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EXECUTIVE SUMMARY



Introduction

The purpose of the Report is to provide a compagadinalysis of individual investment climate
(IC) projects implemented by the International Ficea Corporation (IFC) in four African countries,
namely: (i) the Doing Business Better in Burkinas&d&roject (DBBBF); (ii) the Liberia Private
Sector Development in Post Conflict Program (BEH); the Rwanda Investment Climate Reform
Project (RICRP); and (iv) Sierra Leone’s Removirgdp#nistrative Barriers to Investment Project —
Phase IIl (RABI 1ll). In line with the Terms of Rafence (TOR), the Report hapi@edominantly
guantitative orientationand consists of acomparative analysisf the quantitative impacts of each
program in order to identify key trends and lessanat can be used to inform the broader
Investment Climate program both regionally and glbd (page 3). Theobjective of the
comparative analysiss “to inform the IC program, other countries seekiaogdform, development
partners, and other stakeholders, of the impactd ttan be expected due to investment climate
reforms, and to inform future program design basedessons learnédpage 6).

Nature of Projects

Objectives and Areas of Intervention The four projects were given fairlyroad objectives,
encompassing various ‘dimensions’ of the investmatimate In practice, in Burkina Faso and
Rwanda the focus was mainly (though not exclusjvely legislative and regulatory reform,
whereas in Sierra Leone and Liberia comparativalgagr attention was paid to institution
building. All projects covered aspects of the irent climate captured Hyoing Business (DB)
indicators, but the emphasis placed on DB varied consideratigss the projects and overtime. In
all cases, the project configuration adopted at@am was modified during implementation, with
the addition of new components and/or the realionabf resources among components. A
presentation of the themes covered by each prigjgcovided in the table below, which shows both
the areas covered under the initial project degidentified with X) and those added during
implementation (identified witkX). Out of the twelve areas of activity identifigde first six refer

to dimensions of the investment climate capturedO® indicators, the last five are largely
unrelated to DB, whereas the theme of Businesstitexas somewhere in between.

Areas of Activity

- Burkina | Liberia | Rwanda | Sierra

Areas of Activity
Faso Leone

Business Registration and Formalization X X X X
Construction Permits X X X
Real Estate Transactions X X X
Labor Market Regulations X X
Trade Logistics X X X
Other DB-related Themes (e.g. bankruptcy law, sstiending) X X X
Business Taxation X X X
Business Licensing X X
Investment Promotion — General X X X
Investment Promotion — Sector Specific X X
Special Economic Zones X X
Private Public Dialogue X X X

Timeline and Budget In Burkina Faso and Liberia project activitiesrsgdd in 2006 while in
Rwanda and Sierra Leone projects started in 20@8aphroval, the expected duration ranged
between about two years to almost four years. nmoat all cases (in Burkina Faso, Rwanda and
Liberia), project duration was extended during iempéntation, and in the erattual duration
ranged between two years and nearly five ye#&sapproval, budgets ranged between a minimum



of US$ 2.2 million for Burkina Faso to a maximum @8$ 8.8 million for Sierra Leone. During
implementation,the budgets for all projects underwent significachanges, in terms of both
overall value and allocation among componentiBhis was particularly the case with the Liberia
project, whose budget was increased by US$ 1.5omillplus an additional US$ 2.5 million
contribution from the Investment Climate Facility fAfrica (ICF), with an overall 60% increase in
funding. In Sierra Leone, the change in commitmehthe funds schedule set by the donor
determined the cancellation of some activities Badto a budget reduction of about 12%. As a
result,at completion budgets ranged from about US$ 3 roiflito US$ 6-7 million(almost US$ 9
million for Liberia, when the ICF contribution i®rsidered). The size of budgets largely reflects
the overall orientation of projects, with the twuoaler projects (Burkina Faso and Rwanda) mainly
focusing on policy advisory, and the two larger ©r{eiberia and Sierra Leone) extensively
involved in institution building.

Timeline and Budget

Country St{_;lr_t _of Actuall Duration (Months) Budget (US$ million) |
Activities | Completion | Expected Actual Initial Revised |
Burkina Faso 03/2006 11/2010 21 57 2.2 2.8
Liberia 10/2006 12/2010* 45 51 4.7 8.7 (6.2+2p)
Rwanda 01/2008 12/2010 23 35 3.2 3.3
Sierra Leone 12/2008 06/2011 31 31 8.8 7.2

