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Share of world population living in poverty, 1820-2000
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Growth achieves more than redjstribution

250

RN

a O

o O
| |

Constant 1985 US$
(billions)
|_\
@
o

O B I I I I I I I
1960 1965 1970 1975 1980 1985 1990 1995 2000

= Korea, Manufacturing Value Added

== Official Net Resource Flows to Dev. Countries (US$)

Source: World Bank WDI Database (2002)



Growth reduces poverty | v secorldevelopment 1

0.2) |/

Average annual change in log
(per capita income in poorest
quintile)

O] * >
A
* * *
[ ] ‘. v * .\
d e -
* .
- . o
LR *

Average annual change
in log (per capita

0.1 Income)
y = 1.185x - 0.0068
R2=0.4935

-0.2

Source: Dollar and Kraay, “Growth is Good for the Poor” World Bank



CatCh -U p |S pOSS| ble private sector | development |

Time to double income:

Pre-industrial: 350 years
Britain (1780-1830) 175 years
Britain in 19th century 65 years
Fast growers since WWII

(Japan, China, Thailand, 10 years

Botswana, Ireland, Chile....) or less

[ POSSIBLE §
“CATCH-UP”

Source: World Bank Group
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Institutions are more important than capital...
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23
Output per Output per worker Difference in Difference in
immigrant worker in home country output dueto output dueto
inUS higher physical institutional
capital inUS environment

Source: Calculations based on Hendricks (2002)
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The public face of lasting contributions.”.
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“Heavier-than-air flying machines are
Impossible.”

- Lord Kelvin, President, Royal Society, 1895
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| have traveled the length and breadth
of this country and talked with the
best people, and | can assure you
that data processing Is a fad that
won’t last out the year.

- The editor in charge of business books for
Prentice Hall, 1957
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Worker and Parasite?
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The Nature of the Growth Process, s scsidomen | |

: , IF X>10 AND Y<4
Calculating Machine (1642) THEN GOTO Z

Symbolic Logic (1847)
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Binary System (1941)

12
Source: Peter Drucker. 1985.




The innovation challenge

1900

Building Blocks = 1
Permutations =1
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1900 2000

Building Blocks = 1 Building Blocks = 4
Permutations = 1 Permutations = 24
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1900 2000 2100
Building Blocks = 1 Building Blocks = 4 Building Blocks = 16
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Learning iS more than Simple adOptiOn private sector | development Iu

(Hyundai's first car)

e 14 months of trials before creating the 1st
prototype

e 11 more prototypes before one survived the test
e 2,888 engine design changes
e 97 test engines

e More than 200 test transmissions and 150 test
vehicles

e First car in 1992

Source: Linsu Kim. 1997. From Imitation to Innovation: Dynamics of Korea’s Technological Learning. p. 122.
16
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The ecology of firms — basic prinC|p

= Uncertainty and bounded rationality entail need for
experiments and routines

= A selection mechanism is needed to sort out good
experiments and routines from bad ones (entry,
Incentives to change, exit)

= The selection mechanism is based on rules for all
(property rights, contracts, price formation
processes...)

= Competition and co-operation are in symbiosis (also
for government: balance of power, elections)

17
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The ecology of firms — basic pattérn§‘“°*

= New firms constantly enter the market
= Most firms exit again within five years
= Good firms become large

= Large firms are most productive and long-
lived

= Firm size does not cause productivity

= A good selection and incentive mechanism
leads to high productivity

18



Distribution of employment by firm sizg=t=="
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Stability in a country’s list of established firms is
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associated with slower economic growth

Reduction in economic growth associated with one standard
deviation increase in the corporate stability index (percent)

Real growth in per Productivity Capital
capita GDP growth accumulation
0 _
-5 1
_10 J

Source: Kathy S. He, Randall Morck and Bernard Yeung. 2003. “Corporate Stability and Economic
Growth.” William Davidson Working Paper No. 553.

Note: Corporate stability indices are the fraction of the top ten firms, by employees, in each of

the 52 countries in the study in 1975 that were still in the top ten in 1996, weighted by each 20
firm’s 1996 labor force.
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Change in probability of undertaking innovation relative to
75 - firms reporting no competitive pressure (percent)
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Source: World Development Report 2005. 21



More influential firms innovate IESS s odmooma \

Change in probability of undertaking innovation relative to
least influential firms (percent)

Upgrade
New product New product Close
lines technology New facility lines Close facility product line
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Source: World Development Report 2005. 1
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Doingbusiness indicators

2004 @=) 2005 =) 2006

e Regulation of Entry e Bureaucratic Hassle e Taxation
e Labor Regulations = Business licenses e Trade Infrastructure
e Corporate Governance e Transport
Contract Enforcement e CuStoms

e Property registration

e Credit Markets e Standards

e Credit information
e Collateral

e Bankruptcy

e Updates of ‘04 topics eUpdates of ‘04 and ‘05



Case facts

Limited liability
Domestic SME
Largest business city

Wants to purchase land and
warehouse in peri-urban area

Value of property=50 x GNIpc

Property is registered and free of
title dispute, etc

How to transfer ownership?
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Time-and-motion study: registering property

Indicators

Procedures

e Time

Cost (% Value)
Documentation
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Starting a business: India (Jan 2004 ), privote secorldevelopmen

1. Have name pre-approval and documents vetted . f
_ e 7. File for sales tax [
2. Stamp memorandum and articles of association . , [/
3 File istrati 8. Register for profession tax
' e for registration 9. Register with Mumbai Shops and Establishment
4. Make a seal Act
5. ?bt_ai” Pe”t“a”e”t Account Number (PAN) 10.  File with Employee's Provident Fund (EPF)
o |n.come ax . 11. File for medical insurance (ESIC / local labor
100 - 6. Obtain Tax deduction Account Number (TAN) authority) - 60.0 )
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Source: Doing Business Project
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Fewer -1.4|

property rights 4

Source:
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There are more burdens in poor countries...

