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Economic policymaking remains more an art than a science, in
common with many other areas of public policy. We know a
few things about the technicalities of reform—for instance,

how to streamline customs procedures or simplify the process of
business registration. But it is less clear how one gets these and other
more complex policies agreed upon and implemented. Some believe
that we can study the matter and develop typologies and recipes,
almost a manual. I very much doubt this makes sense. The manage-
ment of societies may not lend itself to engineering-type approach-
es, where we can hope to discover principles of how things work and
then design manuals. Fundamentally, the process of reform and
implementation is about humans agreeing, compromising and act-
ing together. In the process, innovation is possible. At the same time
credibility and some level of predictability matter. The equivalent of
immutable physical laws remains elusive. For reform we cannot
write a blueprint. As with change management in firms, the best we
may be able to do is to generate interesting case studies that help
sharpen judgment and inform policymakers about the process and
impact of reforms. 

What interest do policymakers have to sharpen their judgment
and learn from other experiences? Here, competition matters. Not
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competition between firms, but between jurisdictions. When some
countries pull ahead, when they see incomes rise—that makes policy-
makers in other places wake up. Statistics that allow us to compare the
performance of different jurisdictions make success and failure visible.
GDP statistics show us who earns more, who grows. The benchmark-
ing of “competitiveness” gets policymakers’ juices flowing, often
under pressure from the media, who highlight deficiencies revealed by
statistics. Just consider the impact of the OECD PISA study on com-
parative performance of education systems or the World Bank/IFC
reports on “Doing Business.”

It is in that perspective that we have embarked on a review of
reform episodes. Our hope is that the experiences and lessons of the
cases analyzed in this paper will indeed help sharpen judgment. Addi-
tional work is being done on reform episodes monitored by our
“Doing Business” project. Between our work and that of others, there
will be close to one hundred cases written up. The challenge is to find
useful ways of sharing experiences among relevant policymakers and
to develop the best possible ways of learning—maybe in the spirit of
business school case study teaching and, just maybe, in the more dis-
tant future by using emerging multiplayer games to explore gover-
nance and policy problems.

Michael Klein
Vice-President, Private Sector Development, World Bank-IFC

Chief Economist, IFC
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The importance of investment climate reforms for boosting
growth and reducing poverty is increasingly well understood.
Much less understood is how to manage such reforms. Invest-

ment climate reforms are challenging for three main reasons. First,
the list of possible reforms is long, and figuring out the right priori-
ties and sequencing can be a daunting task. Second, such reforms are
often politically contentious because of their distributional conse-
quences: groups that lose in the short term are often well organized
and in a position to resist, while those that benefit usually do so only
in the long run and are too dispersed to matter politically. And third,
investment climate reforms can be institutionally challenging: their
implementation typically requires coordination among diverse
departments and levels of government as well as fundamental institu-
tional changes in organization, incentives, and behavior that can be
difficult to achieve.

So, in tackling the investment climate, would-be reformers face
many technical, political, and institutional challenges. Key among
these challenges: How to identify the most important constraints,
and how to sequence reforms? How to overcome opposition from
interest groups and get reform onto the agenda? How to package

1
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reforms so that they are both credible and feasible? How to mobilize
support for reform? How to create the incentives and capacity to
implement reform? And how to create institutional mechanisms to
drive, monitor, and sustain reform? 

We address these questions through an analysis of the literature
and the findings of more than 25 case studies of reform. The case
studies, drawn mostly from developing countries, cover a range of
reforms (including product market, land market, labor market, infra-
structure, and customs reform). They suggest that reform is highly
dynamic and idiosyncratic: there is and can be no standard process.
Different investment climate reforms involve different mixes of tech-
nical, political, and institutional issues and thus call for different
approaches. The country context also matters, particularly the type of
political system and the capacity to plan and carry out reform. Ele-
ments of luck and unpredictability too play a part. 

Yet, as the rest of this book shows, our analysis highlights ten
common lessons which emerge across different types of reform and
country conditions: 

1. A growing set of diagnostic tools and proven good practices is mak-
ing it easier to identify priorities for reform. Benchmarking indica-
tors, country rankings, business surveys, and industry-specific
analyses are now available to help reformers more easily identify
and target the key constraints in their country’s investment cli-
mate and therefore the priorities for reform. And as the case of
China shows, reformers can also determine priorities through
policy experimentation and learning from their own experiences
and the successes of other countries. 

2. Exposing the economy to international competition through trade
and product market reforms is a good place to start. Exports and
competition not only are among the most important drivers of
growth; they also help create domestic pressures for tackling the
other important investment climate reforms—in land, labor, and
capital markets. By increasing competition, trade liberalization in
Mexico compelled business associations to lobby the government
for reforms aimed at reducing regulatory red tape. In Colombia
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the greater competitiveness resulting from global integration led
employers to become vocal supporters of labor market reforms. In
Central and Eastern Europe reformers deliberately used the
process of accession to the European Union (EU) to push through
regulatory reform, building support for the reform by linking it to
the broader goal of joining the EU. That an economy’s openness
is significantly associated with institutional change is among the
main findings of the International Monetary Fund’s World Eco-
nomic Outlook, September 2005 (IMF 2005). Conversely, the
regions that have done the least on the investment climate front
(such as South Asia and the Middle East and North Africa) also
tend to be those with the highest barriers to trade and foreign
direct investment. 

3. New information plays a powerful role in exposing a policy problem,
fostering competition between jurisdictions, and creating demand for
change. Generating new and specific information about a policy
problem can be an especially important catalyst for contentious
reforms involving multiple stakeholders. In land market reforms
in China (Shenzhen), Mozambique, Peru, the Russian Federation
(Veliky Novgorod), and South Africa (Cape Town), reformers
used detailed diagnostic studies to identify problems of access to
land and, for the first time, to measure the costs and benefits of
tackling it through reform. These studies helped foster debate
and overcome interest group opposition. In Vietnam detailed
studies exposing the costs of corruption helped develop support
to confront the many vested interests opposing reform of the old
Company Law. Benchmarking and rankings provide another
powerful impetus. The World Bank Group’s recent publication of
the Doing Business country rankings (World Bank 2006), for
instance, prompted calls for reform in more than 20 countries. In
such countries as India and Mexico, subnational benchmarking is
playing a vital role in fostering reform due to increased competi-
tion between states.

4. Crisis and political change provide opportunities to push through
bold reforms. A deep fiscal crisis together with a newly elected gov-
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ernment generated the support reformers in the Slovak Republic
needed to adopt and carry out tax, labor, and other regulatory
reforms far more ambitious than the piecemeal efforts of the past.
Financial crisis helped thrust more ambitious regulatory reforms
onto the agenda in Hungary in the mid-1990s. Other types of
crises also helped propel reform: In Mozambique the resettlement
crisis made radical overhaul of the land code possible; in Italy and
the Republic of Korea major corruption scandals helped launch
regulatory reforms; and in the Netherlands two major safety acci-
dents pushed inspection reform onto the agenda. Strong political
support for dealing with these crises made it easier to overcome
resistance and gain wide acceptance for reform. 

5. Pilots and other pragmatic steps provide important learning and
demonstration effects, and can help get the reform process going.
Reform often comes about from a process of policy learning and
experimentation. Pilots, in particular, can help create momen-
tum and provide a testing ground for deeper change, especially
when there is uncertainty or strong opposition. Peru and South
Africa used pilots to test the technology involved in property reg-
istration and valuation, assess the difficulties larger-scale pro-
grams would face, and convince politicians that such programs
were administratively and politically feasible. China has put
pilots at the center of its reform strategy, using special economic
zones to test market-oriented policies such as land use rights
before extending them nationwide. 

6. Leveraging and empowering supporters through education and dia-
logue can help mitigate interest group opposition. Supporters and
potential supporters are often taken for granted, but educating
and mobilizing them early on helps create coalitions for change
and minimize the incentives and ability of narrow interest groups
or politicians to obstruct the reform process. Greater discussion
may be needed for reforms that will have wide distributional con-
sequences and are likely to involve multiple stakeholder groups.
These strategies appeared to be important in both democratic
and nondemocratic settings: the shift to market-oriented policies
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in China and Vietnam involved greater discussion than is com-
monly perceived. Yet consultation may have its limits even in
democratic settings, especially when reform is resisted by narrow
interest groups. Under pressure to change, policymakers pursuing
port reform in Colombia and customs reform in Mexico opted
for rapid, top-down change, made possible by rampant corrup-
tion and inefficiency, broad public support, and a brief political
window of opportunity for reform. 

7. Incentives and capacity for implementation can be created by lever-
aging change management techniques from the private sector. Tech-
nical and administrative constraints—particularly at state and
local levels, which carry the burden of implementation—high-
light the interdependence of investment climate and public man-
agement reforms. Yet these constraints can be overcome without
undertaking long-term public sector reform, by leveraging change
management techniques from the private sector. To support busi-
ness registration and capital market reforms, Pakistan transformed
an existing government body into a new, high-powered commis-
sion, driven largely by leadership and skills brought in from the
outside. The new team helped introduce flexible financial and
administrative procedures, foster a service culture, and train staff
in all the regional offices. Others contracted out implementation
directly to the private sector—Jordan the management of ports
and airports and Mexico its environmental auditing. Information
technology solutions also were instrumental. In customs, busi-
ness, inspections, and land registration reform, such solutions
helped in simplifying procedures and alleviating capacity con-
straints, but also in removing undue discretionary powers, mini-
mizing corruption, and forcing transparency. 

8. Investment climate reforms, more cross-cutting and continuous than
one-off events, call for special efforts to make the reforms permanent,
insulate the process from political and bureaucratic interference,
and ensure transparency and accountability. That can mean a need
for new functions—providing oversight and advocacy, fostering
policy coordination and compliance, and supplying technical
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support to local levels. This need led to the creation of new over-
sight mechanisms—often in the form of dedicated and empow-
ered teams or institutions—in more than 60 percent of our
cases. Regulatory reforms in Hungary, Korea, and Mexico, for
instance, adapted the oversight mechanisms established in most
Organization for Economic Cooperation and Development
(OECD) countries, supported by new umbrella laws specifying
the standards and processes for reviewing the stock and flow of
regulations. 

9. Monitoring should be an integral part of the reform process, not an
afterthought. Monitoring was effective in only a few cases, even
among more developed countries. Among the few positive exam-
ples were Australia and Latvia, which built in clear performance
targets and monitoring agreements at the start. Elsewhere, moni-
toring was poorly enforced or bore little relation to the underly-
ing objectives of the reform. Monitoring fell short even in higher-
capacity countries such as Korea and Hungary, where lack of
analytical capabilities and opposition from ministries made the
process difficult. In low-capacity countries monitoring proved to
be even more difficult, and harder than initiating reform. Yet
monitoring is critical—not just to evaluate impacts and out-
comes, but also to ensure transparency, provide a feedback loop to
adjust course as needed, allow citizens to hold reformers account-
able for results, and build support for sustaining reform. 

10. Above all, getting the reform process right is just as important as
ensuring sound policy content. Paying attention to the way in
which reforms are initiated and carried out builds the legitimacy,
support, and ownership needed to achieve policies and outcomes
that are both desirable and sustainable. As the economist Joseph
Stiglitz has noted, reform process and in particular “implementa-
tion and political sustainability are not sideshows, but the main
event in a reform agenda” (Stiglitz 2000, p. 556).
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Recent analytical work has led to a broad understanding among
policymakers and development practitioners that microeco-
nomic reforms aimed at strengthening property rights,

unleashing competition, and reducing the cost of doing business are
critical in creating a sound investment climate and promoting eco-
nomic growth (World Bank 2004; World Bank 2005a; Lewis 2004).
Also recognized is that these changes need to be credible and sus-
tained for private firms to respond by increasing investment and pro-
duction. 

But there is much less understanding of how to manage these
investment climate reforms. Our goal is to contribute to that under-
standing through an analysis of the literature and the findings of
more than 25 recent case studies commissioned by the World Devel-
opment Report 2005 team and by the Foreign Investment Advisory
Service (FIAS) of the World Bank Group (table 1).1 The case studies,
drawn mostly from developing countries, cover the main broad areas

II. 
Understanding 
the Challenges 
to Reform

1. The World Development Report cases can be found on the Web at http://econ.worldbank.
org/wdr/. 



8 Reforming the Investment Climate: Lessons for Practitioners

of the investment climate: product markets,2 land markets, labor
markets, and infrastructure. They focus on countries that adopted
and implemented a particular investment climate reform with posi-
tive results, though many also include negative episodes from which
lessons can be learned.3

Though reform is a nonlinear dynamic process, for analytical pur-
poses we distinguish between two main stages of reform, each with its
own set of challenges and processes:

2. Product market reforms include reform of the policies and institutions governing the way in
which products and services are produced and sold. They tend to be industry specific. The
main such regulations are those governing: entry (general business registration, industry-
specific licensing, and restrictions on foreign direct investment); the import and export of
goods (quotas, tariffs, and customs); and production (price regulations, product standards
and government certification processes, intellectual property rights, investment incentives,
subsidies, and competition policy or agency). 

3. Detailed discussion of the reforms and their impacts can be found in the case study reports,
cited throughout the paper. Summaries of selected cases are presented in Chapter VI. 

TABLE 1. Reform case studies

Product 
markets Inspections Land Labor Infrastructure Customs

Australia Latvia China Colombia Colombia Philippines
(Shenzhen) (ports)

China Mexico Mozambique Poland India South Africa
(Hangzhou) (Mumbai ports)

Hungary Netherlands Peru Slovak Uganda
Republic (telecommunications)

Italy Russia 
(Veliky
Novgorod)

Republic South Africa
of Korea (Cape Town)

Pakistan

Slovak Republic

United Kingdom

Vietnam
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• Initiating and designing reform—This involves identifying priori-
ties for reform, getting reform onto the agenda, developing reform
proposals, and building acceptance for reform. 

• Implementing and sustaining reform—This involves strengthening
the incentives and capacity to implement reform and creating
institutional mechanisms to monitor and sustain reform. 

We also distinguish between two sets of factors that influence
reform processes: contextual factors and those that are within the
control of policymakers. A country’s political system and culture
affect what reformers can achieve.4 Together they explain a large part
of the variation in the outcomes of reform and in its impact on eco-
nomic performance. But while reformers must take political institu-
tions and the structure of domestic interest groups as given, within
this framework—and short of fundamental political reform—they
have much scope to design and manage the reform process in ways
that get the process going and achieve favorable outcomes. We focus
on those factors within the direct control of policymakers, with the
goal of highlighting a menu of strategic choices at each stage of the
reform process.

Why Investment Climate Reforms Are Challenging

Macroeconomic reforms are often carried out in times of crisis by a
stroke of the pen—achieved by administrative decree and a few key
actors. The benefits are usually immediate, visible, and spread across
the population, with losers or potential losers often too dispersed or
too small in number to be of political importance.5

Investment climate reforms are a different matter—and face very
different challenges: 

4. The role of political systems in development is an important and much broader topic that
is not covered in any great detail in the paper. Fukuyama (2006) discusses in greater detail
how different types of political institutions and political culture shape the ability to gener-
ate reform decisions and enforce outcomes. 

5. See Krueger (2000) and Navia and Velasco (2002) for more detailed analysis and compar-
isons of policy reform in macro vs. microeconomic areas. This section draws from their
work. 
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• Getting the priorities and sequencing right can be technically chal-
lenging. Identifying the right package and sequence of reforms can
be a difficult task when reformers face a long list of constraints and
possible reforms. The list of possible reforms is indeed long: it is
now known that developing countries have to improve the way
they regulate capital, labor, land, and product markets; reform
their tax and judiciary systems; protect investor and property
rights; invest in infrastructure and education; and tackle adminis-
trative barriers and deeply rooted governance issues. The challenge
is to identify the reforms that will stimulate a quick, strong supply
response while laying the groundwork for the next round of essen-
tial reforms.

• The reforms are often politically contentious. They involve significant
transfers of income and opportunity. Moreover, those who lose in
the short term tend to be powerful interest groups or politicians
capable of blocking reform, while those who gain tend to do so
only in the long term and are often too dispersed to matter. Thus
while removing barriers to entry, for example, favors new entrants,
it may be resisted by incumbents, feeling threatened by the
prospect of competition and changes in traditional ways of doing
business. The involvement of many players and political institu-
tions also mean much slower and less predictable decision-making
processes. 

• The reforms can be institutionally challenging. Their implementa-
tion can be demanding, requiring detailed technical and adminis-
trative work and the development of institutional mechanisms for
sustaining reforms that tend to be ongoing rather than one-shot
events. 

So in tackling the investment climate, would-be reformers face
many technical, political, and institutional challenges. Key among
these challenges: 

• How to identify and sequence the most important reforms. 

• How to overcome opposition from interest groups and get reform
onto the policy agenda. 
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• How to achieve reforms that are both credible and feasible. 

• How to mobilize support for reform and mitigate opposition. 

• How to create the incentives and capacity for implementation. 

• How to create institutional mechanisms to monitor and sustain
reform. 

Different Reforms and Country Conditions,
Different Challenges

Identifying priorities for reform is a first challenge and a process that
is highly country specific (as we discuss in greater detail in the follow-
ing section). But once priorities are determined, the reform process
tends to confront common political and institutional challenges. Not
all reforms of the investment climate face these challenges to an equal
extent, however. Indeed, there is much variation across different
reforms (figure 1) as well as across different country conditions.

FIGURE 1. 
Different reforms, different levels of political and institutional 
challenge

• Business registration
reform

• Inspections reform

• Land reform
• Infrastructure reform
• Customs reform

• Labor market reform 
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Political challenges

The political science literature uses a number of analytical approaches
in studying political impediments to reform. Chief among them are:
collective action by organized interest groups; the institutional setting
in which policy decisions are made; and political competition and
incentives for politicians to reform. 

Interest groups
Interest groups include political parties and representatives and insti-
tutions of the state bureaucracy at the central, state, and local levels.
Depending on the area of reform, they also include a range of exter-
nal actors—private firms, business associations, labor unions, con-
sumer groups, judges, notaries. 

Policy preferences and the importance attached to reform vary sig-
nificantly among these groups, depending on the distribution of the
costs and benefits of the reform. Their relative power—the extent to
which they are organized and have access to the political process—
also varies. Groups likely to lose in the short term, even if small in
number, tend to resist reform. They also tend to have greater influ-
ence in the process, through “insider” connections or formal ties to
decision-makers and political parties, than do the beneficiaries—new
entrants and other larger and more diffused groups for whom the
benefits tend to materialize only in the medium to long run. Even if
there are no clear losers, uncertainty about the consequences of
reform can generate suspicion and hostility or weaken the incentives
for potential beneficiaries to organize. 

Some investment climate reforms face greater challenges from
interest groups than others. Reforms that are more technical or
administrative, such as business registration or inspections reform,
tend to affect few clearly identifiable groups capable of mobilizing
against reform and so may be politically less contentious. The main
resistance comes from departments and bureaucrats at different levels
of government seeking to preserve their roles. Reforms with wider
distributional consequences are more likely to provoke a response
from interest groups. These groups can have a positive impact when
they mobilize support and help get reform onto the agenda. But more
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often they act to block reform, seeking to preserve existing benefits.
That makes it difficult to obtain support for reform from politicians
who benefit from ties to these groups and who are often preoccupied
with short-term costs and electoral horizons rather than long-term
benefits. Two examples illustrate: 

• Labor market reforms often meet resistance from “insiders” such
as unions and formal sector workers, who benefit from existing
laws and tend to be well organized, compared to new entrants or
informal workers who benefit from reform and lack voice. More-
over, labor market reforms may be opaque to ordinary people: vot-
ers may not understand or care about their impact and are diffi-
cult to mobilize in support of reform. These factors help explain
why in Latin America during the 1990s, unions and their parlia-
mentary allies repeatedly stalled legislation to extend the use of
fixed-term contracts or to reduce severance payments. While 24
countries in the region liberalized trade and the financial sector,
only 6 substantially amended labor laws (Gill, Montenegro, and
Domeland 2002, p. 5).

• Land reform is similarly contentious. Most large-scale redistribu-
tions of land have taken place only under exceptional circum-
stances: either under pressure of revolt and revolution or in the
aftermath of war and foreign occupation. Even where de facto
property rights are recognized, formalizing land titles and creating
land registries can run into resistance from interest groups.
Notaries and other registry personnel may oppose modernization
for fear of losing their jobs or opportunities for bribery. In Peru
local public officials resisted land titling reform because they saw
it as encroaching on their jurisdiction over urban planning (Endo
2004, p. 19).