* Some activities are still ongoing
Country Background

Political and Economic Context The four projects were implemented in challenging
environments. This was particularly the case wittetia and Sierra Leone, countries that hesd
emerged form long armed conflictshat had resulted in the nearly complete destvocof
government institutions and administrative machin&®wanda is also considered a post conflict
country, but by the time the IFC project was lawt;ha significant recovery had already taken
place. The political and institutional situationsa@efinitely better in Burkina Faso, a country that
has been remarkably free from armed conflicts. @&lntries are constitutional democracies,
although with non negligiblelifferences in terms of political rights and civilberties Burkina
Faso, Liberia and Sierra Leone are ranked as {pfeté’ countries in Freedom Housé&seedom in
the Worldreport. Rwanda, where the political leadershiprtsxa strong control over civic and
political life, is ranked as ‘not free.” With a G® National Income (GNI) per capita ranging
between a maximum of US$ 510 in Burkina Faso andrémum of US$ 160 in Liberia, the four
countries aramong the poorest economies in the worBlrkina Faso is the largest economy, with
a Gross Domestic Product (GDP) of about US$ 8dilfollowed by Rwanda, with a GDP of US$
4.5 billion. Liberia and Sierra Leone are smalleoreomies, with a GDP of less than US$ 2 billion.
Economic activity is still largely dominated by agulture, which accounts for between 33% and
61% of GDP. Mining plays an important role in LilzgrSierra Leone and, increasingly, Burkina
Faso. Exports are concentrated on a relativelylsmiahber of commodities and all countries post
significanttrade and current account deficitBurkina Faso and Rwanda are landlocked countries,
and their trade flows are severely handicappedidfy thansportation costs.

Other Donor Initiatives. In general, the IFC projects operated in a fairgwded environment,
with the presence dSeveral other donor initiatives targeting variousects of the investment
climate In Rwanda, issues related to enterprise registratand reform and strengthening of
commercial courts were addressed by a large ICiegrohat became operational in 2007, i.e.
before the launch of the IFC project. Reform intonss and taxation was supported by the DFID,
which was active in land reform, together with eotbdateral donors. In Sierra Leone, tax reform



was supported by DFID, investment promotion reatiassistance from the World Bank, tourism
sector development was supported by the UNDP, wdgltain activities in the field of business
registration were taken over by the ICF. In Libereforms in trade logistics were supported by
USAID, the African Development Bank, and the ICIh. Burkina Faso, other donors were
comparatively less involved in investment climadated activities and the IFC project played a
major role in fostering reform, although during iempentation some activities, namely in the fields
of commercial justice and land registration, wegaia supported by the ICF. All the countries have
ongoingmacroeconomic adjustment programs with the Interiatal Monetary Fund(IMF), and
this greatly influenced the nature of reforms iry lk@eas, especially in business taxation and
customs. The presence of various donor initiati@kkgpointing in the same direction definitely
contributed to hasten the pace of reforms. Howdeerthe purposes of this exercise, trasses a
serious ‘attribution problem,’as it makes it more difficult to disentangle tlentibution of IFC
projects from that of concomitant initiatives.

Methodology

Types of Impacts The analysis focuses @@ven types of impachamely: (i) private sector cost
savings (PSCYS), (ii) private sector investment ggeed (PSIG), (iii) number of jobs created (‘job
creation’), (iv) number of registered business&3, number of businesses complying with tax
regulations (‘tax compliance’), (vi) tax revenuengeated, and (vii) increase in trade flows. The
first five impacts correspond to indicators incldda the IFC Monitoring and Evaluation (M&E)
framework for investment climate projects, whertas last two are new indicators, suggested by
the TOR.

Determinants of Impacts For analytical purposes, a distinction can be eriagtween: (i) impacts
that are the direct result of specific reform measpon the basis of a sort of ‘dose — responge ty
linkage, and (ii) impacts that are the result af thterplay of various reforms, involving multiple
causation linkages. The first category incluB&CSand, with some simplification, thecrease in
trade flows In these cases, there is a direct link betwedorms and impacts (e.g. a reform
reducing the fees required for registering a lalod girectly influences the costs borne by private
operators), although in several cases the streofgthe link may be severely reduced by other
factors (see below). In the other cases, the oslshiip between reform measures and impact is
much more complex, involving multiple causal linkag sometimes at different levels of the
causation chain. In particular, bd®%1G andjob creationare directly affected by specific measures
(i.e. actions aimed at strengthening investmerdmption agencies, labor market reforms), but are
also (and, indeed, predominantly, as it will benséater) influenced by developments in the
enterprise creation process, i.e. the registraifarew enterprises, as the creation of new busasess
drives up employment and investments. Therefoentimber of registered enterprisgdays an
essential role in the analysis, being both an impadts own right and a ‘generator’ of other
impacts. A multiple causation chain is found alsdhie case ofax complianceandtax revenue
generated These impacts are directly affected by reformseal at improving business taxation, but
are also influenced by reforms in business redistrawhich by favoring the formalization of
enterprises, induce higher compliance and, heoeteris paribusan increase in the tax revenue
generated.

It is important to note thathe existence of a causation link does not necegamean that
impacts can be satisfactorily measuretiwo points need to be highlighteeirst, in several cases
the reforms promoted by IFC projects were also scpd by other donor initiatives. Efforts were
made to isolate the effects of IFC-supported refofram concomitant factors, but, in general, this
was possible only in the case of PSCS, for whiehlittkage between cause and effect is easier to
determine. In the case of other impacts, the vargaenor initiatives were usually so intertwined



that their effects could not be estimated separatSkecond irrespective of other donor
interventions, the effects of IFC-supported reforar® sometimes dominated by exogenous
developments. This is particularly the case foderflows, where the cost and time savings brought
about by IFC-supported reforms in trade logistitzsy@m modest role compared with other factors
influencing import export trends (e.g. developmentsorld markets), and tax compliance and tax
revenue generated, which are primarily affectedgbgeral government efforts to expand the tax
base and increase tax collection.

