.2 25.5
Managens/Professionals {as % of Total Workforce) 59.2 9.8 580 60.1 334 26.1
Non-production Workers (as % of Total Workforce) 9.2 11.9 25 79 9.4 10.7
Skilled Production Workers (as % of Total Work-
force) ( 39 3.0 4.1 48 340 40.6
Unskilted Production Workers (as % of Total Work-
force) 5 277 253 304 2.2 232 27
hitp://rru. worldbank.org/InvestmentClimate ICS Country Profile: CHINA 2003




THE INVESTMENT CLIMATE IN SOUTH AGIA

Lower
Middle

Smalt Medium Large
China (1-49 (50-249 (2504
Employees) Employees) Employees}
Regulatory Burden and Corruption Indicators

East Asia
& Pacific

% of Firms Identifying Corruption as Major 73 30.8 255 26.8 8 M9
Constraint
Unofficial Payments to Get Things Done (% of 19 25 1.6 1.7 2.7 2.5
Sales)
%% of Firms Expected to Give Gifts in Meetings with 87 41.9 370 38.0 29.9 23.1
Tax Inspectors
% of Firms Expected to Give Gilts to Register Their 7.6 &7 832 24 7.6 7.6
Business
% of Firms Expected to Give Gifts ta Obtain Import 16.9 ize 20.6 143 13.8 16.0
Licenses
% Senior Management Time Dealing with 13.6 20.7 3.3 185 112 B3
Government Regulations
Tive Spent in Tax Inspection Meetings (Days/Year) 12.0 107 123 134 5.8 38
Courts and Crime Indicators
%% of Firms Identifying Crime, Theft and Disorder as 200 244 94 1.5 74 241
a Major Constraint
% of Firms with Overdue Payments from 734 71.9 53 72.5 66.5 58.4
Buyers/Suppliers/Customers
% of Firms Resolving Disputes through Court 217 11.8 220 .6 110 213
Action
% of Finns with Confidence in Legal System 1o 82.5 #2.3 833 81.6 61.7 55.6
Enforce Contract/Property Rights in Disputes
Costs of Security (% of Sales) [B] a8 as 0.5 4.5 1.6
Losses due to Crime (% of Saies) 0.1 ar a4 o4 0.7 1.1
Innovation and Technology Indicators
% of Firms Undertaking Innovation 7.7 33.2 502 52.4 731 70.%
R&D Expenditures (% of Sales} 25 2.0 2.8 26 3.0 09
% of Firms Acquiring Some Technological Inno- 43.0 26.3 373 537 654 7.7
vations by Purchasing New Machinery or Equipment
% of Firms Acquiring Some Technological Inno- 15.1 7.0 178 156 4319 21.0
vations by Hiring Key Personnel
% of Firms Acquiring Some Technological Inno- 67.0 36.1 54.9 2.7 72.1 37.5
vations by Developing Internalfy or with Others
% of Firms Using Internet to Communicate for 47.7 372 50.1 575 470 64.9
Business Purposes
% of Firms Whose Employees Use a PC Regularly 380 46.2 36.¢4 30.0 5.1 223
Trade Indicators
% of That Trade Identifying Customs & 2.7 250 250 M2 a7 2.7
Trade Regulations 35 3 Major Constraint
Days on Average to Claim Imports From Customs EX) g0 80 55 6.5 64
Days on Average to Clear Customs for Exports 6.2 74 67 49 5.0 17
% of Firms That Import 21.7 82 219 372 5.0 54.7
% of Firms Expectadt to Give Gifts to Obtain Im- 169 7.9 206 143 138 16.0
port Licenses

Note: Country-level indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question is avalable. Country-ievel indicators denoting quantities {i.e. the number of days, percentage of sales, percentage of ican
value, atc.) represent averages of responding firms that are not considered o be outliers. Qutfiers are defined as firms with values
greater than the mean plus 3 times the standard deviation or less than the mean minys 3 times the standard deviation for that particula
indicator. Regional and income group indicators are calculated as averages of country-level indicators in the respective region and
IHCOME Groups.