Institutional setting for decision-making
A second political challenge is the institutional setting in which policy
decisions are made. Reforms which entail fundamental institutional
change often require legislation to signal government commitment
and limit the scope for deviations or reversals in implementation. And
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securing legislative approval often requires the involvement of a wide
range of political institutions and “veto players”—typically the execu-
tive (president or prime minister), political parties, the legislature, and
the judiciary. (Interest groups may have special ties to veto players
enabling them to influence these players, but they do not normally
exercise veto power directly.) The political science literature suggests
that the more veto players there are in a political system, the more cred-
ible and stable are its policies—but also the more difficult and time-
consuming it is to initiate and pass reform.

One common finding: initiating reform appears to be easier in
presidential than in parliamentary systems, but securing approval can
be time-consuming. The reason is that presidential systems typically
grant the president formal agenda-setting powers, including the right
to initiate reform by executive decree. Presidential authority seems to
have been important in initiating regulatory reforms in such coun-
tries as the Republic of Korea and Mexico.6 But presidential systems
may also be less effective at generating decisions because they have
another veto point: unlike in parliamentary systems, the executive
and the legislature are independently elected and may be of different
political parties. Tensions between the executive and the legislature
help explain why, for example, many Latin American countries with
presidential systems found it difficult to agree on labor market
reforms during the 1990s. In Colombia, labor reform that first
appeared on the agenda in 1999 took nearly four years, several work-
ing drafts, and two failed attempts to achieve legislative approval in
2002 (we discuss this example in greater detail in Chapter VI below). 

Political competition and incentives
A third strand of analysis focuses on the dynamics of political com-
petition and the extent to which it provides incentives for politicians
to reform.7 In democratic countries, elections allow voters to express

6. As the Organization for Economic Cooperation and Development (OECD 2002, p. 87)
puts it, “More so than most parliamentary systems, presidential systems have the capacity for
cross-cutting, top-down policy reforms.”

7. This discussion is drawn from Keefer and Khemani (2005), who examine the role of polit-
ical competition in understanding political incentives for providing public services. 
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their political opinions and hold politicians accountable for results.
But their role may be undermined by political market imperfections.
One such imperfection is lack of information, which makes it diffi-
cult for voters to judge the performance of individual politicians.
Even in developed countries politicians can evade electoral punish-
ment through obfuscation, particularly when they control media out-
lets, or by spending public money on highly visible but socially
worthless projects, or by targeting narrow voter groups at the expense
of the majority. These problems are compounded in developing
countries, where literacy and press freedoms are generally lower. They
are also more pronounced in countries with greater social polariza-
tion—where voters may value politicians’ ethnic identity or other
attributes over their performance and where politicians make prom-
ises to these groups at the expense of wider benefits—and in coun-
tries where patronage and clientelistic politics predominate. The lack
of competition between political parties and the short time horizon
of politicians can be further disincentives to deal with reforms with
long-term benefits and payoffs.

These shortcomings help explain why many investment climate
reforms are not passed even when they might benefit a majority of
citizens and voters. They also help explain the persistence of corrup-
tion and other forms of narrow self-interest among elected officials.
If politicians know that there is little chance of being held account-
able, they have little incentive not to be corrupt. But politicians may
be less likely to take the risk if voters are kept informed about the
process through which political decisions are made—through decen-
tralization, independent validation and communication of the results
of reform, or other means to encourage participation (Keefer and
Khemani 2005, p. 22). 

Institutional challenges

Investment climate reforms, often ongoing rather than one-shot
events, demand technical and institutional capacity to plan, imple-
ment, and sustain change. Moreover, their implementation often
involves many different departments and levels of government. Inef-
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ficient and often corrupt bureaucracies are normally responsible for
implementation. And monitoring mechanisms that ensure accounta-
bility are often lacking. Overcoming these challenges requires making
fundamental and difficult organizational change or creating new
institutions with appropriate incentives and capabilities to imple-
ment and sustain reform. 

These challenges are especially prominent in reforms that are
ongoing or cross-cutting—such as regulatory reform aimed at assess-
ing the stock and flow of business regulations or inspections reform
cutting across a wide range of inspectorates. Other reforms, such as
labor market reform, face a different type of problem: while less insti-
tutionally demanding, they often suffer from delays in implementa-
tion or lack of policy enforcement. 

| | | | |

Technical, political, and institutional challenges can pose important
obstacles to investment climate reforms. Yet reformers have great
scope to design and manage the reform process in ways that over-
come these challenges and make reform possible. As we show in the
subsequent chapters, deliberate choices and strategies arise at each
stage of the process. A better understanding of these choices can help
would-be reformers and development practitioners deal with the
challenges and improve the prospects for change.



Identifying priorities for reform and countering resistance from
interest groups, politicians, and political parties are often the
biggest challenges in the early stages of the reform process. Our

case studies suggest that reformers can deal with these challenges by:
relying more on new diagnostic tools and practices to identify prior-
ities for reform; seizing windows of opportunity to get reform onto
the policy agenda; sequencing and packaging reforms so that they are
both credible and feasible; and using a combination of techniques to
build coalitions for reform. 

Identifying Priorities for Reform

Investment climate reforms cover a wide agenda, and no country can
tackle everything at once. Establishing priorities is especially impor-
tant for less developed countries, which tend to face all the possible
problems but have the least capacity to tackle them. In the past,
choices were based on a standard list of reforms known as the “Wash-
ington Consensus” (macroeconomic stabilization, privatization, trade
liberalization, protection of property rights). But this approach has
not always triggered an adequate supply response. Reformers often
tried to do too much at once, and often failed, or started with reforms

17
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that were not of high priority; and, sometimes, reform in one area
created unexpected distortions in another, often leading to weak or
even adverse effects (Hausmann, Rodrik, and Velasco 2006, p. 12). 

Over the past few years, however, the process of identifying prior-
ities for reform has become much more context-specific, and increas-
ingly more targeted. Reformers can make use of a growing body of
new analytical tools and information to identify priorities with
greater precision, and in a way that helps deliver results and build
momentum for more reform. These tools include:

• Surveys of investors that help identify some of the most important
issues.

• Detailed benchmarking data, such as those provided by the World
Bank Group’s Doing Business indicators, which benchmark and
rank the cost and quality of business regulations for key cross-
cutting investment climate issues.

• Market information on prices and return on investments, which
provide important information. For example, high real interest
rates indicate that access to finance is a key constraint, while low
returns to education suggest that aggregate skills are not, at least
for now (Hausmann, Rodrik, and Velasco 2005).

• In-depth industry analyses that can be used to identify industry-
specific policy issues, such as entry barriers, undue protection and
subsidies, inadequate price and product regulations, and issues
relating to government certification and protection of intellectual
property rights (Palmade 2005).

Complementarity between reforms and the role of policy learning
also need to be considered. Reforms in one area, such as trade and
product markets, may amplify the benefits of reforms in other areas,
such as the labor market. Moreover, labor market reforms may allow
for the compensation of losers from trade and product market
reforms.8 Synergies in economic impact (for example, reforming land

8. An analysis and more detailed discussion of reform complementarities, drawing from reform
experiences in OECD countries over a five-year period, can be found in the IMF’s World
Economic Outlook, April 2004 (IMF 2004). 
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markets and contract enforcement also improves access to financing)
and in political economy (combining trade reforms with social pro-
tection can diffuse opposition) also come into play. And reform pri-
orities often emerge through a process of policy learning and experi-
mentation. China is a striking example of a country that designed
and sequenced reforms by learning from its own policy experiments
and, to some extent, from the experiences of other economies as well
(discussed in greater detail on p. 33).

Seizing Opportunities to Get Reform onto the 
Policy Agenda

Once the priorities for reform are determined, what makes reform
happen? One popular view is that reform is possible only in times of
crisis or under a new government, when reformers benefit from
strong political and popular support that makes it easier to counter
opposition from interest groups. Indeed, our cases suggest that poli-
cymakers more often than not use these events to sharpen the focus
on a problem and bring it onto the policy agenda. But crisis and
political change are not the only factors that make reform possible. 

Reformers often take advantage of periods of growth to make hard
choices, because public support is high and resources are available to
compensate losers. Two other factors also appear to play an important
role (figure 2):

• Increasing competition, created by global integration and techno-
logical changes more broadly, and by spillovers from other policy
initiatives such as trade liberalization or international agreements. 

• New information and diagnostics that expose a policy problem
and create awareness of the need for reform, as well as new policy
ideas generated from past experiences and an ongoing process of
learning and diffusion.

Our analysis also suggests that identifying a single cause of reform
can be difficult: only a few of our cases highlight just one factor as
being important (table 2). More often it is a combination of factors—
and players—that helped create a window of opportunity to get
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reform onto the agenda. Indeed, in all our cases, political leaders
played a critical role in recognizing a problem and seizing the brief
window of opportunity to get reforms onto the agenda. Moving
quickly was seen to be important, given that policy windows remain
open only for brief periods, before policymakers feel they have
addressed the problem, before events or personnel change, or before
interest groups coalesce against reform (see Kingdon 1995 for a
detailed discussion of policy windows in the agenda-setting phase of
reform). 

Using political change and crisis as catalysts 

Political change and crisis are often considered important catalysts for
reform. New governments or new political leaders benefit from a
“honeymoon” period in which opposition parties and interest groups
are less likely to oppose reform and reformers have enough time before
new elections to win back the support of groups that might be alien-
ated by reforms. And crisis is seen to help focus attention on policies
that are not working, induce legislators and citizens to grant executives
greater discretionary authority, and weaken the influence of interest
groups opposed to reform (Haggard 2000; Tommasi 2002). 
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TABLE 2. Reform triggers

New govt./ International New Donor
leadership Crisis agreements diagnostics role

Product market 

Australia � � � � �

China (Hangzhou) � � � � �

Hungary � � � � �

Italy � � � � �

Korea, Rep. of � � � � �

Mexico � � � � �

Pakistan � � � � �

Slovak Republic � � � � �

United Kingdom � � � � �

Vietnam � � � � �

Inspections �

Latvia � � � � �

Mexico � � � � �

Netherlands � � � � �

Land �

China (Shenzen) � � � � �

Mozambique � � � � �

Peru � � � � �

Russian Federation 
(Veliky Novgorod) � � � � �

South Africa 
(Cape Town) � � � � �

Labor

Colombia � � � � �

Poland � � � � �

Slovak Republic � � � � �

Infrastructure

Colombia (ports) � � � � �

India (Mumbai ports) � � � � �

Uganda (telecoms) � � � � �

Note:� = important role;� = minor role;� = no role.
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Indeed, political change played a big part in catalyzing reform in
half of our cases. Newly elected governments, especially those that
gained political control, used their first year in office to launch or pass
difficult and unpopular reforms. In Colombia labor market reforms
came onto the agenda in 1999, but it took a new government to get
the reforms passed in 2002 amidst a severe unemployment crisis. In
office for less than a year, the new government had strong popular
support and faced little threat of political defeat. The appointment of
a new minister of labor who championed the reforms proved critical.
Rapid approval of the new labor code was also aided by the fact that
many of the policy proposals had been prepared and widely discussed
during two previous attempts in 1999 and 2001 (Echeverry and
Santa Maria 2004, p. 30). New governments in Poland and the Slo-
vak Republic also passed difficult labor market reforms well within
the first year of taking office, building on preparatory work that had
already been done. 

In nondemocratic settings, reform came about as a result of new
political leadership rather than electoral change. In Vietnam pressure
from the domestic private sector for market institutions and clear reg-
ulatory rules had been growing since private activity was legalized in
1990. But the turning point came with changes in the country’s one-
party leadership in 1997. The appointment of a new prime minister,
president, and party secretary general led to early public announce-
ment of an action plan to improve the business environment and the
subsequent passage of a new Enterprise Law in 1999 (Mallon 2004,
p. 15). A similar change in political leadership in China in 1978 ini-
tiated the country’s vast and sustained program of pro-market micro-
economic reforms, including the decision to pilot major land market
reforms in Shenzhen in the mid-1980s.

Often coinciding with political change, crisis played a big part in
40 percent of our cases. Fiscal and financial crises were most often the
catalyst, leading policymakers to bundle investment climate reforms
with a larger package of macroeconomic and structural reforms
aimed at addressing the crisis. In the Slovak Republic the 1998 fiscal
crisis created the political support the new government needed to
pass a comprehensive reform package that included a range of con-
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troversial labor, social welfare, and tax reforms (Jurajda and Mather-
nova 2004, p. 8). The government also benefited from a relatively
homogeneous coalition of four center-right parties and from the rel-
ative underdevelopment of trade unions and other groups opposed to
reforms. In Korea the 1997 Asian financial crisis enabled the govern-
ment to move away from a piecemeal approach and adopt a radical
deregulation initiative as part of a broader economic recovery pro-
gram; the reforms called for eliminating 50 percent of business regu-
lations and deepening regulatory reforms that had so far yielded little
result (FIAS 2005f, p. 6). 

But it was not always a fiscal or financial crisis that provided the
impetus. Other types of crisis also helped propel reform onto the
agenda: unprecedented levels of unemployment in the case of labor
market reforms in Colombia and Poland; big corruption scandals 
in the case of regulatory reforms in Korea and Italy; and two major 
safety accidents in the case of inspections reform in the Netherlands.

Taking advantage of spillovers from trade and product
market reforms

Growing competition from global integration and rapid technologi-
cal change is a broad force driving change. But investment climate
reforms are also pushed onto the agenda as a result of spillovers from
more specific policy initiatives. Trade and product market reforms
proved to be a major driver of other reforms in virtually all our case
studies. By increasing competition, such reforms helped shift the
incentives of incumbents once opposed to reform while creating new
constituencies for change. In Mexico, trade liberalization through the
North American Free Trade Agreement (NAFTA) induced business
associations to lobby the government for reductions in the regula-
tory burden to help them compete (Salas 2004, p. 6). And in Colom-
bia, greater openness and competition led employers to become vocal
supporters of reforms aimed at increasing labor market flexibility
(Echeverry and Santa Maria 2004, p. 13). That an economy’s open-
ness is significantly associated with institutional change is among the
main findings of the IMF’s World Economic Outlook, September 2005
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(box 1). Conversely, the regions that have done the least on the
investment climate front (such as South Asia and the Middle East
and North Africa) also tend to be those with the highest barriers to
trade and foreign direct investment.

Reformers also took advantage of international agreements to build
popular support for a broader goal and create the climate for change.
Such agreements were a major catalyst for reform in more than a third
of our cases. Integration with the European Union, which provides
tangible political and economic benefits for member countries, was
the main impetus in all the cases in Central and Eastern Europe.9 In
Latvia political consensus in favor of joining the EU, combined with
a push from a strong, well-organized private sector, made it easier for
the government to adopt regulatory and inspections reform as part of
the broader EU harmonization program (Coolidge, Grava, and Put-
nina 2004, p. 9). To a lesser extent such countries as China and Viet-
nam leveraged the prospect of joining the World Trade Organization
to deepen market reforms aimed at leveling the playing field between
the public and private sectors (Mallon 2004, p. 20).

Generating new information to create demand for change 

New information about a specific policy problem provides another
impetus in creating demand for policy change. In Colombia the 2002
labor market reforms originated in a 1999 study led by a small group
of technocrats in the Ministry of Labor supported by private think
tanks and academia. By benchmarking regulatory performance against
that of neighbors and OECD countries for the first time, the study

9. The IMF, in its World Economic Outlook, September 2005 (IMF 2005), notes that external
agreements or anchors are more effective in supporting reform when they provide tangible
benefits and a credible commitment device, such as the EU, which provides clear political
benefits as well as market access, increased foreign direct investment, and a well-defined set
of legislation and reforms. Regional trade groups such as NAFTA or the Association of
Southeast Asian Nations (ASEAN) are also important but have had more limited success
because their requirements are less stringent. While such anchors are not present in other
regions, some initiatives offer promising potential for creating anchors in the future, such as
the New Partnership for Africa’s Development (NEPAD) through its peer review mechanism
in Sub-Saharan Africa (see IMF 2005, p. 146). 
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What drives institutional change?

The International Monetary Fund’s World Economic Outlook, September
2005 (IMF 2005) investigates the main factors driving such institutional

transitions as strengthening property rights, lowering corruption, and improv-
ing accountability. An econometric analysis based on transitions in some 65
countries uses a probit model linking the probability of transition to several
possible explanatory factors. The findings suggest that while a country’s insti-
tutions are shaped by a combination of history, economic structure, political
system, and culture, they are not immutable. A range of factors can help bring
about institutional change:

• Trade openness is significantly associated with a greater likelihood of insti-
tutional transitions and with greater institutional quality. A move from
complete autarky to full liberalization increases the probability of transi-
tion by about 15 percentage points. Greater openness allows a greater
role for export sectors that are rent-proof and require innovation, creating
momentum for positive institutional changes. It also reduces the ability of
domestic producers to sustain monopolistic rents, which impede improve-
ments.

• Transitions are also more likely in countries with high levels of press free-
dom, a broad indicator of political accountability. With the political lead-
ership answerable to a broad cross-section of the population, policies are
more likely to be beneficial to the broader economy. Greater accountabil-
ity is also associated with higher institutional quality.

• Improvements are more likely in countries whose neighbors have higher
institutional quality. This is consistent with the view that a strong re-
gional effect exists: transitions are more likely to happen in clusters of
countries within a region around the same time, reflecting competition
and the demonstration effects of regional success stories.

• By contrast, aid appears to have a negative impact on the probability of
transition. This may reflect the fact that countries that receive more aid are
also those that suffer from disadvantageous initial conditions that impede
change. The empirical evidence on the net effect of aid on institutions is
mixed.

Source: IMF 2005, chapter 3.

BOX 1.
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helped spark a national debate and laid the groundwork for the pas-
sage of the new labor law in 2002 (Echeverry and Santa Maria 2004,
p. 12). In Vietnam detailed diagnostic studies by the Central Institute
for Economic Management, a government think tank, exposed the
costs of doing business (including corruption) under the old Com-
pany Law. These analyses, providing the first measures of the poten-
tial growth and employment gains from reform, were used to counter
opposition to the new Enterprise Law from vested interest groups
(Mallon 2004, p. 30). In all the cases of land market reform, new
information about the costs and benefits of improving access to land
among other issues helped focus attention on the problem and build
broad consensus for change among a wide group of stakeholders.

International benchmarking indicators and cross-country compar-
isons are important in identifying priority areas for reform, but they
are also valuable tools for fostering competition and promoting
reform. The country rankings recently published by the World Bank
Group’s Doing Business project (World Bank 2006) triggered calls
for change in more than 20 countries. Subnational benchmarking
can help foster reform by creating competition between jurisdictions,
as it is doing in India and Mexico. In these and other cases diffusion
of ideas between national and subnational levels has also helped
jump-start the reform process. In Mexico federal regulatory reforms
helped promote fast-track business start-up programs in several states
and more than 20 cities (Salas and Kikeri 2005), while in China pol-
icy experimentation with land reforms in Shenzhen municipality led
to changes at the national level (see p. 33).

Reform often comes about through the accumulation of “intellec-
tual innovations”—or new policy ideas—and through a dynamic
process of policy learning and diffusion of best practices among spe-
cialists or by international and other organizations (Orenstein 2000,
Stern et al. 2005). Regulatory reforms at the federal level in Mexico
were prompted in part by the example of the United States and by
advice on best practices from the Organization for Economic Cooper-
ation and Development. In other cases the direct exchange of experi-
ence helped convince policymakers of the need for reform. Pakistani
reformers learned about capital market reforms through visits to Aus-
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tralia and Malaysia, and mainland Chinese officials garnered ideas
about land reform on frequent visits to Hong Kong (China). 

The spread of new information has been aided by the information
revolution of the past decade. The rapid proliferation of the Internet,
mobile communications, and other technologies allows reformers and
citizens in developing countries to learn what has been tried elsewhere,
what has worked, and what has not. Especially in countries with a free
press, these new sources of information have helped put pressure on
governments to reform; indeed, some analysts have argued that the
explosion of information was largely responsible for the spread of 
market-oriented reforms in Eastern Europe (Kedzie 1997).

Securing political leadership

Getting reforms onto the agenda appears to be a largely top-down
process: the policy reform literature suggests that political leaders
(heads of government and their political appointees) play a key role
in seizing opportunities and promoting reform, drawing on their
institutional and organizational powers and their ability to command
public attention (Kingdon 1995). But technocrats and policy entre-
preneurs, both in the government and outside (think tanks, NGOs,
academia), also perform a crucial role in this process, helping to shape
and continuously promote reform proposals. 