Framework of Analysis. In principle, impact assessment analysis woulghire the comparison of
situations ‘with’ and ‘without’ the intervention. ddvever, in the case of ‘universally based
interventions,” such as IFC investment climate @ct§, this approach is generally unfeasible.
Therefore, the exercise was carried out ihedore’ and ‘after’ framework It is important to note
that, as virtually all the variables analyzed shovaising trend, the adoption of a ‘before andrafte
approach inevitably tends to overstate the impalf®© interventions.

Time Frame. The impact assessment exercise covers the panbdthe end of 2010, which
coincides with the completion of the four projedtss well known that in many cases investment
climate reforms take time to produce effects, wibelsome visible only in the medium term. This
is particularly the case for impacts on privatet@emvestment and job creation, as economic
agents tend to respond with a time lag to the dppdres created by changes in the legislative and
regulatory framework. Therefore, the quantitatigéneates provided in the Report refer only to the
initial impacts of IFC projects, which represent dnpart of the total impacts

Data Issues The impact assessment exercise required thefuseariety of data, of a micro and
macro economic nature, collected from a varietpudflished sources (official statistics, documents
produced by IFC projects, research reports fronouarentities, etc.) and through interviews with a
wide range of informants (private firms, lawyerscauntants, public officials, etc.). Despite the
considerable efforts deployed, in several casesulaéty of data retrieved is less than ideal, and
several cases it was necessary to formulate assmar to introduce adjustments that inevitably
involve an element of subjectivity. Under these dibans, the impact estimates provided here
inevitably suffer from a certain degree of approxation.

Impact Assessment — PSCS

Definition of PSCS PSCS are defined as the savings accruing totprieeonomic agents as a
result of reforms in the investment climate. Thaglude: (i) cost savings associated with the
reduction in _out-of-pocket expensescurred by private enterprises thanks to the
elimination/reduction of certain fees (stamp dytesrvice fees, etc.) and/or of the need to rely on
service providers for certain formalities (e.g. nehation of notarization for articles of
incorporation); (ii)time savings which refer to the gains in terms of opportunityst of labor
resulting from regulatory simplification and/or fnothe adoption of improved organizational
models for certain services; and (ifinancial savings related to the reduction in the financial
burdenshouldered by private operators as a result aigésin the payment modalities for a certain
fee or tax, with ensuing cash flow advantages.

Magnitude and Sources of PSCSThe analysis considered the effectsyadre then 70 reforms
largely concentrated in four areas, namely: busimesgistration, construction permits, real estate
transactions, and trade logistics. Overall, the $§€nerated by the four IFC projects over the 2008
— 2010 period are estimated to be on the ordés3$ 13 million expressed in 2010 dollars. The
value of PSCS varies considerably across the fountcies, ranging from marginally less than US$
1 million in Sierra Leone to US$ 4-5 million in Rm@a and Liberia, with an intermediate value of



US$ 2.7 million in the case of Burkina Fas@ost savingsare by far the main source of PSCS,
accounting for 76% of the total, and ranking finstall the countriesTime savingsare less
important, accounting for 21% of total PSCS, aral/@ significant role only in Rwanda and Sierra
Leone.Financial savings associated with the postponement in the paymiecgrtain taxes, are a

modest item, accounting for only 3% of total PSCS.

Estimate of PSCS - 2008 - 2010(US$ million, 2010lve)

Country Cost Savings | Time Savings | Financial Savings | Total PSCS

Burkina Faso 2.2 0.3 0.2 2.7
Liberia 4.3 0.3 0.0 4.6
Rwanda 3.0 1.9 0.2 5.1
Sierra Leone 0.5 0.3 0.0 0.9
Total 10.0 2.8 0.4 13.3

Totals may not add due to rounding

In generalthe bulk of PSCS originate from only a few reformeasures This is particularly the
case in Liberia, where one single reform accouots6% of total PSCS, and in Rwanda, where
two reforms account for 70% of total savings. ler& Leone, almost half of PSCS are related to
one reform. In Burkina Faso, the distribution o¥iegs is marginally less concentrated, with the
main generator of PSCS accounting for ‘only’ 40%thad total and two other reforms accounting
for more than 10% of benefits.

Determinants of PSCS In practice, high values of PSCS are associati#idl avhigh number of
transactions and/or high levels of taxation/fdéigih transaction numbersare primarily found in
trade logistics, where the number of import exgosihsactions in a given country may easily
exceed 100,000 per year. In this case, even medestgs of, say, US$ 5 to 10 per transaction, may
well translate into significant PSCS figures. Higlinsaction numbers can also be found in the case
of registration or licensing requirements, providedt they are of a recurrent type (e.g. the annual
renewal of registration in Sierra Leoné)igh taxation/fee levelsare typically found in real estate
and construction, where the significant unit sasi(ig certain cases, up to US$ 1,000 — 1,500 per
transaction) more than compensate for the smallbeurof transactions (often, less than 1,000 per
year).