htep.//rru.worldbank. org/Investmentllimate ICS Country Profile: CHINA 2003
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THE INVESTRIENT CLIMATE N SOUTH ASIA

INDONESIA

Summary of Investment Climate Indicators

Small - Medium Large Eastésiak Lower
Indonesia (1-49 {50-249 {250+ Pacific  Middile
employees)  employees)  employees) Income

Infrastructure Indicators
% of Firms Identifying Transportation as a

Major Constraint 16.4 15.2 15.6 183 15.4 10.8

% of Firms Identifying Electricity as a Maj

Cor?str;int thing or 223 115 25.4 29.8 245 19.5

% of Firms ldentifying Telecommunications as

a ij:'Cmmm:Y 9 9.1 45 127 103 18 94

Days of Power Outages 35 3.7 34 34 4.3 99

% of Sales Lost to Power Qutages 33 3.4 37 2.8 31 33
lays in Obtaining Electricity Connections

s g Electricly 122 117 114 135 50 190

Detays in Obtaining Water Connections {Days) 11.4 8. 14.7 11.4 7.9 25.3

Delays in Obtaining Telephone Connections

(Days) 19.2 17.7 108 210 9.3 319

Finance Indicators
% of Firms Identifying Access to Finance as 2

Major Constraint i75 16.0 16.6 18.5 1583 28.1

% of Investments Financed by Internal Funds 419 384 36.7 49,4 3339 56.1

% of Inwestments Financed by Informet

Sources 245 43.3 225 10.1 230 49

% of Investments Financed by Trade Credit 28 3.1 1.5 32 3.1 47

Y of Investments Financed by Commercial

Banks 163 8.0 9.8 29.1 8.9 12.4

% of Investments Financed by Leasing 2.4 1.1 29 3.1 1.2 2.7

% of Investments Ananced by Other Sources 12.1 6.1 26.1 5.1 9.3 9.3

% of Firms with Bank Loans/QOverdraft

Accounts 19.2 6.6 263 25.6 20.2 29

Value of Collateral (% of Loan Value) 1163 9298 142.5 1025 774 1236

Labor Market Indicators

% of Firms Identifying Labor Regulations as a

Major Constraint 259 i1s 298 355 19.3 16.0

% of Firms Offering Forinal Tralning 23.8 5.2 27.9 385 46.5 48.0

Managers/Professionals (as % of Total

Waorkforca) 5.1 9.4 8.4 4.8 12.3 18.3
of which: % Female 15.0 14.7 164 14.0 213 10.0

Non-production Workers (as % of Total

Workforce) 11.6 115 10.3 1.7 9.0 10.5
of which: % Female 22.1 222 246 203 256 40.1

Skified Production Workers (as % of Total

Work y 435 393 447 435 48.8 34,2
of which: % Female 26.8 piX] 26.7 7.5 316 30.4

Unskilled Production Workers {as % of Total

Workforce) 39.7 399 36.6 399 9.8 259
of which: % Female 331 35.1 364 311 314 33.0

ICS Country Profiie: INDONESIA 2003



THE INVESTMENT CLIMATE [N SOUTH ASIA

Smalt Medium Large EastAsla®& Lower
Indonesia (1-49 {50-249 {250+ Pacific Middie
employees}  employees}  employees) Income
Regulatory Burden and Corruption Indicators
gnms e Cormption as Ma] M“.Ss 34.8 366 51.9 40.0 35.5
; ing Done (%
;’;‘gfg‘ Payments to Get Thing Done (% 11 11 12 11 21 24
% of Firms Expected to Give Gifts in Meet-
ings w,f:‘?u Inspectors ¢ .l 1.2 7.4 11.7 145 40.7 22.8
f Firms Expected to Give Gifts to Obtain
Overating Lonecs © 8.4 79 78 93 ss8 27
% of Firms Expected to Give Gifts to Obtai
Imwﬁnga ° " a7 17 5.4 6.9 33.4 20.0
% Senior Management Time Dealing with
Government Regulations 10 38 29 49 107 9.2
Time Spent in Tax Ins n Meetings
ey Ta Inspection Hestina 11 07 10 15 67 43