The case studies indeed underscore the importance of political lead-
ership in seizing reform opportunities and getting the process started.
In Mexico a powerful president who controlled the party in power was
instrumental in launching regulatory reforms in the late 1980s that
had been designed and promoted by a small group of technocrats in
the Ministry of Economy and Trade. And in Peru presidential support
was crucial to getting the second round of land market reforms onto
the agenda in the early 1990s, aided by the persistent diagnostic and
advocacy efforts of the Institute of Democracy and Liberty. Just as per-
suasive are the many converse examples from those countries where,
despite no shortage of high-quality analysis and proposals, reforms
failed to get onto the agenda because of a lack of political leadership. 
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Role of donors 

Donors did not play an important role in initiating reforms in our
cases, though they are often perceived to do so in developing coun-
tries. Instead, reform was largely a domestic process driven by local
champions. Part of the reason may be that many of the reforms we
reviewed took place in the 1990s, when donors focused more on
macroeconomic and structural reforms than on microeconomic ones.
Investment climate reforms are still relatively new to the agenda, and
donors, like policymakers, are on the learning curve. 

Where donors were involved, in such countries as Hungary,
Latvia, Pakistan, and the Slovak Republic, they focused largely on
providing diagnostic support rather than (as in earlier reforms relat-
ing to macroeconomic or privatization policy) on imposing condi-
tionality, given the different political and institutional challenges and
timeframes of such reforms. Even so, the presence of donors in these
cases was seen as strengthening the hand of reformers against their
opponents. 

Starting with Reforms That Are Both Credible and Feasible 

The accumulation and diffusion of knowledge and perspectives
among policy specialists will generate a range of policy options in any
area of reform. Which of these options should be considered? Should
reformers start with radical options that may have bigger payoffs, or
incremental steps that may provide smaller payoffs but are easier to
implement? Can pilot and sector-specific programs help iron out tech-
nical difficulties and build support through demonstration effects? 

Different circumstances may call for different strategies and tac-
tics. Reformers with strong political support (as a result of crisis, a
new government, new leadership) may find it easier to “strike while
the iron is hot,” embracing faster and bolder reform. But reformers
contending with divided politics, strong interest group resistance,
and weak capacity may face constraints on the extent of change. In
these cases, policy learning through pilots and other pragmatic meas-
ures that target specific constraints, build on previous experiences,
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encourage the development of constituencies, and are easy to imple-
ment can help jump-start the reform process. 

Our cases suggest there are simply no hard and fast rules. What
matters more is to achieve policy credibility by recognizing and tar-
geting the main policy constraint, adopting a clear strategic direction,
and undertaking a steady and sustained process of change.10

Setting the pace of reform—radical or incremental?

Agenda change can often be sudden and radical, aimed at signaling a
shift in direction and securing political support (Kingdon 1995). But
the process of reform tends to be more incremental—though crisis or
new governments can create opportunities for more radical shifts.11

Financial crises in Hungary and Korea for instance provided reform-
ers strong political support to adopt far-reaching regulatory reforms,
while the 1998 fiscal crisis did the same in the Slovak Republic. Sim-
ilarly, in Mozambique the resettlement crisis made possible the com-
plete revision of the Land Law in 1995, designed to eliminate the
most important distortions and demonstrate credible government
commitment to land reform (Tanner 2002, p. 15). 

But radical change, while it may be desirable, may not always be
feasible, especially in systems with many checks and balances, fragile
coalition governments, strong interest group opposition, or weak
implementation capacity. In circumstances such as these, the process
of reform tends to be more incremental. Reform may start by adopt-
ing the easier measures first—to demonstrate feasibility, achieve ini-
tial successes, and develop the constituencies and capacity for deeper
changes over time. Vietnam’s enterprise reforms in 2000, for instance,
began by simplifying business start-up procedures. That helped

10. Klein and Hadjimichael (2003) discuss in greater length the issue of policy credibility and
what it takes to achieve it; see in particular their chapter 7 on policy and the country con-
text for reform. 

11. On a slightly different but related note, an analysis of growth accelerations by Rodrik
(2004b) suggests that the vast majority of growth takeoffs is not produced by significant or
comprehensive radical reforms, and that the vast majority of significant reforms do not pro-
duce growth takeoffs. The paper highlights the problems with the “do as much as you can,
as quickly as you can” approach (pp. 6–7). 
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expand the private sector and create a constituency for the more dif-
ficult licensing reforms, which then enabled reformers to offset resist-
ance from line ministries and provincial authorities (Mallon 2004, p.
26). Peru’s land market reforms began with the politically easier
titling measures. These led to quick, tangible gains, helping create
support and capacity for the more difficult and longer-term program
to formalize property (Endo 2004, p. 10). And Mexico’s deregulation
unit started its ambitious program to reduce red tape by reviewing
the regulations of simpler, more cooperative line ministries. In this
way it slowly built experience and credibility to tackle the more com-
plex ministries (Salas 2004, p. 16). 

Incremental or partial reforms can be risky, however: if they pro-
duce no effects or even adverse effects, they can undermine the cred-
ibility of the entire reform effort. Before adopting a bold land reform
program, Mozambique first took an incremental approach; Korea
and the Slovak Republic did the same in regulatory reform. In these
cases the incremental reforms were unsuccessful—and costly to tax-
payers. Similarly, piecemeal inspections reforms in the Philippines
and the Russian Federation were no more than short-term palliatives,
and they quickly became subject to backtracking and reversals
(Coolidge 2006).

Moreover, short-term winners from partial reform may act to pre-
serve their gains by blocking further reform. A study of partial reform
in the early stages of post-communist transitions shows that financial-
industrial conglomerates that gained from privatization used their
power to block new market entry, while new “entrepreneurs cum
mafiosi” undermined efforts to establish a viable legal system to sup-
port the market economy (Hellman 1998). The study suggests that
the success of partial reform depends on both creating winners and
“constraining” them. Winners can be constrained by increasing polit-
ical competition and expanding political participation to include
short-term losers and a wider range of constituencies in policymak-
ing. In this case post-communist states with greater political partici-
pation and competition were able to adopt and sustain more compre-
hensive reforms than those largely insulated from mass politics and
electoral pressures. 
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Identifying the most important constraints at the beginning of
the process is one way to minimize these risks and achieve credibil-
ity. Another is through the use of targeted, pragmatic interventions
that seize opportunities for reform but are also politically and tech-
nically feasible.12 Pilots and sector-specific approaches are among
such interventions. 

Using pilots and sector-specific reforms as learning 
and demonstration tools

When reform faces technical and political challenges, pilot programs
can help by providing learning and demonstration effects. In China,
where pilots have been at the center of the reform strategy, states and
provinces have often functioned as “laboratories of reform,” with pol-
icy experiments in one location feeding into the agenda-setting
process for others (box 2). In Jordan, customs reform was first devel-
oped and tested in the Aqaba special economic zone before being
rolled out to the rest of the country. In Peru, land reforms began with
a series of pilot projects in the early 1990s that provided useful learn-
ing about constraints and effectiveness for the nationwide program
(Endo 2004, p. 14). And in South Africa, the property valuation
approach using market assessments was applied to the entire country
in 2004 (with Parliament’s adoption of the National Property Tax Act)
only after being piloted by Cape Town in 2000 (FIAS 2005h, p. 6). 

Identifying and supporting sectors with high growth potential are
another way to get reform started, as suggested by recent work out-
side of our case studies. In the Dominican Republic, for example,
tourism and the maquila sector (the assembly of imported parts for
re-export) were the main drivers of growth. Like the rest of the econ-
omy, they faced problems relating to infrastructure, security, and trade
protectionism. But rather than tackle these difficult problems across
the economy, the government insulated these two sectors and pro-
vided targeted solutions, improving security and infrastructure

12. The term strategic incrementalism has been used to describe this approach. See World Bank
(2005b), pp. 301–02. 
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around the main tourist areas and giving the maquila sector special
trade policy treatment (Hausmann, Rodrik, and Velasco 2006, p. 15).

Pilots or sector-specific experiments can be important catalysts
for nationwide reform rather than enclaves, provided they are prop-
erly designed. Reformers need to design these initiatives from the
outset to be replicable elsewhere. They also need to tackle institu-
tional and other constraints to the expansion of reforms beyond the
pilot areas. And they need to keep their attention focused on the
pilot throughout the process—from design through implementation
and monitoring—to learn the lessons offered for broader reforms.
Most importantly, while pilot and sector-specific approaches help
elicit information about what works, they also require willingness
and clear criteria or mechanisms for cutting off failures before they
become too costly. 

Building Coalitions to Support Reform

Reform is most likely to succeed in a supportive political climate. Cre-
ating such a climate can be a central challenge of the reform process.
It requires understanding the attitudes and influence of different
stakeholder groups. It also requires the painstaking process of building
coalitions for reform. And that requires strategies to leverage and
mobilize supporters, both powerful and not so powerful, while diffus-
ing resistance, especially from influential interest groups (figure 3).

Leveraging and empowering supporters

Supporters or potential supporters of reform (A and B in figure 3) are
often overlooked or taken for granted. But mobilizing them can help
increase the strength or density of support for reform, which in turn
helps weaken the opposition and influence of interest groups. 

Creating champions of reform
Strong and influential proponents of reform can be easily identified
and mobilized to become champions for reform. In Mexico the small,
empowered group of technocrats leading the first deregulation unit



Initiating and Designing Reform 33

(UDE) became a major lobbying force for later transforming it into
a commission backed by law (Cofemer). UDE and Cofemer in turn
leveraged the support and influence of major industrial players and
other private organizations by giving them a seat on the board of the
Deregulation Council. 

Other reformers created small, independent teams as the focal
point for challenging the status quo and promoting reform—usually

Special economic zones as the laboratories 
for China’s land reforms

In China special economic zones served as the laboratories for developing
nationwide land reforms in the 1980s. The experiments with land started

with the establishment of the Shenzhen special economic zone. When foreign
firms started to invest in Shenzhen under China’s “open door” policy, demand
for land grew rapidly. Because the existing legal framework did not allow the
transfer of land, the local government tested transfers of land use rights by
allowing the allocation of state-owned land to serve as local firms’ contribu-
tions to foreign joint ventures. Prompted by continued growth in demand and
by learning from Hong Kong (China), the provincial government took the
experiment further: in 1981 it issued regulations allowing the transfer of land
use rights to investors and establishing fee standards for land use. By sepa-
rating land use from land ownership rights, the new policy allowed foreign
investors for the first time to lease land for a given period, with up-front fees
for use rights. It also increased revenues for the provincial government and
preserved its land ownership.

The experiment continued. In 1987 the provincial government declared
the end of the old free land use policy, and the Shenzhen municipality con-
ducted the first sale of land use rights to a local public company. And in 1988
provincial ordinances officially recognized that land use rights could be trans-
ferred, assigned, or mortgaged. The successful experiment in Shenzhen led to
a national constitutional amendment allowing transfers of land use rights
(leases) “in accordance with the law”—the critical step that permitted land
market reforms to spread to the rest of the country.

Source: FIAS case study of reform in Shenzhen, China, forthcoming.

BOX 2.
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an interministerial commission, a special task force, or a working
group reporting to top political leaders and comprising a mix of
reform-minded technocrats and external experts. In Korea a group 
of presidential advisers chosen from outside the traditional bureau-
cracy championed the 1998 regulatory reforms (FIAS 2005f, p. 16).
In Hungary a small, ad hoc task force in the Ministry of Finance
closely linked to the prime minister’s office led the 1994 regulatory
reforms (FIAS 2005e, p. 24). And in the Slovak Republic a small
team of advisers to the deputy prime minister for economic affairs—
mostly trained overseas nationals lured back by the prospect of EU
membership—worked to champion reform (Jurajda and Mather-
nova 2004, p. 19).

FIGURE 3. 
Strategies for managing different sets of stakeholders

A: Stakeholders who 
support reforms but 
are less influential 

• Mobilize and empower 
this group of stake-
holders through 
education programs 
and opportunities 
to participate in the 
reform process

C: Stakeholders who 
oppose reforms but 
have low influence 

• Follow strategies similar 
to those for D but with
lower priority

B: Stakeholders who are 
strong supporters and 
have high influence

• Leverage this group of
stakeholders by using 
them to promote and 
champion reform

D: Stakeholders who 
oppose reforms and 
are influential 

• Diffuse and mitigate 
opposition from this 
group by informing 
the public, fostering 
consultative approaches,
and compensating 
where appropriate 
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Informing and educating the public
Mobilizing less influential groups and the public at large poses a big-
ger challenge. Many investment climate reforms are opaque or even an
object of suspicion to voters. Negative public opinion can impede or
even prevent reform. But policymakers fear that educating the public
takes too much time and that publicizing bad economic situations can
risk making the problems worse. Reformers also are reluctant to
undertake public education programs because they lack information
about the programs’ benefits (Drazen and Isard 2004). 

Yet public communication programs can help allay public fears,
persuade citizens that change is in the national interest, and build
broad public pressure for reform—making it harder for individual
politicians and interest groups to resist change. Public education is
especially important in new or controversial reforms that are not
widely understood. To reduce opposition to land reform from
municipalities, Peru’s government mobilized support from informal
urban settlers, the main beneficiaries, business associations and
political parties by sharing information about the reform and its
objectives and holding public hearings and debates in communities
(Endo 2004, p. 20). Other reformers built support by linking new
reforms to broader goals that already enjoyed wide support. Korea,
for example, framed regulatory reforms as an anticorruption cam-
paign. Vietnam linked enterprise reforms directly to employment
growth. And in Cape Town, South Africa, reformers tied property
tax reforms to “common equity objectives,” which secured support
for a potentially divisive reform on the eve of local elections. 

Encouraging public participation
Going further, reformers can empower potential supporters by seek-
ing their active participation in the reform process. In Hungary the
commissioner for public administration, responsible for deregula-
tion, organized conferences and technical workshops throughout the
country and invited citizens and public employees to submit deregu-
lation proposals, promising a monetary prize for the best one (FIAS
2005e, p. 30). In Korea reformers solicited inputs on a wide range of
regulatory policy initiatives from NGOs and broad coalitions such as
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the Citizens’ Coalition for Better Government (FIAS 2005f, p. 12).
And in Vietnam the government distributed drafts of the Enterprise
Law to mass organizations and the public at large for comments and
feedback (Mallon 2004, p. 36). These efforts helped foster national
dialogue and generate public support—and provided a valuable citi-
zen feedback loop in the reform process. 

Diffusing opposition

Diffusing resistance from opponents of reform (C and D in figure 3),
particularly influential individuals or interest groups (D), is part of
the process. Leveraging and empowering supporters and potential
supporters are critical in this regard, but dialogue and compensation
also have a part to play. 

Establishing a process for dialogue and consultation
In the early stages of reform, public education and persuasion can
generate “buy-in” for reform. Some reforms may also require nar-
rower and more structured dialogue with the private sector and other
stakeholder groups on concrete policy alternatives. Consultation is
particularly important for policies that will have wide distributional
consequences and are likely to impact multiple stakeholder groups.
In such reforms, failing to consult can lead to missed opportunities
for “discovery” or the vital exchange of information that can inform
policymaking.13 It can also create suspicion and defer resistance to a
later stage, as it did in Korea and Mexico, where the failure to build
a sufficiently broad base of stakeholder support at an early stage ham-
pered implementation of regulatory reforms (for more on this, see the
section on creating oversight mechanisms). Moreover, dialogue and
consultation can help make the outcome more credible, even at the
expense of delays and compromise. And they can provide an incen-

13. Rodrik (2004a) argues that industrial policy is like a “discovery process” (p. 3), where firms
and the government through an institutional process of dialogue are able to exchange infor-
mation about the underlying costs and opportunities and engage in strategic coordination. 
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tive for interest groups to participate in positive ways while weaken-
ing their ability to directly influence government.

Consultation proved to be important in both democratic and non-
democratic settings, though the extent of it differed from case to case
depending on the type of reform and initial circumstances. Several
rounds of discussion among multiple players were needed to reach
compromise and smooth the way for politically laden labor market
reforms in Colombia (box 3) and Poland. Discussion also played an
important part in countries commonly perceived as having top-down
government with limited opportunities for public participation. In
Vietnam reformers secured approval of the Enterprise Law through a
formal process of public-private dialogue on various drafts with pri-
vate sector groups and associations. The process also helped create a
framework for discussions with members of the National Assembly,
the legal establishment, and grassroots organizations (Mallon 2004).
Similarly, in China the government of Hangzhou municipality set up
a “hearing system” to elicit feedback from external experts, business
groups, and the public on proposals to change the investment
approval system. By doing so, the government refined its proposals
and built broad support that helped weaken the resistance of line
agencies (Yufei, Lei, and Yu 2004).

The process of consulting with multiple groups can be difficult and
confrontational, requiring a delicate balance between achieving polit-
ical compromise and meaningful policies that do not jeopardize the ben-
efits of reform. Our cases showed that the process requires support and
commitment from the top political leadership. But it also requires 
the support of technocrats, and sometimes external moderators, to
focus on the policy issues, maintain continuity and political neutrali-
ty, and ensure accountability and legitimacy of the process. In Vietnam
leaders from the Central Institute for Economic Management and 
the Viet Nam Chamber of Commerce and Industry—the central
institutional players in the process—played key roles in engaging with
policymakers, business, and the media. In Latvia technocratic staff 
at the Latvian Development Agency and Bureau of Public Adminis-
tration Reform supported and sustained the process throughout. 
And in Peru the involvement of the Institute of Liberty and Democ-
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racy was perceived as having made the process objective, fair, and
transparent. 

At the same time, consultation may have its limits in difficult
reforms facing intense opposition from narrow interest groups. In
such cases policymakers have often confronted opponents, fearing
that consultation can be counterproductive because it gives too much

How consultation helped pave the way for labor 
market reforms in Colombia

Colombia’s far-reaching labor reforms, passed in 2002, were, from the out-
set, deeply political and generated intense opposition from strong and

powerful interest groups. Formal sector workers with the most to lose were
vocal and active in their opposition through strikes and other means. Fierce
opposition also emerged from other organized players who derived substan-
tial benefits from the status quo: unions of the large public and private agen-
cies that administered “parafiscal” taxes and services (a key non-wage labor
cost imposed on employers to finance social welfare programs for the gen-
eral population, amounting to 8 percent of payroll), which together managed
about $750 million per year and employed nearly 25,000 people throughout
Colombia; unionized blue-collar workers who directly benefited from the social
services; and members of congress, mayors, state governors, and other career
politicians who used the agencies for patronage and other political purposes.
These groups also mobilized other more powerful groups not directly affected
by the reforms but with considerable disrupting power, including the teachers’
union, university students, and pensioners. Meanwhile, the main beneficiaries
of reform, the unemployed and informal workers, were too dispersed and too
weak to lobby for reform.

Managing the opposition required efforts to slowly build consensus
through stakeholder discussions. The government established a “discussion
table” in 2000 with representatives from the most important groups—gov-
ernment, the main labor unions, key business federations, the main political
parties, and academia. Their wide-ranging views made initial discussions of
the reform contentious and confrontational. Agreeing on a diagnosis and

BOX 3.

continued
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influence to specific groups, takes too much time and delays reform,
or leads to minimal reform proposals. For these reasons, port reform
in Colombia and customs reform in Mexico were both largely top-
down affairs: rampant corruption and inefficiency, broad public sup-
port for change, and a brief window of opportunity led reformers to
proceed with little input from stakeholders. 

solution proved challenging. To make the case for reform, the reform team
presented the underlying economic analysis and empirical evidence. But sell-
ing the story proved difficult: Interest groups rejected the evidence, ques-
tioned the underlying model, and successfully stigmatized the reforms as
leading to unemployment and a reduction in income. Despite the difficulties,
the continuity and conviction of a core group of technocrats proved crucial in
keeping the discussions going.

The consultation process not only helped build awareness. It also exposed
key players to reform ideas, and helped reach compromise on a set of propos-
als that were politically feasible and allowed for quick congressional approval.
While many of the original proposals remained intact, bargains were reached
on two of the most controversial elements of the reform package. First, the
payment of parafiscal taxes was made more flexible rather than reduced, as
originally proposed and defeated in an earlier attempt in 2001. With some
restrictions, the law exempted payment of such taxes for new blue-collar
workers for a maximum of four years, and for students under 25 years of age
working part-time. And second, while the 2001 bill contained a provision for
deepening the “salario integral,” an instrument that allows employers to hire
workers under a contract that does not oblige them to pay certain non-wage
costs, the 2002 package of reforms was passed without this provision. While
the reform package did not include any direct provisions to compensate los-
ers, it included a host of broader social protection measures, including the con-
templation of an unemployment insurance scheme, the strengthening of pub-
lic pension and health programs, and the creation of a microcredit program for
small enterprises. The main lesson from Colombia’s experience: It can take
years of slowly “selling” a reform until an initiative actually gains momentum
and is passed.

Source: Echeverry and Santa Maria 2004.