Impact Assessment — Enterprise Registration and Busess Creation and Formalization

Number of Enterprises Registered All the countries experienced an increase in rmss
registrations during the period of implementatidnleC projects. However, the positive trend
sometimes predates the launch of IFC operations anahy rate, is influenced by a host of other
factors, such as the more or less buoyant conditddrthe economy. Subject to this caveat, overall,
over the 2008 — 2010 period IFC projects are eséichéo have contributed to thegistration of
about 23,000 firmsThe number of new registrations varies considgrabross countries, ranging
from a minimum of about 1,200 in Burkina Faso t@w@h8,000 in Liberia and Rwanda. The
increase concerned all typologies of firms, althouly three countries ahift towards limited
liability companiescan be noticed. For instance, in Rwanda, compatesunted for 66% of all
registrations in 2009 — 2010, compared with 53%2006-7. To some extent, the increased
preference for corporate forms can be regardedasisgh a ‘natural’ evolution towards more
sophisticated forms of doing business, but IFC-suga reforms in the areas of business
registration and company law certainly contribuiethis development.



Estimate of Enterprise Registrations — 2007 — 201@umber of firms, rounded)

. Sole Proprietorships
Country Companies and Pa?tnershipsp Total
Burkina Faso 900 300 1,200
Liberia 3,200 5,000 8,200
Rwanda 5,700 2,300 8,000
Sierra Leone 500 5,100 5,60(
Total 10,400 12,600 23,000

Number of New and Formalized Enterprises Not all the new enterprise registrations invaive

creation of new business operations. In fact, negistrations can be subdivided into three
categories, namely: (i) registrations that effegiviead to the start of new economic activities
(‘truly new businesses’), (ii) registrations thavolve the formalization of pre-existing operations
that had been operating informally (‘formalized inesses’), and (iii) registrations that, for vasou
reasons, do not lead to the start of any economiiwity (‘non-operational businesses’). The
relative importance of these three categories sasignificantly across the four countries. In
particular, the phenomenon of formalization is muaobre important in Liberia and Sierra Leone,
where the existence of an extremely large inforseator created a significant ‘pent-up’ demand for
registration. Overall, over the 2008 — 2010 petiwa reforms supported by the IFC projects appear

to have contributed to thestablishment of some 11,700 new businessed to theformalization
of 10,100 firms The number of non-operational firms could beneated only for two countries,
Burkina Faso and Rwanda, and is expected to beeoartler of 1,000 — 1,500.

Estimate of New, Formalized and Non-operational Busesses — 2008 — 2010 (number of firms,

rounded)
Country Truly New Formalized Non-operational Total
Businesses Businesses Businesses
Burkina Faso 700 300 200 1,200
Liberia 3,700 4,500 . 8,200
Rwanda 4,800 2,200 1,000 8,000
Sierra Leone 2,500 3,100 . 5,600
Total 11,700 10,100 1,200 23,000

Impact Assessment — Private Sector Investment anadB Creation

Private Sector Investment GeneratedPSIG was assessed in relation to: (i) developsnenthe
enterprise formation process, i.e. the creatiomem businesses, (ii) actions aimed at facilitating
private investment, namely through the strengthgroh investment promotion agencies and/or
sector specific initiatives, and (iii) measureskseg to facilitate access to finance. In the cake o
developments in the enterprise formation procéssinpact was estimated on the basis of average
investment parameters in newly formed enterprigdsch were multiplied by the number of new
businesses estimated above. In the other caseassbesment relied primarily on data presented in
project documents regarding the results achievedpegific reforms, complemented as necessary
with own estimates. Overall, PSIG are estimateldetan the range dfS$ 75 to 90 millionfor the
2008 — 2010 period. As shown in the table belove, blulk of PSIG are associated with the
formation of new businesses, which account for ai85%6 of the total. The impact of investment
promotion activities was much lower, only 15% oé ttotal, while no tangible impact could be
discerned in the case of measures aimed at img@agoess to finance, which were implemented
only in Rwanda. Estimated PSIG are much higherwamila, about US$ 45 — 50 million. Liberia
and Sierra Leone post broadly similar results, vestimated PSIG on the order of US$ 10 — 20
million, whereas the estimate for Burkina Fasdgsificantly lower, at about US$ 5 to 6 million.



Estimate of Private Sector Investment Generated -0®8 — 2010 (US$ million)

Developments in General & Sector Specific | Improved Access Total
Country : . . )
Enterprise Formation Investment Promotion to Finance
Burkina Faso 5-6 Not applicable Not applicable 5-6
Liberia 11-13 Positive but not quantifiable Not applieabl 11-13
Rwanda 39-46 5 None 44 — 51
Sierra Leone 10-13 5-7 Not applicable 15-20
Total 65 - 78 10-12 0 75- 90

Job Creation. The estimate of impact on employment broadlyofe#d the same approach used for
PSIG, involving the analysis of developments iregmise creation and investment promotion, plus
the assessment of specific measures aimed at snagethe flexibility of the labor market. Overall,
for the years 2008 — 2010 the incremental employnsemehow associated with the reforms
supported by IFC projects can be estimated on ttier @f51,500 jobs measured in terms of full
time equivalent staff The near totality of impaistsssociated with developments in the enterprise
formation process, whereas investment promotioiviaes have so far produced only marginal
results. No tangible impact could be identifiedtie case of labor market reforms. Impacts of
comparable magnitude, i.e. between 15,000 and QgdMs, were estimated for Liberia, Rwanda
and Sierra Leone, whereas a much lower value wiasaged for Burkina Faso, with only 1,800
additional jobs.