Courts and Crime Indicators
% of Firms Identifying Legal Systern/Conflict

Resolution as a Major Constraint 24.7 164 229 33.6 268 214

% of Firms Identifying Crime, Theft and

Disorder as a Major Constraint 229 14.3 220 9.0 274 27.4

% of Firms with Overdue Payments from

Buyers/Suppliers/Customers S04 48.8 53,5 44.7 63.2 69.6

% of Firms Resolving Disputes through

Court Action e e . 101 9.2 107 10.3 149 221

% of Firms with Confidence In Legal System

to Enforce Contract/Property Rights in 59.2 55.7 58.0 63.0 617 57.0

Disputes

Costs of Security {% of Sales) 0.8 0.6 1.0 0.8 45 2.3

Losses due to Crime (% of Sales) 0.2 0.2 a3 0.2 0.7 1.2
Innovation and Technology Indicators

% of Firms Undertaking Innovation 739 1.9 756 834 67.6 66.5

9% of Firms Identifying Foreign Competition

as Important Influence in Lowering 258 113 6.1 395 187 239

Production Costs or Developing Praducts

% of Firms Identifying Domestic

Competition as Important Influence in

Lowering Production Costs or Developing 47.3 54.6 54.8 35.2 52.8 50.9

Products

% of Firms Using E-mail to Interact with

Buyers/Suppliers/Customers 3.9 185 47.1 80.9 46.5 55.8

%, of Firms Using Website to Interact with

Buyers/Suppliers/Custorners 243 6.6 i7.6 458 23.9 41.6

Note. Country-level indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
guestion is available. Country-lavel indicators denating quantities (i.e. the number of days, percentage of sales, percentage of loan value,
etc.) represent averages of responding firms that are not considered to be putiiers. Outliers are defined as firms with values greater than
the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviation for that particular indicator,
Regicnal and income group indicators are calculated as averages of country-level indicators in the respective region and income groups.

ICS Country Profile: INDONESIA 2003




THE INVESTMENT CLIMATE IN S0UTH ASIA

SOUTH AFRICA

Summary of Investment Climate Indicators

South Small Medium Large Upper
Arica {(3-49 {50-24 {250 Africa Middle
Employees) ; %) Income

Infrastructure Indicators

% of Firms Identifying Transportation as a Major 10.1 8.0 104 11.3 221 54
Constraint

% of Firms Identifying Electricity as a Major 9.0 6.0 &3 13.2 4.5 6.0
Constraint

Days/Year of Power Outages 5.5 49 59 51 5315 2.0
% of Sales Lost o Power Qutages 0.8 o4 12 0.8 53 2.3
DaysfYear of Insufficient Water Supgly 4.8 49 51 4.1 370 2.6
Delays in Obtaining Electricity Connections 5.3 4.7 4.8 632 9.9 1.8
{Days/Year)

Delays in Obtaining Water Connections (DaysfYear) 3.6 3.7 32 27 18.6 57
Delays in Obtaining Telephone Connections 6.6 A 58 89 64.0 8.0
(DaysfYear)