Box 3—continued
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Compensating losers
A few investment climate reforms, such as infrastructure reform, can
involve clear groups of losers—for example, state enterprise workers
with high job security and generous pay and benefits. In these cases
mitigating opposition may require directly compensating such
groups. The port reform in Colombia for instance included generous
severance packages to minimize opposition from workers, while
telecommunications reform in Uganda was accompanied by a pack-
age of guarantees and new pension benefits for workers transferring
to the privatized entity. Direct compensation programs may raise
concern that payments are being captured by politically powerful
groups, but such concerns can be minimized by demonstrating the
net benefits from the reform for society as a whole. The programs also
can entail high up-front costs and can backfire if not carefully man-
aged. In Colombia, the severance program helped mitigate opposi-
tion but also became a problematic part of the reform program, cre-
ating favorable conditions for corruption and fraud in its
administration, which eventually led to the imprisonment of corrupt
officials (Navarrete 2004).

Most other investment climate reforms have little or no immedi-
ate and direct impact on a clearly identifiable group of losers who feel
sufficiently threatened or are sufficiently organized to object. In some
product market reforms (such as opening sectors to competition,
reforming business registration, and reducing red tape), those who
stand to lose are firms exposed to the normal risks of doing business,
individuals or bureaucratic groups engaged in corruption, or local
politicians wanting to retain local authority functions. While these
groups may resist reform, they pose a smaller political challenge and
so are usually not directly compensated. Moreover, uncertainties
about who will lose, who will gain, and by how much together make
direct compensation difficult. 

Many investment climate reforms therefore involve indirect forms
of compensation, often through political or economic concessions in
the design of the reform or through policies to offset its effect.
Unions in Poland became more inclined to support the 2002 labor
reforms when they could make a “deal” protecting their position
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against the rise of new unions: measures aimed at promoting labor
market flexibility were accompanied by restrictions on dismissals for
members of the three main trade unions. Also important: the costs of
reform were not concentrated in any one group, and policymakers
were able to convince the public that short-term benefits for employ-
ers would translate into better jobs for all. Similarly, in Colombia,
combining the 2002 labor market reforms with a broad package of
social protection measures (including pension and health programs)
made it possible to reduce hiring and firing restrictions while meet-
ing union concerns about the lack of social safety nets.

| | | | |

Once policymakers have identified the priorities for reform, gotten
reform onto the policy agenda, developed credible and feasible pro-
posals, and built coalitions to support the reform, they need to move
on to the next stage: implementing the reform and sustaining it over
time. That raises an entirely new set of challenges.





Implementing and sustaining investment climate reforms is a crit-
ical part of the reform cycle. Yet this stage is often neglected. And
it is at this stage that reform most commonly fails, for three main

reasons. First, reforms tend to become overly personalized. Policy ini-
tiatives that depend heavily on a few key individuals often collapse
once these individuals move on or are replaced. Second, investment
climate reforms typically cut across different agencies and levels of
government and, as a result, lack oversight and coordination. Third,
the lower-level organizations and officials responsible for implement-
ing the reforms tend to have interests and objectives that differ from
those of the policymakers who designed them. Local governments
and civil servants often revert to old practices, once the political pres-
sure for change has subsided. And they often have only weak capaci-
ty to carry out reform. 

How can these institutional challenges be addressed? Key among
the measures: 

• Strengthening the incentives and capacity of the national and local
officials and agencies responsible for implementing new regulations.

43

IV. 
Implementing and
Sustaining Reform
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• Creating institutional mechanisms to provide oversight and sus-
tain reform. 

• Paying close attention to measuring and monitoring results, an
important but neglected aspect of the reform process in all of our
cases. 

Strengthening Incentives and Capacity

Reforms typically confront technical and administrative constraints
at all levels of government, but especially at state and local levels,
which carry the burden of implementation. This is also the stage
where bureaucratic power typically exerts itself. These constraints are
symptomatic of a need for broader public reform, even in relatively
well-developed countries. Indeed, many of our cases highlight the
interdependence of investment climate and public management
reforms. Yet they also point to ways to overcome incentive and capac-
ity constraints short of waiting for fundamental, long-term public
sector reform—by using change management techniques from the
private sector. 

Bringing in new leadership and reform teams

Implementing reform may require new leadership, as existing man-
agers often find it difficult to reinvent themselves, are defensive
about proposed changes, or suffer from a lack of credibility with
stakeholders. Replacing obstructive officials in positions of influence
with more reform-minded individuals helped smooth the way for
regulatory reform in Hungary and the Slovak Republic. Bringing in
new leadership and expertise from the private sector also proved to
be a critical first step in reforming business registration and capital
markets in Pakistan, and contributed to the success of customs
reform in South Africa. 

Developing small reform teams with staff recruited on a merito-
cratic basis is another way to bring in the expertise needed to imple-
ment reform. Including the core group of technocrats who helped
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design the reforms in the first place helps ensure a sense of ownership
and continuity, and can enable the process to persist despite changes
in the political landscape. In Colombia the core team involved in for-
mulating the 2002 labor market reforms later joined the ministry
charged with implementing them. In Mozambique and Peru the
small technical teams that designed land reforms continued to facili-
tate dialogue and implementation. And in Latvia the involvement of
the core group of technocrats at the Latvian Development Agency
and Bureau of Public Administration Reform allowed implementa-
tion to outlast several changes of government.

Revitalizing institutions

Creating the right incentives and capacity in several cases required
transforming the implementing agencies into new, more service-
oriented ones. Pakistan converted the government body responsible for
business registration into the Securities and Exchange Commission of
Pakistan, a higher-powered, semiautonomous agency backed by a leg-
islative act (box 4). South Africa combined the Customs and Excise
and Inland Revenue Departments to form the South Africa Revenue
Service. As a semiautonomous agency, the new entity has the authority
to set its own human resource policies, establish competitive pay pack-
ages, acquire and dispose of property, and impose fees or charges for its
services (FIAS 2005j, p. 9). In both cases fresh resources from outside
helped bolster the commitment and quality of the existing staff. 

In a few cases governments created new implementing agencies to
bypass existing agencies that were considered difficult to change. In
Peru, where corruption and resistance from bureaucrats and notaries
prevented reform of the national land registry in the early 1990s, the
government created a new, parallel agency (Cofopri) in 1996 to reg-
ister informal property and develop the national formalization pro-
gram. The goal was to shift responsibility for property registration
from the municipalities, which had been resisting reform, to a central
jurisdiction with decision-making power (Endo 2004, pp. 11–13).
Cofopri became an executive branch semiautonomous agency
chaired by a minister of state, reporting directly to the president. 
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Creating performance targets and incentives

Aligning managerial incentives with reform objectives is important.
One way to achieve this is by translating these objectives into specific
performance targets or indicators that can then be independently
monitored (monitoring aspects are discussed in greater detail in the
section below). Examples include output measures (e.g., the number

Transforming organizational culture to support
reform in Pakistan

Created by law in 1998 to implement the Companies Ordinance, the Secu-
rities and Exchange Commission of Pakistan (SECP) has been markedly

successful—largely thanks to a radical overhaul of organizational culture. In a
difficult and unprecedented step, it dismissed (with paid salaries) 80 of the
380 staff it inherited from the old Corporate Law Authority (CLA). That pro-
voked fierce resistance and legal challenges, but most of the 80 have since
found other civil service posts. The 300 remaining employees were given a
choice: continue as civil servants with their job security assured regardless of
performance, or become employees of the SECP. Becoming an employee
would approximately double their pay and benefits, but it would also expose
them to the risk of being made redundant if not deemed up to the job—and
force them to compete for promotions purely on merit. All but one accepted
the new terms of employment. The SECP supplemented these staff with 40
international and domestic experts, a group that brought along outside stan-
dards of service and integrity and became the driving force behind the cul-
tural change. Unlike the CLA, where cases tended to be referred up a bureau-
cratic structure, the SECP encouraged employees to take responsibility for
making decisions. It emphasized staff training, both in Pakistan and at regula-
tory bodies in other countries. And it set up a vigilance cell in the chairman’s
office to deal with complaints, within a year practically stamping out the staff
corruption that had been entrenched in the CLA. Another critical step was the
creation of a supervisory policy board to serve as a conduit between the gov-
ernment and the SECP. This proved crucial in overcoming the government’s
resistance to relinquishing the powers it had exercised through the CLA.

Source: Khan 2004.

BOX 4.
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of land titles secured), input efficiency ratios (e.g., the number of
companies registered per staff in the business registry), softer process
measures (e.g., the incidence of employee and investor complaints),
and outcome measures (e.g., a reduction in the incidence of work-
place fires). In Korea, for example, President Kim Dae Jung’s call for
a 50 percent reduction in government red tape proved a useful goal
for implementing regulatory reforms.14 Similar targets were set in
Australia, Hungary and the Netherlands, while EU accession require-
ments provided a clear set of targets for prospective member states in
the Central and Eastern European cases. 

Performance incentives help attract and retain skills and foster
compliance. Peru’s new land management agency introduced produc-
tivity-based promotions to provide incentives for staff, while South
Africa’s new Revenue Service established competitive pay scales and
performance bonuses that helped attract qualified and motivated cus-
toms officers (FIAS 2005j, p. 9). But these examples are among the
few exceptions. More often, established civil service procedures make
it difficult to implement performance incentives. In Mexico sanctions
for poor performers were developed but never used. In the Philip-
pines civil service constraints made it impossible for the customs
reform to address organizational and human resource issues, and as a
result reforms were consistently undermined by customs personnel
and other special interest groups (FIAS 2005a, p. 1). When modifying
civil service rules is difficult, other mechanisms can be considered.
Hangzhou municipality in China used public recognition of man-
agers as a motivating tool. It also tried to attract younger and better-
educated employees and create a service culture that placed a higher
value on experts and technical staff (Yufei, Lei, and Yu 2004).

Training can help improve performance incentives by raising skills
and increasing job satisfaction. In Latvia training for inspectorates
was an integral part of the reform, with trained inspectors given a
business advisory role in addition to their traditional roles. In South
Africa, Cape Town’s property tax reform program involved a major
push to train data collectors and mass appraisal modelers, thus helping

14. FIAS 2005f, p. 24
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create a conducive work environment and team commitment to the
project’s success (FIAS 2005h, p. 5). Yet training is often not provid-
ed or not pursued seriously enough. In Hungary and Korea insuffi-
cient training at provincial and local levels led to slower implementa-
tion than planned (FIAS 2005f, p. 25). 

Contracting out to the private sector

When it comes to implementing certain reforms, the private sector
often has greater expertise and capability than the public sector. The
Jordanian and Mexican governments both took advantage of private
sector strengths—the Jordanian government by contracting out port
and airport management and the Mexican government by contract-
ing out environmental auditing as part of its inspections reform. In
both cases the initial results are promising. The challenge in these
cases is to align the short-term incentives of private contractors with
the longer-term objectives of the government institution responsible
for implementation, and to build up the government’s capacity to
oversee and support private contractors. 

Harnessing information technology

Information technology is transforming the dynamics of the imple-
mentation process and can be a potent tool for sustaining change.
Pakistan automated and electronically linked all its major business
registries. Vietnam introduced business registration by Internet. And
Mexico introduced electronic systems to help simplify environmental
and customs inspections. All these information technology solutions
helped simplify procedures, provide access to information (such as on
laws, regulations, and procedures), and inform the public about its
rights and about how to participate in the process. They also helped
remove discretionary powers, improve transparency and accountabil-
ity, and facilitate monitoring. Moreover, information technology
solutions can be easy to replicate and scale up; in Jordan the customs
system initially developed for Aqaba is now being used throughout
the country. The effectiveness of these solutions depended in large
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part on simplifying the underlying processes and integrating them
into broader change management efforts.

Creating Oversight Mechanisms to Sustain Reform

Many investment climate reforms are ongoing and cross-cutting,
involving many different departments and levels of government. 
Sustaining reforms can therefore demand special efforts to make the
reforms permanent, insulate the process from political and bureau-
cratic interference, and ensure transparency and accountability. 
That can entail a new set of functions, including providing continu-
ous oversight and advocacy, fostering policy coordination and compli-
ance, supplying technical support to local levels, and monitoring
results.

The need for such new functions led to the creation of oversight
mechanisms in 60 percent of our cases, largely in cross-cutting regu-
latory and inspections reforms and in infrastructure reforms (to reg-
ulate sectoral policies and tariffs). Among the oversight mechanisms
put into place to guide and sustain reform, the most common were
independent commissions, followed by interministerial coordinating
committees and by new units created in an existing government
department (table 3). 

Oversight mechanisms varied by type of reform in their detailed
structure and mandate, but they had common features aimed at ensur-
ing independence from traditional insiders (such as political groups or
business lobbies) and maintaining accountability. Key among these
features: 

• Credible mandates and objectives backed by legislation to signal gov-
ernment commitment, limit the scope for deviations or reversals
by line agencies, and define the broad principles and guidelines
surrounding the policy change. Reforming countries passed new
“enabling” or umbrella laws that were difficult to argue against
and not specific enough to provoke opposition from interest
groups. In Korea the passage of a new Basic Administrative Law
in 1996 gave special powers to the new Repulatory Reform Com-
mission, making it more difficult for line ministries to resist
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reform. Most OECD countries have adopted similar laws to sup-
port specialized, independent units involved in reforming business
regulations.

TABLE 3. Oversight mechanisms for reform

Oversight mechanism Implementing agency

Area of New unit Inter- New
reform and in existing New ministerial commission Existing

country department commission committee or unit agency

Product
market 

Australia � �

Hungary � �

Italy � �

Korea, Rep. of � �

Mexico � �

Pakistan � �

United
Kingdom � �

Vietnam � �

Inspections

Latvia � �

Netherlands � �

Land

Peru � �

Russian
Federation
(Veliky � �
Novgorod)

Infrastructure

Colombia
(ports) � �

India (Mumbai 
ports) � �

Uganda
(telecoms) � �
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• Participation of a wide range of stakeholders to contribute knowl-
edge, experience, and ideas, and to ensure transparency, minimize
the risk of capture, and pressure reluctant line agencies to reform.
The United Kingdom’s Better Regulation Task Force drew its
members from a range of backgrounds—including business,
labor unions, and consumer groups—all appointed by the prime
minister and charged with advising the government on the con-
sistency of and compliance with new legislation (FIAS 2005d).
Similarly, Mexico’s Deregulation Council, created in 1995,
brought together representatives from the government, the pri-
vate sector, labor, academia, and other interest groups, such as
agricultural organizations.

• Development of transparency and accountability mechanisms to
ensure full public disclosure of the regulatory process through the
Internet. In most cases reformers publicly disseminated draft pro-
posals and regulatory impact assessments to allow feedback from
consumers and expose reluctant agencies—often a sharp break
from past practices of showing drafts only to selected interest
groups. Such practices were designed to ensure that reform did not
benefit favored groups over others. The oversight institutions
themselves were held accountable by the participation of a wide
range of stakeholders in their governing councils.

• Greater integration with finance and planning authorities to help
provide incentives for compliance. In Korea a reform team was set
up in the office of the prime minister to support the Regulatory
Reform Commission, but without budgetary threats the group
had little leverage over reluctant line ministries (FIAS 2005f, p.
21). Similarly, in Mexico, Cofemer’s location in the secretariat of
economy rather than finance made it harder for the commission
to exert its powers because of the secretariat’s narrow scope and its
inability to provide consistent oversight and to assess the budget-
ary impact of proposed measures (Salas and Kikeri 2005, p. 4).

Obtaining political backing and building broader ownership
proved to be just as critical in implementing reform as in initiating it.
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Oversight agencies need political backing to do battle with the many
vested interest groups opposing change, exercise leverage over line
ministries and local governments, and ensure compliance. But sus-
taining political interest proved to be a challenge, especially under
changing political circumstances. In Mexico presidential support was
critical to the ability of the first deregulation agency (UDE) to
remove price controls, repeal entry barriers, and simplify cumber-
some commercial court procedures. But elections in 2000 frag-
mented Congress and weakened the president, making it harder for
the new commission (Cofemer) to use its powers with line ministries,
despite its new legal backing. In 2003, for example, Cofemer waived
its right to issue an opinion on regulatory proposals for the underper-
forming telecommunications sector (Salas and Kikeri 2005, p. 4). A
large part of the problem also stemmed from the fact that policymak-
ers had worked only with the most senior public administration offi-
cials, leaving most of the bureaucracy feeling alienated from the
reform effort. Korea’s regulatory reforms similarly suffered as political
support deteriorated, allowing different government departments to
pull in different directions and resulting in piecemeal change (FIAS
2005f).

Improving Monitoring

Measuring and monitoring results, though an essential part of the
reform process, is often overlooked or not systematically followed up
on. This function involves several tasks: evaluating the potential
costs and benefits of the reform, translating reform objectives into
specific performance targets or indicators (as discussed above) that
can then be monitored, and reviewing compliance and outcomes
once implementation begins. 

In only a few cases was monitoring effective. Australia was the
most positive example. The Australian program included monitoring
agreements from the start, setting out quantitative targets, and requir-
ing state governments to submit annual reports to the National
Competition Commission detailing progress made and difficulties
encountered. Latvia introduced “report card”–type surveys to moni-
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tor inspections reform (box 5). Measuring initial conditions made it
possible to later benchmark the progress of reform against target
indicators.

Monitoring and evaluation helping to build trust 
in Latvia

In 1999, early in the process of EU accession, the new government of Latvia
identified removing administrative barriers to investment as a priority for

reform. It made inspections reform a critical part of this, prompted by com-
plaints from business about burdensome, arbitrary, and harassing behavior by
government inspectors. The government issued a new “instruction” aimed at
improving transparency and accountability in all inspectorates, created an
Inspections Coordination Council, and initiated training in a new “client orien-
tation” for inspectors.

In 2001 the government was eager to evaluate its reform program. Earli-
er, progress had been assessed through focus groups and anecdotal evidence.
Now the government wanted a stronger statistical basis to monitor progress
and to determine which reforms were working as intended and which were
off-track and in need of a new strategy. Supported by the Foreign Investment
Advisory Service, it carried out a self-assessment of progress. The evaluation
used templates to gather official information about administrative procedures,
a business survey to collect information about experiences with such proce-
dures, and public-private dialogue to discuss the implications of the data and
to use the data to guide revisions to the program.

The 2001 survey confirmed that inspections were no longer a serious prob-
lem for businesses. It also made it possible to establish a baseline, using hard
data about the frequency and duration of inspections, the incidence of bribery,
and the perceived quality of each inspectorate. To take the gains further, the
government used the data from the templates to fine-tune the reform strategy.

A second survey, in 2003, documented a solid reduction in the inspec-
tions burden. The frequency and duration of inspections had declined, and
the perceived quality of most inspections had improved. Interestingly, the
survey results showed a significant difference between national-level inspec-
torates (fire, worker safety, sanitary), which had participated in the reform

BOX 5.

continued
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Elsewhere, systematic monitoring was absent, was poorly enforced,
or ultimately bore little relation to the objectives of the reform. Even
the United Kingdom had little systematic evaluation of outcomes.
Instead, monitoring was largely left to outsiders such as the OECD
and to academics (FIAS 2005d, p. 22). In Hungary the scope and
breadth of reforms combined with a lack of administrative and ana-
lytical capacity undermined evaluation. And strong opposition from
ministries made the process even more difficult (FIAS 2005e, p. 32).
In Korea the problem was more a lack of coherence between targets
and desired outcomes. When the regulatory agency was required to
cut the number of regulations by 50 percent, it responded largely by
focusing on less important and controversial ones. 

Box 5—continued

program with clear signs of improvement, and municipal-level inspectorates
(construction, municipal police), which had not participated and showed no
improvement.

In 2005 the government requested FIAS support for a third survey, includ-
ing assistance to make the effort fully local. Local survey firms had been used
since the beginning, but there was concern that a government-sponsored sur-
vey would not be credible with the business community. A task force was
organized to oversee the survey, with representatives from business, academia,
civil society, and the government. FIAS provided basic training in sample design,
quality control, and safeguards to protect the anonymity of respondents. While
the data from the 2005 survey have not yet been fully analyzed, the partici-
pants, including key stakeholders from both the public and the private sector,
are pleased to have a mechanism that both sides can trust to monitor the
impact of ongoing reforms.

Source: FIAS 2006.



Our analysis of the literature and case studies on reforming the
investment climate leads us to conclude with a summary of
main lessons and some thoughts about issues that deserve

greater analytical and practical attention.