Estimate of Job Creation — 2008 — 2010 (number oblps)

Developments in General & Sector-Specific | Labor Market
Country : . . Total
Enterprise Formation Investment Promotion Reforms
Burkina Faso 1,800 Not applicable 0 1,800
Liberia 18,350 0 Not applicable 18,350
Rwanda 15,950 300 0 16,250
Sierra Leone 15,100 0 Not applicable 15,100
Total 51,200 300 0 51,500

Impact Assessment — Other Impacts

Tax Compliance and Tax Revenue GeneratedMeasures susceptible of increasing tax
compliance and tax revenue generated were impledentthree countries, Burkina Faso, Rwanda
and Sierra Leone, and included various improvemienigisiness tax administration, the reform of
tax appeal mechanisms, and awareness campaigmrenehally positive trend in tax compliance and
tax revenue can be observed in the three countigghe evolution is driven primarily by macro
economic developments and by the stepping up ofdd&ction efforts, which typically constitute a
key conditionality for the continuation of IMF askince. Overalthe role played by IFC projects

is certainly positive, but definitely secondary cpared with the other factors at playA partial
exception is represented by Sierra Leone, wherawWsaeness campaigns run by the IFC project
can be credited with some 350 - 550 taxpayer magishs and with incremental revenue from
corporate tax and tax on self-employment on therofl US$ 1.4 — 2.1 million.

Increase in Trade Flows Measures aimed at improving trade logistics wenglemented in three
countries, Burkina Faso, Liberia and Rwanda. InkBwar Faso, work on trade logistics started only
in 2009 and so far has concerned only relativelygmnal aspects. In Rwanda and Liberia work
started in 2008 and activities covered a wide ravfgepics, including the elimination of certain
fees, the reduction in paperwork for customs cle@a@aand the simplification of certain procedures.
While these improvements resulted in considerabl@fe sector cost savings (as already illustrated
above),no significant impact could be detected in terms todde flows This is not surprising,
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given the composition of trade flows in the couggrconcerned. In fact, exports largely concentrate
in a limited number of agricultural and mineral aoodities (i.e. cotton and gold in Burkina Faso;
coffee, tea and minerals in Rwanda; rubber anddimb Liberia), whose performance is primarily
explained by developments in production and in dararkets. Similar considerations apply to
import flows, which mostly concern basic goods, lsus foodstuff and oil products, whose
evolution is driven by domestic economic growthd azapital goods, whose trend is largely
influenced by foreign direct investments. Understheonditions, it is difficult to envisage that
modest changes in time spent by operators in dgaustoms or in performing other administrative
tasks in the logistics chain may have any appréeiaipact on trade flows.

Overall Assessment

Magnitude of Impacts. A summary presentation of estimated impacts @igded in the table
below. In order to take into account the differeize of the four economies, results are expressed i
‘normalized’ values, with reference to the relevarsicroeconomic variables (e.g. PSCS as share of
GDP, etc.). Only the impacts for which quantitatestimates could be achieved for all the projects
are taken into consideration. This excludes tax piamnce, tax revenue, and trade flows. It is
important to reiterate that the estimates presebédolw refer to the period up to the end of 2010,
i.e. theyrefer to the ‘initial’ impacts only, with exclusiorof impacts that may arise in the coming
years

Summary of Estimated Impacts — 2008 - 2010

Impacts Bl::rkma Liberia Rwanda Sl Total
aso Leone

PSCS as % of GDP 0.01% 0.17% 0.03% 0.02% 0.03%
Enterprise Registrations per 1,000 Populatio 0.08 1.28 0.8(Q 0.98 0.61
New Businesses per 1,000 Population 0.04 0.58 0.48 0.44 0.31
Formalized Businesses per 1,000 Population 0.02 0.70 0.22 0.54 0.27
PSIG as % of Total Private Investment 0.2% 3.2% 2.5% 3.7% 1.4%
Jobs Created as % of Total Labor Force 0.03% 1.19% 0.34% 0.72% 0.34%

The magnitude of impacts associated with IFC inmesit climate operations varies considerably
across the four countries, although there are feignit differences depending upon the indicator
used. In the case d®?SCS the impacts achieved in Burkina Faso, Rwanda Siedra Leone,
although certainly different in absolute terms, afethe same order of magnitude expressed in
normalized terms, i.e. 0.01% to 0.03% of GDP, waerkiberia stands out with a significantly
higher value, 0.17% of GDP. A different rankingasind in the case afther impacts with Liberia
and Sierra Leone posting the highest normalizedesl closely followed by Rwanda, whereas
much lower impacts were found in Burkina Faso.

Determinants of Impacts The differences in the magnitude of impacts canekplained with
reference to various factors, related to the charatics of the environment in which the projects
were implemented and, to a smaller extent, prajesign. In particular:

* in the case ofPSCS differences in performance are mainly attributalbd the starting
conditions of the four countries (i.e. the levelbafreaucratic burden or of out-of-pocket costs
imposed upon businesses) and to the ability toreesupport for the effective implementation
of proposed reforms;

* in the case obther impacts post conflict conditions, with the ensuing needré¢build the
economy, fuel the enterprise formation process dnde up investment and employment
generation. Therefore, the ‘post conflict statusaccountry, while certainly making projects’
operating conditions more difficult, also providsignificant opportunities for improvement.