Finance Indicators

% of Firms Identitying Access to Finance as a o 186
Major Constraint
%% of Firms Identifying Cost of Finance as a Major 16.4 188 151 156 55.7 18.2
Constraint
% of Investments Financed by Internal Funds 584 51.0 &1.9 60.2 66.0 60.2
% of Investments Financed by Banks 16.5 123 152 156 188 123
% of Investments Financed by Leasing 15.6 20.5 153 17 26 8.4
% of Investments Financed by Informal Sources 1.1 a7 17 .2 2.3 30
% of Investments Financed by Trade Credits 0.6 0.9 0.8 0.0 1.3 2.5
% of Investments Financed by Other Sources 7.7 26 51 123 5.0 138
% of Firms with Bank Loans/Overdraft Accounts 68.0 0.4 66.8 68.2 44.0 10.2
Value of Collateral (% of Loan Value) 123.8 124.9 132.1 1117 145.8 1334
; Labor Market Indicators
% of Firms Identifying Labor Regulations as a 328 383 252 27 15.9 137
Major Copstraint
% of Firms Identifying Labor Skill Level as a Major 358 323 363 38.1 28.6 15.7
Constraint
% of Firms Offering Formal Training 64.0 3.1 66.2 887 41.0 7.0
% of Skilled Workers Offered Formal Training 45.2 3.0 96,8 %46 25.0 36.2
Managers/Professionals (as % of Total Workforce) 13.8 8.1 128 105 2.7 30.7
of which: % Female 2.8 52 1.4 12 2.7 0.3
Non-production Workers (as % of Total Workforce) 6.4 5.0 72 8.5 134 8.2
of which: % Female 524 81.3 0.1 Jn7 24.8 4.1
?::2:;1 Production Workers (as % of Total Work- 5.3 334 248 7 30.1 473
of which: % Female 4.1 L5 237 275 14.3 1.9
xg;!ed Production Workers (as % of Total Work- 445 435 451 43 13s 3.8
of which: % Female 56 281 213 223 215 7.1
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% of Firms Identifying Comupbon as Major
Constramnt

Unofficial Payments to Get Things Done (% of
Sales)

% of Firms Expected to Give Gifts in Meetings with
Tax Inspectors

% of Firms Expected to Give Gifts to Obtain

% of Firms Expected to Give Gifts to Obtain Import
Licenses

% Senior Management Time Dealing with
Govemnment Regulations

Tirme Spent in Tax Inspection Meetings {Days/Year)

% of Firms Identifying Legal System/Conflsct
Resolution 35 a Major Constraint

% of Firms Identifying Crime, Theft and Disorder as
a Major Constraint

% of Firms with Overdue Payments from
Buyers/Supphers/Customers

% of Firms Resolving Disputes through Court
Action

% of Firms with Confidence in Legal System to
Enforce Contract/Property Rights in Disputes
Casts of Security (% of Sales)

Losses due to Cnme {% of Sales)

% of Firms Undertaking Innovation
RE&D Expenditures (% of Sales}
% of Firms Identifying Foreign Competition as

Important Influence in Lowenng Production Casts
or Developing Products

% of Firms Identifying Domestic Competition as
Important Influence in Lowering Production Costs
or Developing Products

% of Firms Using £-mail to Interact with
Buyers/Suppliers/Customers

% of Firms Using Website to Interact with
Buyers/ Suppliers/Customers

% of Firms That Trade Identifying Customs &
Trade Regulations as a Major Constraint

Days on Average to Claim Imports From Customs
Days on Average to Clear Customs for Exports
% of Firms That Import Directly

% of Firms Expected to Give Gifts te Obtaln Im-
port Licenses

Trade Indicators

195

6.2
4.3
60.0
0.6

4.4

55
40
39.3
0.0

; Courts and Crime Indicators

48

6.7
4.3
61.4
11

0.5

59
4.3
81.5
a.0

349

9.0
45
§6.7
7.4

| Innovation and Technology Indicators '

South Smal) Medivm Large Upper

Africa {1-49 (50-249 (250+ Africa Middie

Employees) Employees) Employees Income

Regulatory Burden and Corruption Indicators

16.1 14.4 16.2 17.8 416 133
ik} 08 o1 01 26 08
0.6 14 ar L1 17.2 16.2
08 28 a0 0.0 9.1 8.5
06 0.0 11 0.0 7.4 54
104 99 9.0 123 10.8 5.7
249 1.7 34 14 5.4 2.8
85 122 72 73 218 13.3
2.0 293 284 311 31.1 99
68.7 885 620 71.8 719 62.9
272.2 208 29.5 w3 49 40.6
79.2 747 79.0 84.! 61.0 60.2
06 05 8.5 0.8 1.2 0.5
04 05 0.4 o5 1.3 0.3
91.0 81.9 34.9 94.7 72.1 66.7
1.0 12 09 10 0.5 03
153 11.6 109 27.7 13.4 388
45.7 9.4 46.5 41.2 451 75.2
98.3 95.8 99.3 100.0 359 7%.8
70.8 50.3 73.4 887 7.8 75.5