Main Lessons

There is no standard process for reform. There is and can be no “how
to” manual. Different reforms involve different stakeholders and dif-
ferent mixes of technical, political, and institutional issues. Reform is
also shaped by a country’s politics and capacity. The best we can do
is to highlight common insights and lessons which emerge, and
which may begin to add up to somewhat of a checklist for reformers:

1. Use the wide and growing array of new tools to benchmark and
diagnose constraints and identify the reform priorities that will
deliver.

2. Foster competition through trade and product market reforms to
create pressure for other investment climate reforms. 
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3. Generate and leverage new information on specific policy reforms
and proven good practices to expose the costs of the status quo,
build support, and overcome opposition.

4. Seize crisis or political change to push through bold reforms.

5. Use pilots and sector-specific interventions as learning and
demonstration tools when reforms face great uncertainty or
strong opposition. 

6. Leverage and empower supporters, using a mix of communica-
tion strategies and techniques, while maintaining dialogue with
the private sector and other key stakeholder groups. 

7. Do not wait for long-term public sector reform to create the right
incentives and capacity for implementation. Bring in new lead-
ership and skills from the outside, set performance targets and
incentives, leverage new information technology solutions, and
outsource implementation to the private sector.

8. Build on dedicated, empowered, and competent teams to lead
and sustain the reform process while ensuring transparency and
accountability. 

9. Monitor progress closely against realistic and agreed targets and
set up systems early in the process to measure results on the
ground.

10. Pay as much attention to getting the reform process right as to
the technical content of reform so as to achieve desirable and sus-
tainable policies and outcomes.

Future Work 

The investment climate reform process remains understudied, and
several areas could benefit from more in-depth analysis. 

A first is to understand better how reform processes vary across dif-
ferent reforms and country conditions with the goal of generating
context-specific lessons and insights. While a substantial academic
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and practical literature is available on trade reforms, not much is
known, with the partial exception of labor and land market reforms,
about the politics and institutional aspects of specific reform areas
such as business registration, licensing, investor protection, contract
enforcement, and bankruptcy. More case studies of how reforms play
out under different political and institutional country conditions
could also be useful in answering questions such as: How do reform
processes differ between democratic and authoritarian regimes—and
between presidential and parliamentary systems? What is the tradeoff
between speed of decision-making and the credibility and sustainabil-
ity of reform? And how do countries with weak governance/low
capacity go about reform compared to countries with more account-
able governments and better institutional capacity? 

Second, deeper analysis of complementarities across reform areas
could be helpful in thinking about how to package and sequence
reforms, particularly in countries with least capacity or in post-
conflict. Which reforms can be bundled and which should not be—
and which reforms are unlikely to produce results unless supported
by action in other areas? More important, given limited capacity,
what measures are needed to provide credible signals of commitment
or policy certainty? 

Third, much remains to be learned about building constituencies
for change. More in-depth analyses of how persuasion and bargaining
strategies work in practice to influence and change stakeholders’ pref-
erences over time could be useful, for instance through more analysis
of: public information campaigns; side payments or outright buyouts;
grandfather clauses and phase-ins and phase-outs of policy that spread
the pain over time; and the involvement of private business associa-
tions, policy think tanks, academia, and watchdog and other civil soci-
ety organizations in launching and sustaining reform. The role of the
media and of a free press in making the public an active participant and
pressure group for reform is another important area for analysis. Future
work along these lines would help in moving from a static to a more
dynamic understanding of building and supporting agents of change. 

A fourth issue pertains to institutional arrangements for reform.
Investment climate reforms often require an organizational overhaul
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of the existing bureaucracy or the creation of new oversight or advo-
cacy mechanisms to lead and sustain reform. But more detailed
analyses, especially of experiences in low-income, low-capacity coun-
tries, are needed to ensure that proper arrangements are in place. In
particular, more work is needed to shed light on such questions as
these: How can incentives and capacity for implementation be
strengthened in the absence of broader public sector reform? Are new
institutional arrangements needed? If so, what types and under what
circumstances? How do such institutions build ownership of reforms
at the local level? What tools and approaches can and should they use
to ensure transparency and accountability—and what are the main
factors in ensuring their effectiveness? 

Fifth, monitoring, often the most neglected part of the reform
process, is an area that most invites in-depth work. Much of the prob-
lem stems from the lack of clearly defined performance indicators
and monitoring and evaluation systems. Thus more work is needed
to develop reform-specific indicators and assess what it takes to put
into place effective monitoring and evaluation systems and capabili-
ties. All this is central to evaluating impacts and outcomes, ensuring
transparency and accountability, and providing a feedback loop to
adjust course as needed. 

The role of development partners, not explicitly addressed in this
paper, is a final issue that deserves more analysis. In particular, how
can reformers involve the private sector and civil society organizations
(grassroots organizations, advocacy groups, service providers) in the
delivery of investment climate services, building on the experiences and
models from public service sectors such as health? Would regional or
sectoral networks of practitioners help in information sharing and
capacity building, and what lessons can be drawn from other reforms
such as private participation in infrastructure where such networks
have played a supportive role? In what ways can donors and interna-
tional financial institutions support the reform process?



Reforming Labor Regulations in Colombia

In 2002 the Government of Colombia reformed its labor legislation
following two unsuccessful attempts in 1999 and 2001.15 The politi-
cally laden reform was passed in the first year of the new Uribe gov-
ernment, when political and public support was high and there was
little threat of defeat. The previous attempts, though unsuccessful,
proved instrumental in preparing the ground and slowly building sup-
port among stakeholder groups deeply opposed to reform, allowing
the new government to act quickly and take advantage of its popular-
ity to pass reforms. The process benefited from the conviction of a
core group of reform-minded individuals who continuously pushed
the reform agenda even as the political landscape changed dramatical-
ly. Although it is too early to evaluate impacts fully, initial job creation
figures are encouraging.
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15. This case study is drawn from Echeverry and Santa María (2004). The full case study can
be accessed at: http://econ.worlbank.org/wdr/.
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Reform context

Prior to the 1990s, Colombia’s labor regulations sought to provide
employment security and stability. But restrictions on temporary
contracts and high severance pay made it difficult for firms to hire
and fire workers. In 1990, a first round of reforms was undertaken to
reduce severance payments and make hiring decisions more flexible.
These reforms proved initially successful. Between 1990 and 1994,
unemployment fell from 12 to less than 8 percent, informality
dropped more than two percentage points, and labor productivity
increased. 

But by the mid to late 1990s, labor market conditions began to
deteriorate. The 1993 social security and health reform increased pay-
roll contributions and led total non-wage labor costs to increase from
42.9 percent in the early 1990s to 53 percent in 1996. Another key
non-wage cost was “parafiscal” taxes, which financed social welfare
programs for the general population and amounted to 8 percent of
the payroll. Total labor costs grew by 3.1 percent per year during the
decade, and employers adjusted by reducing employment. The reces-
sion in the late 1990s further reduced the demand for labor. 

In 1998, the new Pastrana government proposed further labor
reforms to tackle unemployment. A team of lawyers at the Ministry
of Labor initiated the efforts, drawing from their long practical expe-
rience in labor disputes and from a 1998 study that identified the
impact of rigid labor regulations and benchmarked Colombia against
its regional neighbors and a few OECD countries. A first attempt to
reform the labor code was made in 1999, but in the midst of macro-
economic instability, the adoption of an IMF austerity program, and
ongoing peace negotiations with a powerful and consolidated guerril-
la group, labor reforms were put on hold and no reform bill was sent
to Congress. 

As unemployment reached 20.5 percent in 2000, a second reform
attempt occurred in 2001. The same team from 1999 prepared a bill
that deepened the 1990 hiring and firing reforms and addressed, for
the first time, the problems of wage inflexibility and non-wage costs.
There was broad technical support for the reform proposals within
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different parts of the government, including the Ministry of Labor,
Ministry of Finance, and the Department of National Planning
(DNP). But the newly appointed Minister of Labor—a former union
leader—had little appetite for an unpopular reform that would antag-
onize his constituency. The reform initiative was thus shifted from
the Ministry of Labor to the DNP, but the bill was defeated in Con-
gress because of strong political opposition to the proposed reduction
in parafiscal taxes. 

Though unsuccessful, these attempts helped the new Uribe
administration to pass labor reforms less than nine months after
assuming office in 2002. Many of the policy changes had already
been discussed and debated, and the team in charge of the 2001
attempt had been able to build support for it in some segments of
Congress and among the employers and other sectors of civil society.
With a new Minister of Labor championing the reforms, the new
government was able to act quickly and capitalize on its post-election
popularity. The reforms aimed to increase business productivity and
foster job creation. 

The 2002 labor legislation was similar in most ways to the 2001
proposal but with a few important compromises made to ensure the
political feasibility of reform. Among the key reforms that remained
unchanged:

• Firms could hire apprentices at below minimum wage without
obligations to pay parafiscal taxes. 

• A “regular working shift” (RWS) was introduced that could cover
any time or days of the week as long as it did not surpass 48 hours
per week. Compensation for work outside the RWS or on Sundays
was reduced to 10 percent over the regular wage. 

• Employers were allowed to hire workers by the hour, as long as
wages, contributions, and other non-wage costs were paid propor-
tional to the time worked. 

• Severance payments in the case of “unjust” dismissals were reduced,
especially for workers with more than ten years of tenure.
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Initiating reform

Labor reforms were deeply political and generated intense opposition.
Formal sector workers, especially those belonging to unions and large
firms, had the most to lose and were vocal and active in their opposi-
tion through strikes and various political manifestations. They also
mobilized other more powerful groups not directly affected by the
reforms, such as the teachers’ union, university students, and pension-
ers. Other groups that benefited from parafiscal taxes opposed the
reforms: the workers’ unions of the large public and private agencies
that administer parafiscal contributions and provide the services fund-
ed by them, managing about $750 million per year and providing sta-
ble and well-paid employment to nearly 25,000 people; blue-collar
workers who directly benefit from parafiscal services; and politicians
whose constituencies benefited from parafiscally funded institutions.

The main beneficiaries of reform were expected to be unemployed
and informal workers who would have greater opportunities for for-
mal employment, but they naturally were disorganized, and other
interest groups mobilized them to oppose reforms. Overcoming oppo-
sition required political compromise, the creation of social safety nets,
consensus-building efforts, and the commitment of a dedicated
reform team. 

Engaging stakeholders
Efforts were made to build awareness and consensus in the early
stages of the reform process. A Discussion Table was established in
2000 with representatives from all key stakeholder groups, including
government, the most important labor unions, business federations
of key economic sectors, the main political parties, and academia. Ini-
tial discussions among these groups were contentious, and techno-
cratic reformers struggled to counter those who rejected their models
and argued that the reforms would lead to unemployment and reduc-
tions in income. Nevertheless, the very process of stakeholder engage-
ment helped raise awareness, exposed key players to reform ideas,
built constituencies, and ultimately produced a consensus text that
enabled quick congressional approval.
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Through this process, compromises were reached on two of the
most controversial elements of the reform package. First, the pay-
ment of parafiscal taxes was made more flexible rather than reduced,
as proposed and defeated in the 2001 bill. With some restrictions, the
law exempted payment of such taxes for new blue-collar workers for
a maximum of four years, and for students under 25 years of age
working part-time. Despite a strong technical team, compelling eco-
nomic evidence, and strong governmental will, interest groups suc-
ceeded in thwarting more profound reform of the parafiscal system.
Second, the 2002 package dropped a proposed expansion of employ-
ers’ ability to hire workers under a contract that does not oblige the
payment of certain non-wage costs. 

Providing social safety net support
The 2002 reform package did not include any direct provisions to
compensate workers for potential losses, unlike the 1990 reform,
which included a special severance provision. But it included a host
of broader social protection measures aimed at protecting the most
vulnerable segments of the population against income and employ-
ment shocks, and at gaining political and popular support for the
reforms. For the first time in Colombian history, it contemplated the
creation of unemployment insurance, the strengthening of public
pension and health programs, and the creation of a special micro-
credit program for small enterprises. In addition, the law introduced
an employment subsidy, consisting of a monetary transfer from the
government to small and medium enterprises that hire unemployed
households heads for blue-collar jobs. The law also contained a pro-
vision to evaluate the impact of the reform at the end of 2004 by a
commission composed of the government, representatives of workers
and employers, and members of Congress. Provisions with negative
results must be revised accordingly.

Continuing involvement of dedicated reform team
Throughout the process, and despite the differences within govern-
ment, it was the continuity and conviction of a core group of tech-
nocrats—several of whom had been involved as far back as the 1990
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reforms—that proved crucial in keeping labor reform on the agenda
amidst growing opposition and changing political conditions, and in
finally passing the 2002 legislation. The same team for the most part
continues to be involved in implementation of the reforms. 

Implementing and sustaining reform

The newly created Ministry of Social Protection (MPS), a merger of
the Ministry of Labor and Social Security and the Ministry of Health,
was mandated to implement the new labor code and social protection
program. It worked with the DNP, which housed most of the techni-
cal expertise and had traditionally been the leader for design and
implementation of key economic reforms. All public agencies related
to labor and social reforms were brought under the MPS, which is in
the process of defining and assuming the roles formerly carried out
by the Labor and Health ministries, enhancing the technical capaci-
ty of its staff, and implementing information systems to control, fol-
low up, and evaluate the impact of its programs and actions. 

Some aspects of the 2002 reforms have yet to be implemented.
Slow progress with implementation of the apprenticeship contract is
in large part due to continued opposition from labor unions and the
teachers’ union. The focus on other pressing but unpopular reforms
—such as central government reform—also led the government to
put on hold further regulatory efforts in this area. Progress on the
training reforms has been slow, partly because the government was
concentrating on other unpopular reforms, and partly because there
has been a lack of agreement within the government on the best
course of action. A recent decree requiring the state agency (SENA)
to contract training with private firms, thus favoring competition and
choice on the part of the beneficiaries, is expected to help move the
process along. 

Reform outcomes

Although it is somewhat early to assess the reform’s full impact 
on labor market outcomes, there are some initial positive signals.
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Between June 2002 and June 2003 more than 750,000 new jobs
were created, leading to 5 percent growth in the employment rate—
compared to 3 percent growth in GDP—and a doubling of the rate
compared to the previous year. While other factors could have
affected these outcomes, partial disentangling of the pure reform
effects attributes 40 percent of the new jobs mainly to the labor
reform, with the rest due to economic growth. The informality rate
declined from 61.5 percent to 60 percent during this period, and
for the first time since 1997 the formal sector was more dynamic in
job creation than the informal one. Unemployment duration
declined from 53 to 49 weeks in the same period. Equally impor-
tant, a recent survey of 75 mostly medium-size formal firms shows
that 41 percent of firms increased employment, with 20 percent
indicating they did so because of the labor reforms, in particular the
reduction in the cost of work outside the regular working shift, and
of the nocturnal shift, as well as flexibility in payment of parafiscal
taxes.

Conclusions

The 2002 reform and its outcomes were the culmination of efforts
that started as early as 1990 with a first wave of labor reforms, fol-
lowed by a second more recent wave with two attempts in 1999 and
2001—both of which were unsuccessful but proved crucial in reach-
ing the wide consensus needed to facilitate the eventual passage of the
politically laden labor reform in 2002. Tough but unique in its own
way, Colombia’s experience provides some important lessons for
other countries undertaking similar reforms: 

• It can take years of slowly “selling” a reform to various constituen-
cies before an initiative actually gains momentum and reform is
passed. For politically difficult reforms such as labor, the momen-
tum of a new government in its first year should not be missed. 

• Diagnostics are essential for the design of sensible reform propos-
als, while awareness building is needed to overcome opposition
from a wide range of stakeholder groups. This should start by
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building agreement within the government, which if neglected or
taken for granted can lead to delays or blockage of the entire
process. 

• Implementation requires an institutional champion that has both
the technical capacity and the willingness to battle with the many
vested interest groups ready to thwart reform. Long and compli-
cated reform processes require the endurance and conviction of a
group of committed individuals who persist with policy changes,
despite changes in the political landscape. The team’s diagnosis
and motivation are critical throughout the reform process.

Inspections Reform in Latvia 

As of 1998, it was clear that Latvia had a problem with its inspections
program.16 Businesspeople were complaining of burdensome, unco-
ordinated, and harassing behavior on the part of government inspec-
tors. In 1999, the new government put inspections reform high on its
list of priorities for reform. They initiated public-private dialogue on
the issue, enacted a new “instruction” to improve transparency and
accountability in all inspectorates, created an Inspections Coordina-
tion Council, and initiated training in a new “client orientation” for
inspectors. By 2001, it was already clear that inspections were no
longer such a serious problem for businesses, and by 2003 it was pos-
sible to document a significant reduction in the burden of inspections
on businesses.

Reform context

In 1999, a study of administrative barriers to investment found that
in terms of the inspection system, business investors were subjected
to inconsistent and discretionary implementation of laws and regula-
tions, the imposition of unclear fines and sanctions, and ineffective
appeal procedures. Inspectors with intimidating and aggressive
behavior and excessive discretionary power were conducting frequent

16. This case study is drawn from Coolidge et al. (2004). The full case study can be accessed
at: http://econ.worlbank.org/wdr/.
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and uncoordinated inspections, discovering infractions, and impos-
ing harsh fines or other sanctions (e.g., freezing bank accounts, seiz-
ing equipment, or even forcing a business to suspend operation). 

As the complaints from business on various administrative barri-
ers, including inspection, appeared to fit a pattern, the Director of
the Latvian Development Agency (LDA) Investment Department
(responsible for investment promotion) took the initiative in request-
ing a comprehensive approach to assessing the investment climate. As
a result, in 1998 the Ministry of Finance and LDA commissioned
FIAS17 to carry out a study on administrative barriers to investment
in Latvia, which subsequently became a critical catalyst for reforms in
inspections and other administrative barriers. The new government
that was just entering office as the report neared completion was anx-
ious to accelerate reforms and progress toward EU accession. Inspec-
tions reform was included as a high priority as part of the broader
investment climate reform agenda, and was supported in part by a
World Bank loan. 

Key components of the inspection reform included:

• A new government “instruction” for the inspectorates to specify
the rights and responsibilities of inspectors vis-à-vis inspectees (in
particular, private sector businesses).

• Increased information available to businesses about the inspection
process in general and about each specific inspection in particular.

• Formation of an Inspection Coordination Council.

• Annual (regional) meetings between inspectorates and client
groups for selected inspectorates.

• A requirement for written inspection reports after all inspections.

• Compulsory annual performance reports that are publicly avail-
able.

• Training for inspectors on how to improve strategic focus and
develop a “client orientation” in their work.

17. FIAS is a multidonor facility managed by the World Bank Group. 
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Initiating reform 

Latvia developed an effective and sustainable mechanism to identify
and reduce the burden of inspections and of other administrative bar-
riers to investment through the process of structured dialogue among
stakeholders that follows a “cycle of reform” consisting of: 

• Systematic identification of problems;

• Structured dialogue between the government and businesses to
agree on the priorities for reform and to draft an Action Plan. 

• Adoption of the Action Plan and implementation of necessary
reforms by policymakers.

• Ongoing monitoring of the business environment and evaluation
of the impact of reforms.

Designating responsibility
The critical starting point of the inspection reform was to have an
“instruction” on internal operating regulations and information
material (on transparency of rights, appeals, legal requirements, etc.)
in place for all the inspectorates in order to prevent inconsistent and
arbitrary inspections and to address the problem of information
asymmetry between businesses and inspectorates. The initial respon-
sibility was given to the individual inspectorates, which were to pre-
pare the relevant materials and then submit them by July 1, 1999 to
the Bureau of Public Administration Reform (BPAR), which would
place them in the public domain. However, as LDA began to gather
information on the implementation of the Action Plan in August
1999, it became evident that the inspectorates needed more guidance
to prepare these documents, as they either were not willing or did not
have the in-house ability to fulfill this task. 

LDA subsequently initiated the second wave of agenda-setting,
with the new Minister of Economy as the political champion. The
responsibility of preparing the “instruction” and reports on the
appeals mechanisms was given to the BPAR—an agency that re-
ported to the Chancellery at the center of government and served as
a secretariat for most administrative reforms in Latvia. These new
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responsibilities enabled the BPAR to assume an active role in guiding
the inspectorates and to delve into the details of inspection regula-
tions in a comprehensive and systematic manner. Altogether, these
measures resulted in a process of institutional learning that helped to
create much-needed analytical capacity at the center of government
and turned out to be critical in further design of the reform.

Initiating public-private dialogue
In December 1999 a seminar was organized to assess reform progress,
focusing on the draft “instruction” on preparing operating regulations.
The seminar brought together for the first time the heads of all 28
inspectorates, as well as representatives from the business community.
At times there were tense discussions and strong voices opposing
reforms, as the heads and inspectors were challenged en masse. Even-
tually, the participating inspectors gradually acknowledged that
regardless of the technicalities, the on-site administrative procedures of
inspection should be similar, and that they could all improve their
effectiveness by helping their clients comply with requirements rather
than focusing on discovering and punishing “infractions.”