11



Instead, the influence exerted by the overall qualf the investment climate, as measured by
the progress achieved in terms of DB indicatorsiasclear cut. This is possibly a factor for

Rwanda, which was the DB star performer of the fiastyears, but not in the case of the other
three countries, which all improved their rankings15 to 20 places over the last few years,
and still exhibit different levels of performance.

Differences in impacts appear to onlylbesely correlated with project desigieither the scope
of activities covered by the various projects (pelicy advice vs. institutional strengthening) nor
the more or less heavy emphasis placed on DB refasrmopposed to more ‘structural’ reforms (a
potential explanatory variable explicitly mentionkd the TOR) appear to explain differences in
performance. In general, the ability to generat@aaots, especially PSCS, increased with the
adjustments in project configuration introducedinigiimplementation. In this sense, the adoption
of a flexible approach, while not explaining dieces in impacts across countries, is certainly a
positive feature. This is particularly the case whiee reorientation was aimed rasponding to
very specific needsvhich typically were also associated with stramgrest and commitment from
beneficiaries (e.g. transaction support for pretion in Sierra Leone and advisory services for
SEZ development in Rwanda).

Considerations Regarding Future Operations

The IFC projects analyzed here are expected toollewed up by other initiatives whose
preparation is currently ongoing. The results ab thxercise provide elements that could be
considered in the design of these new initiatihvegarticular:

» there are indications that reforms in businessstegfion may have entered the phase of
declining marginal returns. In Liberia and Siereobe, the backlog of informal enterprises is in
the process of being cleared and in Rwanda andifBufkaso the advantages of further cuts in
the number of days to register an enterprise ketylto be small. Under these conditions, future
operations may consideshifting the emphasis from enterprise creation toterprise
developmentin this respect, two areas of intervention offeod opportunities: (i) measures
aimed atfacilitating access to financeaimed at creating the basic infrastructure topsup
bank lending to SME and/or at favoring the adoptemd utilization of other financial
instruments (e.g. leasing), and (ii) the provismfhadvisory services for enterprise growth
namely through the leveraging of IFC experiencéhm development of specific support tools
(e.g. the SME Toolkit) and in assisting SME supstrictures;

* the impact of IFC interventions in investment prdéimo cannot be fully appreciated at this
stage, and the US$ 10 - 12 million mobilized thas ifh two countries is hopefully only a
fraction of what could be raised in the coming ge&ubject to this caveat, there are indications
that sector specific/thematic actions might perfocomparatively better than broad-based
capacity building initiatives. Therefore, futureograms could place comparativelyeater
emphasis on investment promotion actions focusing key sectors and/or following a value
chain approach In addition, greater synergies could be soughvéen investment promotion
and work in other areas of intervention (e.g. edé& logistics and business licensing), with a
potentially multiplicative effect;

* reforms in the area of business licensing havelggklimited results in terms of PSCS, and no
impact could be detected in terms of increasedsimvents. To a large extent, this is not
surprising, considering that: (i) all the enterprisurveys carried out in recent years clearly
indicate that business licensing does not constaumnajor obstacle for private sector operators,
and (ii) very few business licenses present theufea (repetitiveness, large numbers, etc.) that
are necessary to generate substantial PSCS. Irrafjetteese considerations militate against
placing a strong emphasis on business licensiragmein future operations. Howevex,good
case for IFC intervention remains in sectors expdse the risk of over ambitious regulation
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(due to ‘wholesale import’ of technical specificats from more advanced countries)d/or of
‘regulatory capture’ from powerful and politicallyjconnected groupswith obvious negative
consequences in terms of entry conditions and rhaddapetition. In terms of impacts, tangible
results may not be easy to demonstrate, becaube simall numbers involved and, especially
because the benefits of increased competition map@& immediately apparent, but this should
not discourage IFC action;

» reforms in trade logistics generated important PSELE the time and cost savings achieved in
the handling of administrative procedures do netrs& have exerted any appreciable influence
on trade flows and, given the time insensitive reatf the bulk of merchandise trade in the four
countries, this is likely to remain the case in thieire. However, opportunities for significant
impact appear to exist if future activities areeexted beyond the simplification of procedures
and elimination of documents, &mldress broader issues affecting the trade logstbain In
this respect, an area offering significant oppaties is that of the organization of the road
transport sector, where uncompetitive practices tmuthnical inefficiencies are directly or
indirectly responsible for a large share of theexiely high costs faced by landlocked countries
such a Rwanda and Burkina Faso.

Considerations on Impact Indicators and AnalyticalWork

Selection of Indicators Not all the impacts analyzed in this Report ageadly relevant for
investment climate operations, as the causal letlwben IFC interventions and the target variables
is too tenuous to allow for a meaningful measurdnercertain instances. This is particularly the
case of tax compliance, tax revenue generated,trane flows, whose variations are primarily
determined by other factors, with IFC actions pigya residual role. Thereforiiture investment
climate could usefully focus primarily on four ‘ca@ impact indicators namely: (i) PSCS, (ii)
PSIG, (iii) job creation, and (iv) enterprise cieatformalization. Thether three impacts could be
used on a case by case basmhenever the nature of interventions is such tihateffects of IFC
projects can be meaningfully disentangled from éhgsnerated by other factors.

