Employing Workers

Economies worldwide have established a system of laws and institutions intended to protect workers and guarantee a
minimum standard of living for its population. This system generally encompasses four bodies of law: employment,
industrial relations, social security and occupational health and safety laws. Doing Business examines government
regulation in the area of employment.

Two measures are presented: a rigidity of employment index and a firing cost measure. The rigidity of employment
index is the average of three subindices: difficulty of hiring, rigidity of hours and difficulty of firing. Each index takes
values between 0and 100, with higher values indicating more rigid regulation. The difficulty of hiring index measures
the flexibility of contracts and the ratio of the minimum wage to the value added per worker. The rigidity of hours
index covers restrictions on weekend and night work, requirements relating to working time and the workweek, and
mandated days of annual leave with pay. The difficulty of firing index covers workers’ legal protections against
dismissal, including the grounds permitted for dismissal and procedures for dismissal (individual and collective):
notification and approval requirements, retraining or reassignment obligations and priority rules for dismissals and
reemployment.

The firing cost indicator measures the cost of advance notice requirements, severance payments and penalties due
when terminating a redundant worker, expressed in weeks of salary.

To make the data comparable across economies, a range of assumptions about the worker and the company are used.
The company is assumed to be a limited liability manufacturing corporation that operates in the economy’s most
populous city, is 100% domestically owned and has 201 employees. The company is also assumed to be subject to
collective bargaining agreements in economies where such agreements cover more than half the manufacturing sector
and apply even to firms not party to them.

Employment regulations are needed to allow efficient contracting between employers and workers and to protect
workers from discriminatory or unfair treatment by employers. In its indicators on employing workers, Doing Business
measures flexibility in the regulation of hiring, working hours and dismissal in a manner consistent with the
conventions of the International Labour Organization (ILO). An economy can have the most flexible labor regulations
as measured by Doing Business while ratifying and complying with all conventions directly relevant to the factors
measured by Doing Business and with the ILO core labor standards. No economy can achieve a better score by failing
to comply with these conventions.

Governments all over the world face the challenge of finding the right balance between worker protection and labor
market flexibility. But in developing countries especially, regulators often err to one extreme, pushing employers and
workers into the informal sector. Analysis across economies shows that while employment regulation generally
increases the tenure and wages of incumbent workers, overly rigid regulations may have undesirable side effects.
These include less job creation, smaller company size, less investment in research and development, and longer spells
of unemployment and thus the obsolescence of skills, all of which may reduce productivity growth. When economies
err on the side of excessive rigidity, it is to the detriment of businesses and workers alike.
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This graph compares the rigidity of employment index for an entrepreneur. * An economy with the lowest rigidity index is included as a benchmark.
Maldives, Marshall Islands, Singapore and the United States also have the lowest Rigidity of Employment Index.
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This graph compares what an entrepreneur needs to pay in firing costs. The cost is measured in weeks of employee wages. * An economy requiring the
lowest cost is included as a benchmark. Afghanistan, Denmark, Iraq, Marshall Islands, Micronesia, Palau, Puerto Rico, Tonga and the United States
also have low firing costs.