The seminar also gave inspectors the opportunity to express their
specific concerns about the draft “instruction,” which was a novelty
in Latvia after independence—where the dominant mindset was that
reforms had to be imposed from top down and that discussion would
just be a waste of time. Quite contrary to this mindset, what actual-
ly happened through these discussions was that as the participants
began to realize that their concerns were being taken seriously, they
became more constructive, suggesting modifications to the reform
program rather than dismissing it outright. In response to this, some
of those who had been skeptical of the participatory approach to the
design of reforms began to change their stance, and the concept grad-
ually gained wider acceptance. 

Implementing and sustaining reform

As a successful outcome of this constructive dialogue, an “instruction”
was adopted by the Cabinet of Ministers on January 18, 2000,
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requiring each inspectorate to adopt internal operating regulations
based on standardized requirements, including: (i) inspectorates’
mandate; (ii) standardized operating procedures within the inspec-
torates and on-site inspection procedures; and (iii) well-defined scope
of rights and obligations of both the inspectors and inspectees. The
instruction was not an end of the reform itself, but just the begin-
ning. Several features of the instruction were also incorporated in the
broader (and more authoritative) Administrative Procedures Law,
which also established an administrative court for appeals of admin-
istrative decisions. Another welcome by-product of the process was
that different inspectorates were compelled to share their experiences
in implementing the instruction.

The BPAR also organized training to encourage a “client orienta-
tion” on the part of inspectors. The training included input from
international consultants, but was designed and carried out by the
BPAR and local consultants. Swedish consultants also helped design
more robust appeals mechanisms.

Reform outcomes

The reforms yielded tangible impacts on several fronts.18 Inspection
duration declined substantially between 2001 and 2003 (figure 4)
due to the improvement in professionalism and competence of the
inspectors achieved through training. As the business community
noted in a focus group discussion in 2004, “The length of inspection
depends on the qualifications of inspectors; if they know where to
look and what to look for, the inspection is shorter. The inspectors
have become more professional and they do not just look for any-
thing but have developed their routines and standard procedure.” 

The one inspectorate that did not show improvement—municipal
police—was not part of the national-level inspection reform program
(figure 5). In essence, this demonstrates the positive effects of the pro-
gram for those inspectorates that were involved.

18. In order to assess the reform progress, FIAS undertook two rounds of Administrative and
Regulatory Cost Surveys in 2001 and 2003, followed by a Focus Group Discussion of Busi-
ness organized by LDA in 2004.
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FIGURE 4. 
Inspection duration, Latvia

Inspections also became more targeted, resulting in a reduction in
the relative number of inspected entities. More specifically: 

• The incidence of inspections from labor, sanitary, construction,
and municipal police was significantly reduced in 2003 compared
to 2001 and before.

• There was a substantial reduction in hours spent in on-site inspec-
tions between 2001 and 2003.

• The probability of fines imposed by the labor, sanitary, fire and
safety, and municipal police was reduced.

• The burden of inspections was reduced significantly for small firms
and to some extent for medium firms as well.

• The burden of inspections is less now for firms located in the 
capital city (Riga) than elsewhere in the country, which may indi-
cate that reforms have progressed more rapidly in the center and
are spreading to the territorial offices of the inspectorates more
gradually.19

19. Coolidge et al. (2004).



As a rule, inspectors are no longer penalizing firms for minor, tech-
nical mistakes but rather are offering advice to improve the situation.
Finally, inspectorate reforms in Latvia have had a positive impact on
internal management, persuading them to adopt a “compliance ori-
entation,” and focusing on helping their clients understand and live
up to government requirements, which in turn has driven the posi-
tive inspection outcomes for the business community. Reforms are
continuing, with regular monitoring and evaluation and with regular
revision of the Action Plan to keep it on track and effective in deliv-
ering improvements. Latvia earned the “CC-Best” award20 from the
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20. Candidate Country—Business Environment Simplification Task Force.
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European Commission’s Director General of Enterprises, making it a
positive example for other EU candidate countries for improving
their business environment. 

Conclusions

The following factors contributed to the success of Latvia’s inspec-
torate reform program, providing lessons for other countries embark-
ing on similar reform:

• EU accession and other external stimuli helped drive the reform
process, as did a newly elected government starting with a fresh
mandate, which in turn helped reinforce internal motivation for
change in various ministries, departments, and agencies, including
some of the inspectorates themselves.

• A core group of pro-reform “technocrats” at senior and middle lev-
els of the civil service provided critical continuity as various gov-
ernments came and went. This included the Latvian Development
Agency (which had credibility with the business community) and
the Bureau of Public Administration Reform (which had credibil-
ity with the national government).

• The business community played an active and constructive role as
“dialogue partners” and participants in the development of various
Action Plans for reform.

• Early emphasis on the “instruction” (i.e., requirements for trans-
parency) and on learning and diffusion was crucial to ensure both
acceptance by the inspectorates and quick acquisition of new tech-
nical skills and mindset. The technical solutions relied on stan-
dardized procedures across inspectorates (e.g., assurance of trans-
parency, accountability, and access to appeals procedures).

• Synergies between the inspections reform and the broader admin-
istrative reform process (e.g., the Administrative Procedures Law
and Administrative Court of Appeal) were exploited; the inspec-
torate “instruction,” for instance, provided input for the Adminis-
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trative Procedures Law, and the law, once passed, strengthened the
reforms initiated by the instruction.

• Efforts are underway to strengthen the use of objective perform-
ance measurement in each of the inspectorates, to more systemat-
ically measure and record outcomes (e.g., reduction in the inci-
dence of workplace fires or accidents), and to monitor the impact
of reforms over time.

Regulatory Reform in Mexico

During the 1990s Mexico undertook some of the world’s most far-
reaching reforms of business regulations.21 Many factors, including
trade liberalization and firm political commitment, drove this
process. But critical to its sustained success was the early development
and then legal strengthening of a regulatory reform agency dedicated
to pursing consumer welfare and ensuring public scrutiny of regula-
tions. The agency played a key role in creating an environment for
improved business regulation and greater transparency. 

Reform context

Private business in Mexico had been heavily regulated since the
1930s, with serious effects on the economy. In the late 1980s and the
following decade, however, Mexico pursued regulatory reforms of
greater pace, scope, and depth than those of most OECD countries.
A turning point came in 1986, when Mexico joined the General
Agreement on Tariffs and Trade (GATT) and unilaterally started to
open its economy. Many factors moved the regulatory reform process
along. Top officials were strongly committed. For the first time, econ-
omists entered key policymaking positions, with the view that
revamping the legal and regulatory framework was crucial to improv-
ing competitiveness and the rule of law. Entry into international
trade agreements imposed policy discipline and made it harder to

21. This case study is drawn from Salas and Kikeri (2005). 
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reverse reforms. Greater international competition demanded meas-
ures to lower the cost of doing business. And the atmosphere of
financial crisis in the mid-1990s maintained fiscal discipline and ral-
lied private sector support. 

But another key factor in sustaining the reforms over a long period
and multiple governments was the creation in 1989 of an agency ded-
icated to advocating regulatory efficiency and improvement. Based
on international experience, policymakers saw a central unit as the
most effective way to promote change. But in a culture of corruption
and opacity they were bound to meet resistance. Political support
proved crucial: the Economic Deregulation Unit (UDE) was created
only with the backing of a newly elected president and the support of
a disciplined incumbent party in control of Congress. It was estab-
lished by presidential decree within the Secretariat of Trade (now
Economy), but with broader powers than the secretariat itself. 

The agency started out using a top-down approach. But as a more
contested political system evolved and an economic crisis developed,
the agency built consensus through wide stakeholder participation.
As the political outlook for reform became more uncertain, the
agency was transformed into a body backed by law, with greater
autonomy and transparent, institutionalized regulatory reviews. The
new institutional advocate focused on ensuring public scrutiny of the
regulatory process and screening new regulations to secure the great-
est consumer welfare—a big change within a culture of opacity and
bureaucratic discretion. 

The agency enjoyed some early successes. It helped to dismantle
price controls, repealed legal barriers to the entry of new firms, and
simplified cumbersome commercial court procedures. It also simpli-
fied federal procedures for starting a business, reducing the time
required from 90 days to just one. Parallel fast-track schemes for busi-
ness start-up have been created at the municipal level.

Initiating reform 

From the outset, UDE’s effectiveness depended on the scope of its
mandate. Charging it with simply reducing red tape would have
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been less threatening to federal agencies and thus politically easier.
But cutting red tape without tackling the underlying legal and regu-
latory framework would not have been enough: red tape was merely
the consequence of poor regulation, not its cause. The challenge was
to develop a mandate that would be politically acceptable yet give
the agency sufficient authority and flexibility to exploit opportuni-
ties to improve regulation as they arose. The solution was to limit its
mandatory authority (what it must do) to reviewing new regulations
proposed by federal agencies while giving it broad optional authori-
ty (what it could do) to review and propose amendments of existing
regulations. 

Mobilizing private sector support
UDE capitalized on the 1994 “Tequila crisis” to muster broad stake-
holder support. Faced with increasing competition, private firms lob-
bied for government protection, but fiscal stringency, the crisis, and
the North American Free Trade Agreement ruled out direct support.
To placate business, the government instead created the Deregulation
Council in 1995 to bring the private sector and other stakeholders
into the reform process. Chaired by the trade secretary, the council
comprised key government officials and prominent representatives
from labor, business, academia, and sector organizations. Its role was
to advise UDE and monitor the performance of federal agencies in
overhauling their regulations. 

Formalizing transparent reviews
As a first step toward formal regulatory reviews, a 1995 presidential
decree ordered federal agencies to compile an inventory of business
regulations and procedures as well as proposals for reform, using a
standard template. In 1996 UDE and the council introduced more
systematic regulatory impact assessments, based on cost-benefit con-
cepts, as a tool to evaluate regulatory proposals. Federal agencies were
required to submit such an assessment with any proposed regulation.
UDE could then publish, within 30 days, a nonbinding opinion of
the proposal and its assessment—a big break from the past practice
of showing proposals only to selected interest groups. The sponsoring
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agency would then redraft or withdraw its proposal, and Congress or
the president would issue final approval. In 1997 UDE opened the
process to public feedback through a new Web site. The reform
agency, in its new incarnation, continues this process today. 

A small team of dedicated professionals carried out the agency’s
work, with regular input from the council and from peer agencies in
Canada, the United Kingdom, and the United States. The council’s
support was pivotal, especially in pressuring laggard agencies,
through the threat of public exposure, to improve their regulation.
The council met quarterly, with secretaries required to present their
cases personally. 

UDE performed its review of federal agencies strategically, to build
experience and credibility over time. It started with agencies expect-
ed to be cooperative, then moved on to the more reluctant ones. The
agency exercised its optional authority with similar selectivity, pro-
posing regulatory amendments only if believed to be economically
and politically feasible. 

Regulatory impact assessments proved especially challenging. Fed-
eral agencies often blamed UDE for creating a bureaucratic bottle-
neck when it issued critical reviews. A few secretaries openly opposed
the agency’s active role, as it threatened vested interests and the tradi-
tionally opaque way of creating and applying regulations. But the
opposition was thwarted by strong presidential support and the trade
secretary’s ability to demonstrate that the complaints were a sign of
the agency’s effectiveness. 

Implementing and sustaining reform 

In the late 1990s UDE and the council became concerned about the
fragility of the process under a presidential decree. Success so far had
depended heavily on a few individuals—a group of energetic tech-
nocrats with strong support from the president. There had been a few
cases of noncompliance by government agencies. And agency heads
often pressured UDE into refraining from criticism of impact assess-
ments or issuing opinions too quickly and thus undermining the
credibility of the review process. Moreover, the fast-track business
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start-up program in Mexico City was abandoned in 1998 under a
new administration, pointing to both the possibility of the same
occurring at the federal level and the need for an effective process of
coordination across different levels of government.

Transforming the reform agency
UDE thus sought to put itself on a more permanent footing—to
strengthen incentives for compliance, sustain reform through changes
in administration, and improve coordination with subfederal entities.
Key to success here were the president’s legal counsel, who supported
the initiative out of a belief in the agency’s usefulness, and the coun-
cil, which provided backing crucial in obtaining congressional sup-
port. The proposed changes also came at the end of an administra-
tion, when line secretaries felt little opposition to a law that would be
applied after their tenure. 

In 2000 UDE was transformed by law into the Commission for
Regulatory Improvement (Cofemer), an autonomous body estab-
lished within the Secretariat of Economy and headed by a presiden-
tial appointee. The agency acquired new optional authority to under-
take cost-benefit analysis of how federal agencies operate and how
they apply and enforce regulations. Cofemer also acquired a bigger
staff and budget—and the legal backing and tools to become a pow-
erful advocate for regulatory improvement.

Reform outcomes

Using its optional authority, Cofemer deepened transparency by
drafting a 2002 law requiring federal agencies to open their files to
the public. A one-year “regulatory moratorium” to discourage agen-
cies from proposing new regulations unless clearly needed has cut
submissions by a third. And a powerful new law designed to reduce
bureaucratic discretion and abuse requires automatic cancellation of
any new regulatory procedures not published in the federal register
by their implementing agency.
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In addition, Cofemer has promoted a fast-track business start-up
program (SARE) at the subfederal level. With regional competition
creating pressure for change, the program has spread to more than 20
cities, and initial results are promising (figure 6). Further progress will
require tackling problems in the underlying legal and judicial frame-
work. 

Cofemer can exercise its full powers only if it enjoys broad support
and acts decisively. One challenge is sustaining the support of the pri-
vate sector. Earlier, rallied by the domestic crisis and strong political
support, the private sector took an active role in pressuring agencies
to improve regulation. Today many factors contribute to a more pas-
sive role: the loss of founding members of the council through
turnover, a review process whose success has reduced it to routine,
and the diminished role of the council, which now serves mainly as a
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Initial results of fast-track business schemes at municipal level

Note: Data cover nine municipalities before and after SARE schemes were introduced.
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forum for announcing successes. And new political circumstances
and a fragmented Congress have shifted the private sector’s lobbying
efforts from the executive branch toward Congress. 

Moreover, as recent events highlight, Cofemer’s will to exert its
optional authority in controversial areas has weakened. In 2003 it
waived its right to issue an opinion on proposals defining the powers
of the regulator for the underperforming telecommunications sector.
It also has failed to publicize the fact that no federal department has
published its procedures in the federal register. So the powerful new
law that automatically repeals any unpublished procedures has not
yet been enforced.

Another concern is Cofemer’s location in the Secretariat of Econ-
omy. Because of the secretariat’s narrower scope and the lack of strong
political support, that situation has created institutional conflicts,
making it hard for Cofemer to exert its broad optional powers. A bet-
ter location would be in the Finance Secretariat, where Cofemer
would enjoy a consistent oversight capacity and a better ability to
assess the budgetary effect of proposed measures. Such reform would
bring Cofemer closer to its Canadian and U.S. counterparts. 

Conclusions 

Mexico’s experience offers a key lesson: create institutions and proce-
dures early in the process that can support reform over the long haul.
As the political and administrative system slowly internalizes the
improvements, adherence to principles of transparency, accountabili-
ty, and consumer welfare becomes vital to signaling the credibility of
the new regulatory culture. Empowering institutions such as Cofemer
can promote compliance and sustainability, and using technologies
like the Internet can reduce the time and costs of institutionalizing the
principles. 

Many of the circumstances are specific to Mexico. But any coun-
try carrying out regulatory reform will face similar challenges and can
learn from its experience. Competitive pressures arising from trade
liberalization and a domestic crisis provided a powerful impetus for
reform. An institutional advocate was needed to achieve fundamen-
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tal change in procedures and promote beneficial regulations. Decisive
leadership and strong support from political and other stakeholders
were critical to exploiting the reform agency’s full potential. And a
key factor was proper design: 

• A broad legal mandate, based on advocacy of consumer welfare, to
address both the root causes and the consequences of a flawed reg-
ulatory framework.

• An oversight body, with broad stakeholder participation, to review
results and compliance by federal agencies while using public
exposure to punish noncompliance. 

• Active and sustained commitment of the private sector, especially
the small and medium-size firms that had been on the losing side
of the business lobby. 

• A track record of well-publicized successes to build credibility.

• Promotion of regulatory improvement programs across all levels
and branches of government.

Reforming Business Registration in Pakistan 

In the late 1990s, Pakistan undertook reforms to simplify business
registration as part of a broader reform program aimed at developing
capital markets and improving corporate governance.22 Its Corporate
Law Authority was transformed into the Securities and Exchange
Commission of Pakistan. Where the CLA had been weak and inef-
fective, the SECP used its substantial financial, administrative, and
operational autonomy to radically change its culture within a short
period of time. The SECP leadership improved employee motivation
and eradicated corruption by bringing in qualified professionals who
could lead by example and doubling the salaries of its staff in return
for giving up perquisites of civil service employment. Its reforms have
dramatically reduced the time and cost of registering new businesses

22. This case study is based on Khan (2004). The full case study can be accessed at: http://econ.
worldbank.org/wdr/.



82 Reforming the Investment Climate: Lessons for Practitioners

and led to a broader improvement in corporate governance and the
functioning of financial markets.

Reform context 

In the early 1990s, Pakistan started to open and liberalize its econo-
my, relaxing exchange controls, opening financial services to the pri-
vate sector, and allowing foreign investment in the capital market.
But although basic stock markets had developed, with automation
and reasonable trading systems, the market was small and fragment-
ed and there was little genuine investment activity. The corporate
governance of firms was highly opaque: companies did not comply
fully with company law or listing regulations, disclosure standards
were inadequate, and auditing left a lot to be desired. Investors had
little confidence that they were receiving their fair share of profits,
and this lack of confidence held back development of the market.

The regulatory environment was also poor, and registration of
companies was time-consuming and difficult; there were no formal
guidelines on how long it should take. The body responsible for
administering the 1984 Companies Ordinance, which stipulates the
requirements and steps for registration, was the Corporate Law
Authority, a government department established in 1981 and staffed
by civil servants who had jobs for life and were promoted on senior-
ity rather than merit—which created a working atmosphere that was
not conducive to integrity, professionalism, and customer service.
Bound by civil service pay scales, the CLA was unable to attract
dynamic individuals from the private sector, and with its limited
resources it could not afford professional training for its staff.
Depending exclusively on budgetary grants from the federal govern-
ment, it lacked authority even to buy computers and other equip-
ment without the approval of the Finance Ministry. Lassitude and
corruption were endemic. 

There was a clear need to improve the investment climate for busi-
ness by reforming the capital markets, improving corporate gover-
nance, and streamlining the company registration process. The impe-
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tus for reform came from Pakistan’s urgent need to raise foreign
exchange, and to mobilize long-term resources while improving the
efficiency of their allocation through a diversified and competitive
capital market. The underlying goal was to reorient government pol-
icy away from the public sector toward greater reliance on the private
sector as the engine of growth. 

In 1997, with support from the Asian Development Bank, the
government prepared a capital market development program that
established the Securities and Exchange Commission of Pakistan as an
autonomous body with quasi-judicial powers to replace the old Cor-
porate Law Authority. Backed by a legislative act, the SECP, unlike
the CLA, could finance itself from its fees and was given powers of
expenditure. No longer bound by civil service pay and recruitment
policies, it could offer sufficient remuneration to attract qualified pro-
fessionals from the market. Its executive directors were given day-to-
day responsibility to make operational regulatory decisions, which
were kept separate from the SECP’s policy-making powers so as to
isolate technical operations from political pressure. The Act also estab-
lished a Policy Board—consisting of the SECP chairman, four gov-
ernment officials, and four business representatives—to provide poli-
cy guidance, oversee its activities, and approve its budget. While the
Board was set up primarily as a bridge between the SECP and the gov-
ernment, its operations were independent of it. 

The SECP administers corporate laws and regulates securities
markets and non-bank financial institutions. Independent, profes-
sional chief executives were appointed to head the stock exchanges,
and brokers were compelled to register with the SECP and to adhere
to a code of conduct. Margin requirements were strengthened and
capital adequacy requirements imposed, blank sales were replaced by
a regulated system of short selling, new market instruments were
introduced, and an improved, rolling settlement system was put in
place. The reforms made the market more balanced and stable,
increasing the percentage of settled trades from 1 to almost 10 per-
cent. Most importantly, systemic problems that used to arise two to
three times a year have not occurred since 2001. 
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A new code of corporate governance barred brokers from being
company directors, raised the quorum for general meetings of public
listed companies, and required minutes of board meetings to be cir-
culated to directors within fourteen days. Listed companies were
mandated to make their audit papers available for quality control
reviews, and auditors could not be engaged to perform any other
services for the company and had to be replaced after five years. These
reforms led to significant improvements in the quality of the annual
financial statements of listed companies. 