Methodological Aspects The methodology for estimatif@SCSenshrined in the IFC Guidelines
appears to work well and will constitute a veryfuk&ol for future investment climate operations.
The collection of data to be fed into the model vémain a daunting task (especially in the case of
time savings, which sometimes are so small thatabpes have hard times in providing estimates),
but, hopefully, the availability of better baselidiata will improve the situation. In the caseotier
impacts providing quantitative estimates will remain #idult exercise, due to the multiplicity of
causal linkages and serious data limitations. Usuiificiently large and detailed datasets will
become available to allow for econometric analydishe country level, estimating impacts is
bound to remain more an art than a science.

Further Analytical Work . In the four countries under consideration, thevdedge of how the
enterprise sector operates and evolves is stiltdan For instance, large scale surveys, sucheas th
World Bank Enterprise Survey, provide useful infatran on a number of aspects, but they do so
only at a certain point in time, and therefore evlittle insight on evolutionary aspects. The
limited knowledge of these dynamic aspects has itapb negative implications from an impact
assessment perspective, as it makes the analysikeyfimpacts, such as investment and
employment, particularly difficult and tentativentler these conditions, future IFC operations may
consider the possibility of complementing operadiaactivities with some analytical work aimed at
gaining a better understanding of the evolutiothim enterprise sector. A useful area of research is
represented by longitudinal studies, and espectalhort studies, which allow assessment of the
evolution of groups of firms that were establishatithe same momenihe carrying out of cohort
surveys at the beginning and end of projects (ocase of longer durations, every couple of years)
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would greatly contribute to improving the accuradympact estimates, and at the same time could
provide useful inputs for orienting operationaliates.
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1 INTRODUCTION
1.1 Nature and Objective

This Comparative Report (the “Report”) is submittedhe International Finance Corporation (IFC)
within the framework of the “Investment Climate Africa Program - Four-Country Impact
Assessment” (hereinafter referred to as “the Asagmt” or “the Study”). The Report was prepared
by Economisti Associatin collaboration with th&€enter for Economic and Social Researahd
The Africa Groupcollectively referred to as “the Consultant.”

The purpose of the Report is to provideamparative analysis of individual investment clitea
(IC) projects implemented by the IFC in four Africacountriesthat were analyzed in detail by the
Consultant in earlier stages of the Assignmentpanticular, the four projects covered by the
analysis include:

* Burkina Faso. Doing Business Better in Burkina Faso Project BBB);

» Liberia: Liberia Private Sector Development in Post Cabhfirogram (BEE);

* Rwanda Rwanda Investment Climate Reform Project (RICRP);

» Sierra Leone Removing Administrative Barriers to Investmenoject — Phase 11l (RABI III).

In line with the Terms of Reference (TOR), the Reploas apredominantly quantitative
orientation and consists of acbmparative analysisf the quantitative impacts of each program in
order to identify key trends and lessons that camuged to inform the broader Investment Climate
program both regionally and globafly{page 3). Theobjective of the comparative analyss “to
inform the IC program, other countries seeking &form, development partners, and other
stakeholders, of the impacts that can be expeateda investment climate reforms, and to inform
future program design based on lessons ledrieage 6).

1.2 Scope and Approach

In line with the TOR, the Report focuses sgven types of impachamely: (i) private sector cost
savings, (ii) private sector investment generai@g, number of jobs created, (iv) number of
registered businesses, (v) number of businesseplgmig with tax regulations, (vi) tax revenue
generated, and (vii) increase in trade flows. Thg tkemes to be addressaa the comparative
analysis are also specifically listed in the TOR are reproduced in Box 1.1 below.

Box 1.1 - Key Themes to be Analyzed
* What are the key differences in impacts across pemjram?
e What factors determine the variance in relativedotp?

» What key conclusions can be drawn about best pes;tcommon challenges, and future program design
based on the comparative impacts generated bypegagham?

» Does experience suggest that a focus on DB refteads to an increase in understanding of how to
reform, or does experience suggest that such foeU3B indicators detracts from the broader or more
fundamental IC reforms?

» Does experience suggest that IC reforms to date head to an increase in the number of formal
businesses?
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 Does experience to date suggest that there is eneaise in investment, economic output and/or
employment in the economies concerned due to k&@mef?

e If it is still too early to detect any impacts, whiindicators should the IC team be tracking, which
information sources should the IC team be trackimgrder to obtain answers to the three questions
noted above as soon as possible?

e Did the multi-product approach lead to more/bdttgracts as compared to focus on only one area?

As indicated above, the analysis is characterizearnbeminently quantitative approach, and aims at
providing indications of the impact achieved by the&C projects in the four countries. The
methodology for impact assessment and quantificatiwas developed in the early stages of the
Assignment, and utilized to perform separate country spedifialyses. Therefore, the Report
builds primarily upon the findings of the reportsalyzing individual IFC projects in the four
countries (‘Country Reports’), complemented as edealith additional elements.