11.8

45
i3
331
54

nCoMme groups.

Note: Country-lovel indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question is available. Country-lfevel indicators denohng quantities (Le. the number of days, percentage of sales, percentage of loan
value, etc.) represent averages of responding firms that are not consdered to be outliers. Outliers are defined as frms with values
greater than the mean plus 3 times the standard deviation or less than the mean minus 3 times the standard deviatron for that particula.
indicator. Regional and income group indicators are calculated as averages of country-level indicators i the respective regon and

Attp i worldbank crg/ fnvestmentlimate
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THE INVESTMENT CLIMATE IN SOUTH ASIA

TURKEY

Summary of Investment Climate Indicators

Smaii Medivm Large Europe and  Upper
Turkey (1-49 (50-249 {250+ Central Middle
Emp yess p Asia Income

% of Firms Identifying Transportation as a Major 6.7 8.2 2.4 57 4.9 54
Constraint )
% of Firms Identifying Electricity as a Major 9.2 88 103 117 1.5 5.0
Constraint
Days/Year of Pcwef‘Ou!ages 31 34 2.7 L7 12.3 2.0
% of Sales Lost to Power Outages 2.3 2.2 2.9 1.5 34 23
Days/Year of Insufficient Water Supply 0.3 a3 a3 (%4 4.4 2.6
Delays in Obtaining Etectricity Connections 5.7 53 2.6 56 12,3 118
(Days/Year)
Delays in Qbtaining Telephone Connections 7.5 25 7.4 2.5 13.8 8.0
(Days/Year)
Finance Indicators

% of Firms Identifying Access to Finance as a 14.1 13.9 160 1.5 16.0 14.6
Major Constraint
% of Firms Identifying Cost of Finance as a Major 209 20.2 28.0 115 216 18.2
Constraint
% of Investments Financed by Internal Funds 551 358 51.2 57.5 69.8 60.2
% of Investments Financed by Banks 58 52 87 18 119 12.3
% of Investments Financed by Leasing 0.8 (294 15 8.0 3.7 B.4
% of Investments Financed by Informal Sources 39 4.5 14 1.7 3.6 34
% of Investments Financed by Trade Credits 1.6 1.4 0.8 63 2.0 25
% of Investrnensts Financed by Other Sources 32.7 320 364 20.8 9.1 13.6
Value of Collateral (% of Loan Vaiue) 100.5 wer 978 1072 153.7 1334

Labor Market Indicators
% of Firms Identifying Labor Regulations as a 121 113 159 77 74 13.7
Major Constraint .
% of Firms Identifying Labor Skill Level as a Major 9.7 83 152 7 10.0 157
Constraint
% of Firms Offering Formal Training 52.8 426 k1 %4 JrS 75.0 77.0
% of Skilled Workers Offered Formal Training 18.0 1.6 280 9513 25.7 36.2
Managers/Professionals (as % of Total Workforce) %2 25.0 208 285 32.0 30.7
Non-production Workers (as % of Total Workforce) 11.3 126 80 2.3 97 8.2
Skilledd Production Workers (as % of Total
Workforce) 49.5 493 51.2 9.3 47.5 47.3
Lnskilled Production Workers (a5 % of Total
Workforce} 14.9 132 20.2 16.9 108 13.8
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THE INVESTMENT CLIMATE IN SOUTH ASIA