The SECP also made it quicker and cheaper to register a business.
Standardized procedures and maximum time periods for processing
each document received by the Registrar were issued, and an expla-
nation from the Registrar is required where registration takes more
than three days. The fees for registering a company were reduced,
with the fee for the smallest companies halved. Three provincial gov-
ernments agreed to reduce stamp duty. 

Initiating reform

Securing leadership
Leadership was key to getting the reform process going. An external
candidate experienced in both capital markets and in Pakistan was
selected to head the SECP and to lead the reform process with less
vulnerability to political pressure from vested interests. Leadership
was similarly important in overcoming initial resistance to the setting
up of the SECP, which could have been blocked indefinitely by skep-
tics within the civil service had not the head of the CLA, whose posi-
tion and credibility gave him the stature to influence opinion, been
an enthusiastic advocate of reform. The idea of the supervisory Pol-
icy Board acting as a conduit between government and the SECP
helped overcome government resistance to relinquishing the powers
it exercised through the CLA.

Engaging stakeholders
In the initial stages, reform encountered heavy resistance from the
regulated, from the bureaucracy, and from within the new SECP
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itself. Through a long and difficult process, many of the stakehold-
ers gradually came to recognize the determination of the SECP lead-
ership and accept that reforms were in the best interest of all. Faced
with an often hostile climate, the SECP consulted stakeholders and
the public to explain the reforms it proposed. The SECP was legal-
ly required to seek feedback from the general public before finaliz-
ing its reforms, and it actively did so by inviting comments and sug-
gestions on its directives before these were issued. The new code for
corporate governance, for example, was initially proposed by the
Institute of Chartered Accountants and discussed at length with var-
ious chambers of commerce and trade and professional bodies.
Going beyond the legal requirements, SECP set up a Capital Mar-
kets Advisory Group comprising leading stock market professionals,
asset managers, stock brokers, market participants, and regulators,
which met monthly for wide-ranging discussions on capital market
reforms; stock exchanges were consulted in regular joint meetings
each quarter. Informal consultations with key individuals and opin-
ion makers were held regularly. Regular communications from the
SECP leadership through press conferences and television interviews
helped explain the content and rationale for reform and build pub-
lic support, which together with international support in turn
helped offset resistance from entrenched interests. 

Implementing and sustaining reform

Strengthening incentives and capacity
At the root of the SECP’s success was a radical overhaul in its organi-
zational culture. In a difficult and unprecedented reform, 80 of the
380 staff it inherited from the CLA were paid their salaries but told
to stay home. This provoked fierce resistance and legal challenges, but
most of the 80 have since found other posts in the civil service. The
300 remaining employees were given the choice of continuing on
civil service terms with their job security assured regardless of per-
formance, or becoming employees of the SECP. This meant their pay
and benefits would be approximately doubled, but they could be
made redundant if they were not deemed up to the job—and it was
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made clear that career progress in the SECP would be purely on the
basis of merit, with no regard for seniority. All but one took the new
employment terms. The SECP supplemented these staff with 40
international and domestic experts, a group which brought along
outside standards of service and integrity and became the driving
force behind the culture change through leading by example. It set up
its guiding principles (box 6). 

While in the CLA, cases had tended to be referred up a bureau-
cratic structure, the SECP encouraged employees to take responsibil-
ity for making decisions. Staff training was emphasized, both by pro-
viding classes within Pakistan and by sending people to learn from
regulatory bodies in other countries. A vigilance cell was set up in the
chairman’s office to deal with complaints; corruption of staff mem-
bers had been entrenched in the CLA, but within a year the SECP
had practically stamped it out.

SECP’s guiding principles

• Be firm, helpful, and fair. Staff were rewarded for giving prompt, clear,
and comprehensive answers to letters/queries from the public, and admon-
ished for replies that were delayed, vague, or meaningless.

• Emphasize equity over technicalities. While the CLA had been rigidly
technical in its interpretation of the rules, the SECP engaged in a progres-
sive interpretation of the law and regulations with a view to achieving an
equitable dispensation.

• Protect the small investor. In the past, the widespread perception had
been that stock exchanges benefited only brokers and majority owners; the
SECP aimed to hold the small shareholder’s interests supreme.

• No compromise on integrity. There was zero tolerance for corruption
or malfeasance, not only from SECP employees but from any stakeholder,
whether corporate managers, brokers, investors, or auditors.

BOX 6.
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Using information technology solutions
Application forms were simplified in preparation for on-line filing
through SECP’s newly created Web site, while registration guidelines
and model memoranda and articles of association were also made
electronically available. All incoming documents are entered into a
centralized electronic database, which covers all companies. All eight
regional offices were provided electronic access to the new regulations
and the company database, with monthly reporting to SECP head-
quarters. The Corporate Registration and Compliance System was set
up to monitor regional performance on a regular basis.

Reform outcomes 

Initial results show a substantial decline in the time taken to incorpo-
rate new companies, as can be seen from data from the regional office
in Karachi, the largest in the country (figure 7). Between 1998 and
2003 the percentage of companies registered in Karachi within a day
tripled, and within three days doubled. The number of new compa-
nies registering in Karachi, meanwhile, increased by about 50 percent
between 1998 and 2003, and the total number of incorporated com-
panies in Pakistan increased by almost a fifth in the same period. 

The cost of registering a new company also fell, partly because the
SECP reduced the incorporation fee for private companies and partly
because it successfully lobbied three regional governments to reduce
stamp duty. The combined effect across five regions of the country is
shown in figure 8, with the average overall cost of incorporating a new
company reduced by 43 percent. 

Conclusions

The SECP’s reforms have been widely considered to be a successful
step in the right direction and have gradually won the acceptance of
interest groups who opposed their implementation. Pakistan’s experi-
ence offers lessons to other countries dealing with similar issues: 
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• Leadership is vitally important. In the absence of a domestic polit-
ical impetus, the support and initiative of the civil servant in charge
of the body to be reformed (the CLA in this case) were crucial in
pushing the process forward. The appointment of a dynamic chair-
man with experience and expertise helped establish credibility and
acceptance of reform.
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• Granting financial and administrative autonomy to the SECP was
critical in changing its culture and giving it more control over
recruiting and rewarding human resources. Attracting professional,
well-qualified, and highly motivated staff is crucial to the success of
regulatory bodies. A combination of carrot and stick proved impor-
tant in changing the culture of the SECP: staff were rewarded with
a performance-based salary for doing the job well and knew they
could be fired for doing it badly. 

• Resistance to reform is inevitable. Active consultation with key
stakeholders is important to ensure that the aims and intentions of
reform are understood, and to foster awareness that specific meas-
ures unpopular with particular interest groups are essential parts of
a worthwhile overall goal. The media is a useful tool to build pub-
lic support for reform. 

• Regulatory reform is an ongoing task, requiring constant review to
identify areas for improvements and lobby for necessary legal
changes. Though much progress has been made in Pakistan, more
remains to be done. Sustaining reform can also be a challenge. It
is important to stop political interference from creeping in, as
there is always a temptation for politicians to appoint political can-
didates to head regulatory bodies. The success of regulatory bod-
ies depends on their operating, and being widely recognized to
operate, with independence and integrity.

Enterprise Reform in Vietnam

Since 1986, Vietnam has been moving from central planning toward
a more market-oriented economic system.23 Early reforms paved the
way for private sector development, but a lingering bias against private
firms remained. In 1999 the Enterprise Law was passed to simplify
business entry, remove licensing requirements, and improve the cor-
porate governance of firms. The results were impressive, with a dra-

23. This case study is drawn from Mallon (2004). The full case study can be accessed at: http://
econ.worlbank.org/wdr/.
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matic increase in the number and total registered capital of new pri-
vate enterprises. Political leadership and a clear strategic vision were
vital in getting the enterprise reform process started. Achieving national
ownership was a major part of the process: awareness-building and
stakeholder consultation took time but proved crucial in securing
broad-based support for the passage of the law. Consultation contin-
ues to be a key feature in implementing and sustaining the reform.

Reform context 

Starting with the launching of the Doi Moi (renovation) reforms at
the Sixth Party Congress in late 1986, Vietnam began moving from
central planning toward a more market-oriented economic system.
Government decisions in a range of areas—land, exchange rate,
trade, and administrative and financial sectors—paved the way for
expansion of household businesses, while legislation passed in 1990
established the legal basis for private activity. These early reforms laid
the foundation for private sector development and led to tangible
results. By 1996, GDP growth accelerated to over 9 percent, exports
more than trebled, and the number of household businesses increased
from 0.84 million in 1990 to 2.2 million by 1996. The reforms con-
tributed to sharp reductions in poverty, from more than 70 percent
of the population in the mid-1980s to about 37 percent in 1998. 

Despite these achievements, many private businesses preferred to
remain as household entities. There were confusing, ad hoc laws gov-
erning different businesses, and a lingering bias against the private sec-
tor. Registration and licensing procedures for establishing new enter-
prises were onerous: registering a typical enterprise involved visiting
ten different government agencies and submitting 20 different docu-
ments with official seals. The average time between submission of doc-
uments and approval was six to 12 months; fees paid to consulting
firms to register a company varied across provinces but averaged about
US$700. Discretion in the approval process and inspections by gov-
ernment officials created opportunities for corruption. 

With the onset of the Asian economic crisis in 1997, Vietnam
faced a downturn from its previously strong export growth and FDI
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inflows, while pressure began to emerge from the growing domestic
private sector for the development of more formal market institutions
and clearer rules. Rapid growth in the more successful provinces also
began to put pressure on poorer performing provinces. The turning
point for reform came with changes in the country’s one-party gov-
ernment leadership in 1997, with the appointment of a new Prime
Minister, President and Party Secretary-General, all committed to
accelerating private sector development. An action plan to improve
the business environment was announced in December 1997, and a
Steering Committee, headed by the Minister of Planning and Invest-
ment, was set up to spearhead and coordinate the reform.

In June 1999, the National Assembly passed the Enterprise Law,
which replaced the Company Law and the Law on Private Enterprises
of 1990. The law provided an overall framework for the private sec-
tor. More specifically it served to:

• Reduce ambiguities and inconsistencies inherent in earlier legisla-
tion.

• Simplify enterprise registration and licensing procedures.

• Clarify the rights of investors and enterprises to be protected from
undue state interference.

• Provide an umbrella framework for a range of business entities pre-
viously governed by different legislation, and allow for partnerships
as a new form of business.

• Clarify procedures for changing the scope of business, for merging
or liquidating business entities, and for shifting from one form of
entity to another. Businesses no longer needed to seek additional
approvals from state agencies to change their business activities,
establish additional offices or plants, or change address, invest-
ment capital, and shareholders. 

• Improve the corporate governance of enterprises by clarifying the
rights of company members (especially minority shareholders),
mechanisms for decision-making, the conditions for withdrawing
capital, procedures for profit distribution to protect the interests of
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shareholders, and procedures for transferring ownership of non-
cash assets.

Initiating reform

In many ways the process surrounding the formulation and passage
of the Enterprise Law was more important than the changes in the
law itself: it helped build national ownership and consensus for
achieving fundamental economic change. Strong political support
and official public endorsement of the private sector by the party and
the National Assembly at various party plenums were crucial in over-
coming resistance from mid-level officials and sending credible sig-
nals of government commitment to the private sector. Equally
important were the specific measures undertaken by the government
to build support: using diagnostics and public dissemination to make
the case for reform; adopting a learning-by-doing approach; consult-
ing intensively with key stakeholders; and establishing institutional
mechanisms for policy coordination within government. 

Using diagnostics to make the case for reform
The main institutional champions of reform—the Central Institute
for Economic Management (CIEM) and the Vietnam Chamber of
Commerce and Industry (VCCI)—put together early in the process
a dedicated team to carry out the underlying diagnostic work needed
to make the case for reform to a largely skeptical public. They carried
out detailed studies that exposed the costs of doing business, bench-
marked Vietnam’s performance against regional and international
performance, and catalogued problems with the old Company Law,
particularly the scope for corruption. They sought to mobilize grass-
roots support by using the print and television media to disseminate
the studies and the evidence about the potential impacts of reform on
employment and poverty. This helped foster public support for
reform, which in turn proved critical in reducing resistance from vest-
ed interest group. As the public understood the negative effects of
regulations that made it harder to do business, pressure increased on
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line ministries, agencies, and local authorities to work within the spir-
it of the Enterprise Law rather than seek to obstruct it. 

Building on pilots and policy learning 
Unlike bankruptcy and state enterprise reforms, which were largely
top-down and externally driven, the enterprise reforms were part of
a longer term effort that was domestically driven through a process
of “learning by doing.” There was little formal cost-benefit analysis
of alternative policies; instead, the results of local policy experi-
ments and pilot projects fed directly into policy formulation. Some
provinces for instance experimented with pilot changes in business
registration requirements before the formal regulatory changes were
implemented. While regional experiences played a part—an initial
draft of the Enterprise Law borrowed heavily from Thai corporate
law—considerable internal debate and frequent consultation
ensured that the final product was widely perceived as uniquely
Vietnamese. Reformers also actively sought global experiences
through workshops and study tours that were organized to bring in
proven international practices that could help improve the quality
of reforms. 

Engaging the private sector and other stakeholders 
Top political leaders recognized the importance of close dialogue and
cooperation between government and business. VCCI, the largest
and most prominent national business organization with a majority
of private enterprise members, led this dialogue. Formal and informal
meetings with business groups, senior managers of enterprises, and
lawyers’ associations were organized throughout the country to iden-
tify and address business constraints, and written submissions of the
discussions were sent to the policymakers. Drafts of the legislation
were widely circulated for comments. These consultations signaled
government commitment to the private sector and helped build
investor confidence and change the public mindset in favor of
reform. They were both time and resource intensive, often requiring
donor support, but proved to be a major factor in the reform’s suc-
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cess. Consultations are now expanding to cover emerging business
associations representing the interests of the new private sector and of
particular industry-specific groups, while the Vietnam Business
Forum provides another venue for businesses to periodically discuss
constraints with the government. 

Implementing and sustaining reform

Achieving policy coordination
Given that reforms cut across a large number of government depart-
ments and different levels of government, the Steering Group on
Enterprise Law Implementation (SGELI) was established to resolve
difficulties and secure ministerial consensus on regulations, and to
monitor and evaluate implementation of the law. Consisting of 20
members drawn from government and the private sector, SGELI was
led by the Minister of Planning and Investments and reported directly
to the first Deputy Prime Minister. The Central Institute for Eco-
nomic Management, a think tank leading the reform efforts, provid-
ed secretariat support to SGELI. Coordination proved more difficult
than expected, and key regulations were passed several months after
the Enterprise Law was enacted in January 2000. These regulations
abolished about 150 business licenses and procedures that were
inconsistent with the law and allowed private enterprises to use land
use rights as collateral for borrowing. The regulatory changes were
accompanied by gradual improvements in services provided by busi-
ness registration offices, with a number of provincial offices main-
taining Web sites to facilitate registration, and more systematic dis-
semination of information to businesses about their rights and
obligations. Simplified procedures under the new law reduced oppor-
tunities and incentives for corruption, reduced uncertainty about the
legality of business operations, and allowed investors to focus their
efforts on business development. 

Strengthening the incentives and capacity for implementation
Interagency coordination remains a challenge for implementation.
Business registration offices in some provinces, falling under provin-
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cial departments of planning and investment, still encounter delays
in sending copies of the business registration certificate to the rele-
vant state agencies. The capacity of provincial offices remains weak,
while day-to-day government interference and perceptions about cor-
ruption continue. CIEM and VCCI train officials responsible for
implementation, but they are increasingly giving priority to training
business representatives to increase their awareness of their rights and
responsibilities, particularly in poorer provinces, where to date only
sporadic contacts have been made. Some provinces have established
consultative mechanisms and “hotlines” to deal with corruption; oth-
ers have taken steps toward ISO 9000 certification to ensure greater
consistency and predictability in the services provided by provincial
agencies to businesses. 

Reform outcomes

The results have been impressive, with a dramatic increase in the
number and total registered capital of new private enterprises (fig-
ures 9 and figure 10), and an estimated 2 million new jobs. The time
and cost for business registration decreased, from an average of six to
12 months prior to the law to about two months as of July 2003,
with start-up costs declining from about US$700–1,400 to about
$350. Simplification procedures especially helped businesses that
were less well connected, such as those in rural areas or headed by
women or ethnic minorities. 

Conclusions

In an environment of fundamental economic and political transition,
Vietnam’s efforts to promote private sector development through the
Enterprise Law reforms have yielded impressive results. Its experience
suggests lessons for other countries attempting to undertake a similar
shift from a public sectors dominated economy and mind-set to a pri-
vate sectors led one. These include the importance of:

• Strong national ownership of the reform process in undertaking
economic change. 
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• Detailed diagnostics of reforms and their impacts to help foster
momentum for change, with donors playing an important role in
this regard, especially where there is national ownership and gen-
uine local demand for reform. 

• Deliberate consultative processes aimed at building coalitions for
reform, even though the process can be time-consuming with
unpredictable outcomes. The process requires a medium-term per-
spective even if individual reforms have a shorter time frame. 

• Strengthening of policy coordination mechanisms and institution-
al capacities at various government levels, and education of busi-
nesses about their rights and responsibilities to ensure successful
implementation. 

• Recognition that enterprise reform is an ongoing process that
requires sustained support to resist pressures for policy reversals.

Land Market Reform: Improving Access to Land 
and Buildings

Land markets that allow access to land—and to buildings—through
secure property rights, at transparent prices, and with efficient per-
mitting processes and land tax systems are essential to a good busi-
ness environment.24 Creating such markets, however, can be a long,
complex, politically charged process, especially where most land is
untitled and where there are conflicting claims. But experience
points to practical interim or step-by-step solutions that can have a
positive impact and generate the political capital to reform the over-
all land market system. 

Reform context

Business surveys identify problems in gaining access to land as among
the biggest complaints of investors in developing countries (figure 11).
A detailed study in India shows that such problems, by constraining

24. This case study is based on Muir and Shen (2005).
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investment and competition, can cost developing countries more
than 1 percentage point of GDP growth annually (McKinsey Global
Institute 2001). Studies of titling programs in Peru, Thailand, and
Vietnam show big increases in investment and productivity on titled
land compared with land without title (World Bank 2004b). 

While investors seeking land have varying needs and priorities,
they generally face four key related issues (table 4): 

• Access. Is the land I need available? If so, from whom can I obtain
it, at what price, and on what terms? How long will it take?

• Security. If I can get access to suitable land, what will be my rights
over the land? Will my property rights be secure? Will I be able to
use them as security for bank loans?

• Use. Once I have acquired land, how may I use and develop it?
How long will it take to obtain all the permits for construction
and related activities—and how much will it cost? 
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• Consistency of treatment. Are my competitors being treated in the
same way?

Key issues for investors

Of the many issues, the following are the most serious.

Access to state-owned land 
In many countries the state prohibits direct private ownership of land
and often remains the largest—and sometimes the only—provider of
land well served by essential infrastructure. Even where private own-
ership is traditionally recognized, such as in Botswana, Jordan, or
Turkey, only a small fraction of the land suitable for new industrial
and commercial development is privately owned. And many coun-
tries impose special restrictions on foreign ownership.

TABLE 4. Land issues concerning investors, and factors 
determining the outcomes

Issue Factors determining outcomes

Access: Is land available, and • State-owned land
at what price? • Tribal or communal land

• Ownership or use restrictions
• Zoning and planning requirements
• Property tax 

Security: What are my rights? • Titling system
Are my property rights secure? • Registration process

• Collateral rules
• Transfer of property rights

Use: How can I use and develop land? • Location permits
• Construction and building permits
• Environmental impact assessment
• Utility connections

Consistency of treatment: • Governance
Are my competitors treated like me? • Transparency

• Accountability
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Where the state dominates land supplies, both foreign and domes-
tic investors are concerned about how to obtain land at a fair price,
in a reasonable time, and through a transparent and corruption-free
process. Gaining access to government-owned land in the Russian
oblast of Nizhny Novgorod, for example, takes 273 days and involves
11 key documents, 4 issuing authorities, and 7 approving authorities. 

Access to tribal and communally owned land
In many countries in Africa, the Pacific, and the Middle East, much
of the land needed for developing mining, tourism, or agribusiness is
tribally or communally owned and thus not easily available to
investors. Where investors must negotiate for such land, it is often
unclear which legal entity or group has ownership. 