Protecting investors: disclosure index

Procedures to enforce contracts

Legal rights for borrowers and lenders

Cost to fire a worker

1.6

Higher costs

Cost to enforce

contracts

Minimum capital for

|4.2

start-up

Years to go through

|1.9

insolvency

Days to register

|1.8 More delays

property

Days to start a

|2.2

business

Doing Business Project
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... to the detriment of the poor & disabled

A Larger Informal Sector
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Heavy regulations exclude the vulnerabf
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Greater Informal Sector to GDP

Greater

Share /

Lesser
Share . . . .
Least Most
procedures procedures

Countries ranked by procedures
to register property, quintiles

Source: Doing Business 2004

Lesser Women'’s Share of Private Employment

Greater
Share
\\
\\
\\
Lesser
Share . . . .
Least Most
rigid rigid

Countries ranked by rigidity
of employment index, quintiles



Reform pays off
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Reforms to reach the
top quartile of
countries would add
2.2 percentage
points annual growth

Actual Growth

Source: Doing Business Project
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Bottom
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Top
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Ease of Doing Business indicator
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Procedures to Enforce a Contract o 33
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16
Nordic OECD East Asia South Asia Europe/Central Middle East & Sub Saharan Latin America
Asia North Africa Africa
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» Macro-stability
* Privatization
Flexible labor and capital markets
Infrastructure

Education

Low tariffs

“Washington
consensus”

Nontariff trade'.barrlers
Licensing restrictions

Price/product restrictions ) looked

Inadequate regulations of natural Qver OOKE
.a 7 monopolies I OlIES
'3 Inadequate regulations/governance of ISSUES

education, health, and government
sectors
Land market issues

Informality/unequal enforcement of laws
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Tax evasion

— Unclear land titles
— Red tape

— Counterfeits

— Stolen energy

"N — Standard labor and capital
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China vs India?

Days to Start a Business

89

41

27

Chile China India

Source: Doing Business Project

Years to go through Bankruptcy Days to Enforce a Contract
425
10
305
241
5.6
2.4
[ I I ] [ I I ]
Chile China India Chile China India
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Effect of industrial policy on growt

Korea Japan

Average annual growth rate (percent) Average annual growth rate (percent)
10 - 9.00 8.98 10 - 9.00 8.97

8 - 8 -

6 - 6 -

4 - 4

2 - 2

0 - 0 -

With industrial policy ~ Without industrial With industrial policy ~ Without industrial
policy policy
B Total factor productivity grow th @ GDP grow th m Total factor productivity grow th m GDP grow th

Source: Howard Pack. 2000. “Industrial Policy: Growth Elixir or Poison?” World Bank

Research Observer 15(1): 47-67. o



Education and per Capita GDP growth
rate, 1960-85 (percent)
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Educational capital growth 1960-85 GDP per capita growth 1960-85

B Asia B Sub-Saharan Africa

Source: Lant Pritchett. 1996. “Where Has All the Education Gone.” Policy Research
Working Paper 1581. World Bank. g
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Critical constraints to growth v Africa

The total factor productivity gap is

Factory-floor labor productivity considerably higher (ten-to-one
accounts for at most a two-to-one between average Zambian and average
productivity gap Chinese firm)
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India: Top 10 constraints on private entérpﬂ‘é”és

(% firms identifying problem as 'major’ or 'very severe' obstacle)

| . ndia (2002) =#=Syerage for dataset |
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Carruption Electricity Taxrates Tax admin. Econfren Costof Access to Anti- Lahor Macroecon.
policy financing financing  competitive  regulations  instability
uncertainty practices

Source: WBG Investment Climate Surveys



CO rru pti O n private sector | development I'

Percentage of firms identifying corruption as //
a “Major” or “Very Severe” problem
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Source: WBG Investment Climate Surveys
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Value lost to electrical outages (% of sales}
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(é)]
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Source: ICS survey data
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dealing with requirements of regulations (%)
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Time to enforce a contract (Days)
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450 1 Best Practice -Global 425 440
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42
Source: Doing Business Project



Firms who do not believe the courts will”~
uphold their rights (%)

private sector | development

90 T
83

80 T

70 T
62.6

60 -

50 7
40.8

40
33.8

29.4
30 7

20 - 175 19.1

10 T

0 T T T T T T 1
China Malaysia India Philippines Indonesia Pakistan Bangladesh

Source: World Bank Investment Climate Surveys, World Development Report 2005.
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Top 10 reformers in 2003 |

Reforms affecting Doing Business indicators on:

Startinga  Hiringand  Enforcing Getting Closing a
business firing contracts Credit business

Slovakia
Colombia
Belgium
Finland
India
Lithuania
Norw ay
Poland
Portugal
Spain




India among the top reformers in 2003

e Introduced specialized bankruptcy
courts

e Launched a private credit registry

e Introduced judicial case management



India eases closing a buSINESS e warldoiopmen \ |

Reform Introduced specialized bankruptcy courts
11.5 11.3
Creditors collect a third more
| than a year ago
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Effect Time to go through insolvency reduced

Source: Doing Business Project



India improves on getting credit’ e coisdomnen \ |

Reform Launched a private credit registry
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“...Feeling the riverbed one-step at a time
when crossing the river...”

A saying by Den Xiao-Ping

49
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T
Alice in
Wonderland
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