b

Senall Mediom Lerge  Europe and \Upper
Yurkey {1-49 (50-249 {250+ Centrat Middie

Regulatory Burden and Corruptio
% of Firms Identifying Corruption as Major 16.8 17.7 156 1.8 17.1 13.3
Canstraint
Unofficial Payments to Get Things Done (% of 1.1 19 09 oz 1.0 08
Sales)
% of Firms Expected to Give Gifts in Meetings with 124 115 16.3 104 220 16.2
Tax Inspectors
% of Firms Expected to Give Gifts to Obtain 89 a5 135 2.1 136 85
Operating Licenses
% of Firms Expected to Give Gifts to Obtain Import 7.2 5.9 137 L ¥4 115 5.4
Licenses
% Senior Management Time Dealing with 1.7 09 12.4 41 5.6 5.7
Government Regulations
Time Spent in Tax Inspection Meetings {Days/Year) .0 2.0 23 1.8 2.8 2.4
Courts and Crime Indicators
% of Firms Identifying Legal System/Conflict 121 227 1.2 4 14.0 133
Resolution as a Major Constraint
% of Firms ldentifying Crime, Theft and Disorderas 146 5.2 130 136 9.2 9.9
2 Major Constraint
% of Firms with Overdue Payments from 23.2 242 234 5.1 524 623
Buyers/SuppliersiCustomers
% of Firms Resolving Disputes through Court s0.4 90 800 s ¥o 0.6
Action
% of Firms with Confidence in Legal System to 715 9.9 VN4 880 560 §0.2
Enforce Contract/Property Rights in Disputes
Costs of Security (% of Sales) 03 02 [ as 08 [15.1
Losses due to Crime (% of Sales) 0.2 22 o 2z 03 0.3
Innovation and Technology Indicators
% of Firms Undertaking Innovation 52.1 48.7 61.7 62.3 65.1 66.7
R&D Expenditures (% of Sales) 0.3 82 0.5 14 03 0.3
% of Firms Identifying Foreign Competition as 335 272 9.4 528 40.3 88
Important Influence in Lowering Production Costs
or Developing Products
% of Firms Identifying Domestic Competition as 9.9 6593 4.3 654 32 75.2
Important Influence in Lowering Production Costs
or Developing Products
% of Firms Using E-mail to Interact with 65.2 357 87.9 0.6 64.8 798
Buyers/Suppliers/Customers
% of Firms Using Website to Interact with 65.2 557 888 887 625 755
Buyers/Suppliers/Customers
Trade Indicators
% of Firms That Trade Identifying Customs & 14.3 137 138 1949 138 118
Trade Regulations as a Major Constraint
Days on Average to Clatm Imports From Customs 5.6 58 45 6.2 38 4.5
Days on Average to Clear Customs for Exports 42 9 48 49 33 35
% of Inputs Which Firms Import Directly 58 57 32 121 17.2 154
% of Firms Expected to Give Gifts to Obtain Im- 7.2 59 132 42 115 5.4
port Licenses

Note: Country-level indicators denoting percentage of firms use as denominators the number of firms for which data for the respective
question is available. Country-level indicators denoting quantities (i.e. the number of days, percentage of sales, percentage of loan
value, etc ) represent averages of responding firms that are not considered to be outhers. Qutliers are defined as firms with values
greater than the mean plus 3 times the standard deviation o less than the mean minus 3 times the standard devistion for that particula
Indicator. Reglonsl and income group indicators are calculated 3s averages of country-level indicators in the respective region and
income groups.
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The investment climate of a country, province, or region describes the policy, regulatory,
institutional and governance environment, both present and expected, that influences
entrepreneurship, supports well-functioning markets, and affects the returns and risks
associated with investment. The World Bank has carried out investment climate
assessments for all countries in the South Asia region.

This report summarizes the findings of these assessments. It compares South Asian
countries to a number of countries in other regions, analyzes similarities and differences
within the region, assesses the costs of a deficient investment climate, and identifies the
way forward in improving the investment climate.
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