Where transparency is lacking, local politics tend to further com-
plicate the transactions, making the negotiation process long, cum-
bersome, and frequently corrupt. But quick ad hoc fixes often fail.
In Mozambique the government rushed to accommodate a large
strategic foreign investor by setting an unrealistic 90-day deadline
for completing all arrangements with the local communities. And in
China the government has sometimes forced rural communities to
relocate to free up land for foreign investment. Such strategies often
backfire as relocated farmers move back to squat on the land and
conflicts erupt between communities and investors. 

Property rights 
Access to land without sufficient security is of little use to investors,
who need secured long-term property rights as collateral for
obtaining bank financing. Moreover, investors who have no assur-
ance that they will benefit from the added value brought by long-
term investments on land will have no incentive to make such
investments. 

Land property rights remain poorly defined in many developing
and transition economies. This situation often stems from lack of
developed land cadastres—the systems that record physical character-
istics and identify boundaries—and of registration systems that
record legal ownership of land. Another source is failure to unify
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these systems, which results in conflicting records. These problems
are sometimes exacerbated by the transfer of responsibility for regis-
tration systems from central to subnational authorities. 

In a situation typical of much of Africa, less than 4 percent of the
land in Mozambique has been surveyed, and even less registered.
Even where property is registered, investors may still face big delays
in recording land transactions. In Nigeria an entrepreneur seeking to
buy property free of dispute and officially recorded must complete 21
procedures—a process that takes a staggering 274 days and requires
official fees amounting to 27 percent of the property value. It need
not be so. In Norway the same process takes only a day and requires
payment only of a registration fee and 2.5 percent of the property
value in stamp duty (World Bank 2005a, figure 5.3).

Land development procedures
Most investors are prepared to comply with host countries’ laws and
regulations governing what, how, and how fast they can build. Nev-
ertheless, investors are frustrated by lack of regulatory clarity, overlap-
ping institutions, and time-consuming and often discretionary
approval procedures relating to such issues as zoning, construction
standards, and environmental protection. In the Arab Republic of
Egypt in the 1990s, for example, obtaining location and construction
approvals could take 12–36 months in a process involving multiple
authorities at central and local levels. 

Dealing with the plethora of agencies and authorities responsible
for approvals needed for site development often discourages serious
investors while encouraging illegal construction and corruption. In
Turkey, corrupt and illegal construction practices led to massive losses
of life when earthquakes struck cities and villages. 

Solutions

The huge variation among countries in size, geography, and political
and social systems rules out any universal approach to land reform
that can be simply transplanted from one country to another. More-
over, comprehensive land reforms, requiring enormous resources,
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political capital, and legislative effort, typically take 10–15 years.
Countries seeking to encourage private investment cannot afford to
wait that long, and many are looking for practical interim solutions.
Some have carried out pilot experiments at the subnational level. This
approach has often proved to be a useful way to kick-start private
investment while providing learning and demonstration effects for
national initiatives. 

Developing a market-oriented long-term lease system
In some countries where privatizing land has not been politically
acceptable, governments have turned to long-term leases to meet
investors’ basic needs. China’s government offers renewable and
transferable long-term leases of 40–70 years. Such arrangements
appear to give foreign investors the assurance they need to make strate-
gic investments on the land. Long-term leases have also provided a
partial solution to problems in accessing communal land in Botswana
and Mozambique. 

Streamlining access
In countries where the state plays an important role in allocating
land, whether through sales or long-term leases, many governments
have recognized the need to streamline the process to encourage effi-
ciency and prevent corruption. To facilitate tourism investment in
Egypt, the government created the Red Sea Tourism Zone, where all
government ministries concerned precleared the land for private
investment. That greatly simplified the procedures for accessing land
and immediately boosted investment. 

China’s government, recognizing the need for more transparent
mechanisms to distribute public land to the private sector, conducted
the country’s first public land auction in 1987, in the Shenzhen Spe-
cial Economic Zone. Developers responded with bids far exceeding
the government’s expectations. In 2002 the government amended the
national land law to formally extend the Shenzhen experiment with
public auctions throughout China.

Recent efforts in southern Africa, including Botswana, Mozam-
bique, and South Africa, have also improved the process for accessing
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customary land. These efforts have shown that positive results can be
achieved if the three main parties—local communities, strategic
investors, and the state—recognize that they have different interests
but work toward sharing costs and benefits in a transparent, consul-
tative process.

Securing property rights
Many countries have recognized the importance of improving the
cadastre and property registration systems to increase the security of
property rights. Working since the 1980s, Thailand has developed a
world-class land titling system with two procedures and a two-day
turnaround. In Peru efforts persisting over more than 10 years pro-
duced a modern titling system providing secured property rights
that the rural and urban poor have been able to use as collateral for
business loans. 

Other countries have resorted to relatively simple ways to improve
land registration. Some have shown that it is possible to simplify or
combine procedures. In Bolivia and Brazil the registry checks for pay-
ment of taxes rather than putting the onus on the entrepreneur, while
in Cambodia and El Salvador the registry automatically forwards the
notice of registration to the municipality rather than adding another
step to the process. In Costa Rica and Lithuania the registry and
cadastre systems have been linked to improve consistency between
the two. And in China and Mongolia broader access to previously
restricted information in the property registry has helped entrepre-
neurs identify owners and reduced the need for due diligence. 

Streamlining use
Some countries have tackled the problems in land development
through comprehensive reform. In Slovenia the government over-
hauled the land use planning and construction legislation to make
the national land development system simple, transparent, and effi-
cient. Other governments, such as in China (Shenzhen), the Czech
Republic, and India (Andhra Pradesh), have chosen pilot approaches
to simplify procedures in demarcated areas by introducing clear guid-
ance on land development for investors and executing agencies.
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Many of these zones offer blanket approvals for zoning and environ-
mental requirements along with readily available infrastructure. But
the real solution to the problems lies in medium- to long-term
reforms of the land use planning processes that can be applied nation-
wide—reforms that will require strong commitment from govern-
ment to balance the imperative of economic growth with the need to
safeguard environmental and other socioeconomic conditions.

Conclusions

Land has long been a central issue in the policy debate over environ-
mental protection, natural resource management, and rural and urban
development. What has been missing is a systematic exploration of the
land issues from the perspective of private sector development. This
analysis suggests a taxonomy to capture the multilayered and inter-
related obstacles facing private investors seeking access to land. And it
gives examples of proven interim or pilot steps in land reform to
reduce obstacles to investment. These approaches have been a useful
way to kick-start private investment while providing learning and
demonstration effects for national land reform initiatives. 



Byaruhanga, Charles. 2004. “Managing Investment Climate Reforms: Case
Study of Uganda Telecommunications.” Background paper for World Devel-
opment Report 2005. World Bank, Washington, D.C.

Coolidge, Jacqueline. 2006. “Reforming Inspections.” Public Policy for the Pri-
vate Sector, Note No. 308. World Bank, Washington, D.C.

Coolidge, Jacqueline, Lars Grava, and Sanda Putnina. 2004. “Case Study:
Inspectorate Reform in Latvia.” Background paper for World Development
Report 2005. World Bank, Washington, D.C.

Deininger, Klaus. 2003. Land Policies for Growth and Poverty Reduction. World
Bank, Washington, D.C.

Djankov, Simeon, Rafael La Porta, Florencio Lopez-de-Silanes, and Andrei
Shleifer. 2002. “The Regulation of Entry.” Quarterly Journal of Economics
117 (1): 1–37.

Echeverry, Juan Carlos, and Mauricio Santa Maria. 2004. “The Political Econ-
omy of Labor Reform in Colombia.” Background paper for World Develop-
ment Report 2005. World Bank, Washington, D.C.

Endo, Victor. 2004. “Managing Investment Climate Reforms: The Peru Urban
Land Reform Case Study.” Background paper for World Development Report
2005. World Bank, Washington, D.C. 

FIAS (Foreign Investment Advisory Service). 2005a. “Case Studies of Govern-
ment Inspections: Customs Inspections in the Philippines.” World Bank
Group, Washington, D.C.

105

References



106 Reforming the Investment Climate: Lessons for Practitioners

———. 2005b. “Case Studies of Government Inspections: Mexico.” World
Bank, Washington, D.C.

———. 2005c. “Case Studies of Government Inspections: The Netherlands.”
World Bank, Washington, D.C.

———. 2005d. “Case Studies on Reform Implementation Experience: Regula-
tory Transformation in Australia, Italy, and the U.K., 1988–2000.” Draft.
World Bank, Washington, D.C.

———. 2005e. “Case Studies on Reform Implementation Experience: Regula-
tory Transformation in Hungary, 1989–1998.” Draft. World Bank, Wash-
ington, D.C.

———. 2005f. “Case Studies on Reform Implementation Experience: Regula-
tory Transformation in Korea, 1988–2000.” Draft. World Bank, Washing-
ton, D.C.

———. 2005g. “Case Studies on Reform Implementation Experience: Regula-
tory Transformation in Mexico, 1988–2000.” Draft. World Bank, Washing-
ton, D.C.

———. 2005h. “Case Study on Property Tax Reform: The City of Cape Town,
South Africa.” Draft. World Bank, Washington, D.C.

———. 2005i. “Case Study on Property Tax Reform: The City of Veliky Nov-
gorod in the Russian Federation.” Draft. World Bank, Washington, D.C.

———. 2005j. “Case Study on the Reform of Customs in South Africa.” Draft.
World Bank, Washington, D.C.

———. 2006. “Case Study of FIAS Impact in Latvia.” World Bank, Washing-
ton, D.C.

———. Forthcoming. “Case Study of Reform in Shenzhen, China.” World
Bank, Washington, D.C.

Fukuyama, Francis. 2006. “Development and the Limits of Institutional
Design.” Paper presented at the Global Development Network conference,
St. Petersburg, Russian Federation, January.

Galindo, Arturo, and Alejandro Micco. 2004. “Creditor Protection and Finan-
cial Markets: Empirical Evidence and Implications for Latin America.” Eco-
nomic Review (Federal Reserve Bank of Atlanta) 89 (2): 29–37. 

Gill, Indermit, Claudio Montenegro, and Dorte Domeland. 2002. Crafting
Labor Policy: Techniques and Lessons from Latin America. World Bank, Wash-
ington, D.C.

Haggard, Stephan. 2000. “Interests, Institutions and Policy Reform.” In Anne
O. Krueger, ed., Economic Policy Reform: The Second Stage. Chicago: Univer-
sity of Chicago Press.



References 107

Hausmann, Ricardo, Dani Rodrik, and Andres Velasco. 2005. Growth Diagnos-
tics. Revised March 2005. The John F. Kennedy School of Government. Har-
vard University. 

________. 2006. “Getting the Diagnosis Right: A New Approach to Economic
Reform.” Finance and Development (International Monetary Fund) 43 (1). 

Hellman, Joel S. 1998. “Winners Take All: The Politics of Partial Reform in
Postcommunist Transitions.” World Politics 50 (2): 203–34.

IMF (International Monetary Fund). 2004. World Economic Outlook, April
2004: Advancing Structural Reforms. Washington, D.C. 

———. 2005. World Economic Outlook, September 2005: Building Institutions.
Washington, D.C. 

Jurajda, Stephan, and Katarina Mathernova. 2004. “How to Overhaul the Labor
Market: The Political Economy of Czech and Slovak Reforms.” Background
paper for World Development Report 2005. World Bank, Washington, D.C.

Kedzie, C. R. 1997. Communication and Democracy: Coincident Revolutions and
the Emergent Dictator’s Dilemma. Pardee RAND Graduate School disserta-
tion series, RGSD-127. Santa Monica, Calif.

Keefer, Philip and Stuti Khemani. 2005. “Democracy, Public Expenditures, and
the Poor: Understanding Political Incentives for Providing Public Services.”
The World Bank Research Observer, vol. 20, no. 1 (Spring 2005).

Khan, Shamim Ahmad. 2004. “Business Registration Reforms in Pakistan.”
Background paper for World Development Report 2005. World Bank, Wash-
ington, D.C.

Kingdon, John W. 1995. Agendas, Alternatives, and Public Policies. New York:
Longman.

Klein, Michael U. and Bita Hadjimichael. 2003. The Private Sector in Develop-
ment: Entrepreneurship, Regulation, and Competitive Disciplines. World Bank,
Washington, D.C.

Krueger, Anne O., ed. 2000. Economic Policy Reform: The Second Stage. Chicago:
University of Chicago Press. 

Lewis, William. 2004. The Power of Productivity: Wealth, Poverty and the Threat
to Global Stability. Chicago: University of Chicago Press. 

Mallon, Raymond. 2004. “Managing Investment Climate Reforms: A Case
Study of Vietnam.” Background paper for World Development Report 2005.
World Bank, Washington, D.C.

McKinsey Global Institute. 2001. India’s Growth Imperative. Mumbai.



108 Reforming the Investment Climate: Lessons for Practitioners

Muir, Russell and Xiaofang Shen. 2005. “Land Markets: Promoting the Private
Sector by Improving Access to Land.” Public Policy for the Private Sector,
Note 300, October. World Bank, Washington, D.C.

Navarrete, Camilo. 2004. “Managing Investment Climate Reforms: Colombian
Ports Sector Reform Case Study.” Background paper for World Development
Report 2005. World Bank, Washington, D.C. 

Navia, Patricio, and Andres Velasco. 2002. “The Politics of Second Generation
Reforms in Latin America.” Revised version of paper presented at the Insti-
tute for International Economics Conference on Latin America, Monte-
video, October 2001. New York University, Department of Politics; and
Harvard University, John F. Kennedy School of Government, Cambridge,
Mass.

Nunberg, Barbara, and Amanda Green. 2004. “Operationalizing Political
Analysis: The Expected Utility Stakeholder Model and Governance
Reforms.” PREM Note 95. World Bank, Washington, D.C.

OECD (Organization for Economic Cooperation and Development). 2002.
Regulatory Policies in OECD Countries: From Interventionism to Regulatory
Governance. Paris. 

Orenstein, Mitchell. 2000. “How Politics and Institutions Affect Pension
Reform in Three Postcommunist Countries.” Policy Research Working Paper
2310. World Bank, Washington, D.C.

Palmade, Vincent. 2005. “Industry Level Analysis: The Way to Identify Binding
Constraints to Growth.” Policy Working Paper 3551. World Bank, Washing-
ton, D.C.

Ray, Amit. 2004. “Managing Port Reforms in India: Case Study of Jawaharlal
Nehru Port Trust (JNPT) in Mumbai.” Background paper for World Devel-
opment Report 2005. World Bank, Washington, D.C.

Rodrik, Dani. 1996. “Understanding Economic Policy Reform.” Journal of Eco-
nomic Literature 34 (1): 9–41.

_______. 2004a. “Industrial Policy for the Twenty-First Century.” Paper pre-
pared for UNIDO, September. Harvard University. 

_______. 2004b. “Rethinking Growth Policies in the Developing World.” Draft
of the Luca d’Agliano Lecture in Development Economics in October 2004.
Harvard University. 

Salas, Fernando. 2004. “Mexican Deregulation: Smart Tape on Red Tape.”
Background paper for World Development Report 2005. World Bank, Wash-
ington, D.C.



References 109

Salas, Fernando, and Sunita Kikeri. 2005. “Regulatory Reform: Institution
Building—Lessons from Mexico.” Viewpoint series, Note 282. World Bank,
Washington, D.C.

Stern, Nicholas, Jean-Jacques Dethier, and F. Halsey Rogers. 2005. Growth and
Empowerment: Making Development Happen. MIT Press. Cambridge, Mass-
achusetts. 

Stiglitz, Joseph. 2000. “Reflections on the Theory and Practice of Reform.” In
Anne O. Krueger, ed., Economic Policy Reform: The Second Stage. Chicago:
University of Chicago Press.

Surdej, Aleksander. 2004. “Managing Labor Market Reforms: Case Study of
Poland.” Background paper for World Development Report 2005. World
Bank, Washington, D.C. 

Tanner, Christopher. 2002. “Law-Making in an African Context: The 1997
Mozambican Land Law.” FAO Legal Papers Online, no. 26. Food and Agri-
culture Organization, Rome.

Tommasi, Mariano. 2002. “Crisis, Political Institutions and Policy Reform: The
Good, the Bad, and the Ugly.” Paper presented at the Annual World Bank
Conference on Development Economics, Washington, D.C., April 29–30. 

World Bank. 2004. World Development Report 2005: A Better Investment Climate
for Everyone. New York: Oxford University Press. 

———. 2005a. Doing Business in 2005: Removing Obstacles to Growth. New
York: Oxford University Press.

———. 2005b. Economic Growth in the 1990s: Learning from a Decade of
Reform. World Bank, Washington, D.C. 

———. 2006. Doing Business in 2006: Creating Jobs. World Bank, Washington,
D.C. 

Yufei, Pu, Sheng Lei, and Yao Yu. 2004. “Policy Reform and the Investment Cli-
mate: A Case Analysis of Hangzhou Province in China.” Background paper
for World Development Report 2005. World Bank, Washington, D.C.





Sunita Kikeri is an adviser in the Policy and Strategy Group of
the World Bank and International Finance Corporation’s Pri-
vate Sector Development Vice-Presidency, where she works on

privatization and business environment reform management. 
Thomas Kenyon is a consultant in the Enterprise Analysis Unit of

the World Bank and International Finance Corporation’s Private Sec-
tor Development Vice-Presidency, where he works on the politics of
investment climate reforms and on policy responses to enterprise
informality. 

Vincent Palmade is lead economist in the Foreign Investment
Advisory Services, a multi-donor facility managed by the World Bank
and International Finance Corporation, where he works on private
sector development issues and sector-specific reforms. 

111

About 
the Authors



Most people agree that a good investment climate is essential for
growth and poverty reduction. Less clear is how to achieve it.
Drawing from more than 25 case studies, this book shows that

reform often requires paying as much attention to dealing with the pol-
itics and institutional dimensions as to designing policy substance. While
there is no single recipe or “manual” for reform, the authors highlight
three broad lessons. The first is to recognize and seize opportunities for
reform. Crisis and new governments are important catalysts, but so is the
competition generated by trade integration and new benchmarking
information. The second is to invest early in the politics of reform. Public
education can help gain wide acceptance for reform, while pilot pro-
grams can be valuable for demonstrating the benefits and feasibility of
change. And the third is to treat implementation and monitoring as an
integral part of the reform process and not merely as an afterthought.
In the absence of public sector reform, reformers can draw on private
sector change management techniques to revitalize institutions and put
in place mechanisms to monitor and sustain reform. The book provides
an emerging checklist for reformers and identifies areas for future work. 

ISBN 0-8213-6837-0


	Contents
	Foreword
	Acknowledgments
	I. Introduction
	II.  Understanding the Challenges to Reform
	Why Investment Climate Reforms Are Challenging
	Different Reforms and Country Conditions, Different Challenges
	Political challenges
	Institutional challenges


	III.  Initiating and Designing Reform
	Identifying Priorities for Reform
	Using political change and crisis as catalysts
	Seizing Opportunities to Get Reform onto the Policy Agenda
	Using political change and crisis as catalysts
	Taking advantage of spillovers from trade andproduct market reforms
	Generating new information to create demandfor change
	Securing political leadership
	Role of donors

	Starting with Reforms That Are Both Credibleand Feasible
	Setting the pace of reform—radical or incremental?
	Using pilots and sector-specific reforms as learningand demonstration tools

	Building Coalitions to Support Reform
	Leveraging and empowering supporters
	Diffusing opposition


	IV. Implementing and Sustaining Reform
	Strengthening Incentives and Capacity
	Bringing in new leadership and reform teams
	Revitalizing institutions
	Creating performance targets and incentives
	Contracting out to the private sector
	Harnessing information technology

	Creating Oversight Mechanisms to Sustain Reform
	Improving Monitoring

	V. Conclusions
	Main Lessons
	Future Work

	VI. Selected Reform Case Studies
	Reforming Labor Regulations in Colombia
	Reform context
	Initiating reform
	Implementing and sustaining reform
	Reform outcomes
	Conclusions

	Inspections Reform in Latvia
	Reform context
	Initiating reform
	Implementing and sustaining reform
	Reform outcomes
	Conclusions

	Regulatory Reform in Mexico
	Reform context
	Initiating reform
	Implementing and sustaining reform
	Reform outcomes
	Conclusions

	Reforming Business Registration in Pakistan
	Reform context
	Initiating reform
	Implementing and sustaining reform
	Reform outcomes
	Conclusions

	Enterprise Reform in Vietnam
	Reform context
	Initiating reform
	Implementing and sustaining reform
	Reform outcomes
	Conclusions

	Land Market Reform: Improving Access to Land and Buildings
	Reform context
	Key issues for investors
	Solutions
	Conclusions


	References