1.3 Report Structure

The Report is structured as follows:

* Section 2 provides a short presentation of the foofects (timeline, budget, business lines,
etc.);

» Section 3 illustrates the methodological approach;

* Section 4 analyzes impacts achieved in terms ghfwisector costs savings;

» Section 5 reviews the evidence of impacts in tesfrenterprise formation and formalization;

* Section 6 focuses on impacts achieved in termsrighte sector investment generated and
employment creation;

» Section 7 deals with the evidence of impacts ireio#dreas, namely in terms of tax compliance,
tax revenue generated, and trade flows;

» finally, Section 8 offers some concluding remarkd develops some recommendations.

The Report also includes two Annexes. In particular

* Annex A, with a presentation of the methodologydug® the quantification of private sector
costs savings;

* Annex B, providing background information of thdomns supported by IFC projects that
generated private sector costs savings.

1.4 Authorship, Acknowledgements and Disclaimer

The Report was written by Roberto Zavatta (Teamdeeawith substantial support from Enrico
Giannotti (Senior Evaluator) and research assistdrmm Tommaso Grassi (Senior Evaluator),
Elena Esposito (Research Assistant), and Elisai HResearch Assistant). Throughout the
implementation of the Assignment, the Consultantady benefited from the advice and
collaboration of a number of IFC staff. In additida the staff of various projects, whose
cooperation was instrumental in performing the GouReports, invaluable support was provided
by the Task Manager, Ms. Luba Shara, who greatbyseexi on a variety of operational and
methodological aspects. The contribution of variht@ staff who extensively commented upon the
earlier version of the Country Reports is also eftdly acknowledged. As it is customary for
consulting reports, especially in the case of imdelent evaluation assignments, the views

! Report #2 — Methodological ReppAugust 12, 2010.
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expressed in this Report are those of the authdysamd should not be attributed in any way to the
IFC, its staff and, in general, the World Bank Gyou
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2 BASIC FEATURES
2.1 Objectives and Scope

Project Objectives As indicated in Exhibit 2.1 below, the four prce were given fairlyoroad
objectives, encompassing various ‘dimensions’ o timvestment climateln practice, in Burkina
Faso and Rwanda the focus was mainly (though nolusixely) on legislative and regulatory
reforms, whereas in Sierra Leone and Liberia coatpealy greater attention was paid to institution
building. All projects covered aspects of the iruent climate captured Hyoing Business (DB)
indicators but the emphasis placed on DB varies considerablgss the projects and overtime.
Burkina Faso is the only country where an explieference to DB is made in the project’s overall
objective, but other aspects were covered as WwelRwanda, the emphasis on DB indicators-
related reform was significant in the early stadad, declined over time. In Liberia and Sierra
Leone, DB-related reforms represented an importarttnot predominant element.

Exhibit 2.1  Project Objectives

Country Stated Objectives

“to improve key areas of the business climate, pa@ting those measured in Doing Business, and
Burkina Faso | thereby help Burkina Faso move from the bottonhéofirst half of Sub-Saharan African countries
as measured in Doing Business at the end of thegifo

“to reshape the business climate to allow for inmssfforeign and domestic) to operate in Liberja.
To achieve these aims, this initial project wilieahree main work streams: one to reduce barriers
to formalization, one to improve the investmenigyoframework, legislation and institutions, and
one to improve public-private dialogue to underfiie PSD reform process

Liberia

“to assist the Government of Rwanda... to improeerdigulatory environment, build institutions,
and reduce the cost of doing business in Rwandaloing so, the project intends to create |an
Rwanda investment climate that is competitive, attractivéhe private sector (in areas where Rwanda has a
comparative advantage) and distinctively differecampared to the competing investment
destinations in sub-Saharan Africa

“support the effort of the government to work wlih private sector to identify and remove barriers
Sierra Leone | to investment and to promote investment by informnal formal businesses in Sierra Leone and to
profile investment opportunities for attracting newestmerit

Source: Project Approval Documents

Overall Configuration. At approval, projects typically consistedtbfee to seven components

all cases, the initial project configuration was dified during implementation, with the
addition/deletion of components and/or the reatiocaof resources among components. In some
cases, work on certain components was halted, relibeause the intended results had been
achieved or because activities were passed to ¢f@rinitiatives or other projects. In general,
project configuration became more complex overtinaad at completion the projects in Burkina
Faso and Rwanda included no less than eight companéor administrative reasons, sometimes
certain components/work streams were implementegparate ‘projects.’

Exhibit 2.2  Project Configuration

Countr Number of Components Comments
y At approval At completion

Burkina Faso 5 8 Three components added, with work on two components

transferred to other projects
Lo Three new components added, of which two implentente

Liberia 3 6 L ' .
as administratively separate projects

Rwanda 4 8 Four components add_ed (_on_e_resultlng from th_e mgrgf
a separate project), with significant budget rezitmn
One component abandoned, and significant reallmcaif

Sierra Leone 7 6 resources. Three  components implemented | as
administratively separate projects

Source: Supervision Reports
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Some components dealt with fairly narrowly definedics (e.g. special economic zones), others
covered broad themes (e.g. business taxation, actlvities ranging from the reform of tax
administration procedures to awareness campaignbgrs still were defined in terms of the
objective to be achieved (i.e. the so called ‘DBdR@’ components, aimed at improving countries’
rankings in terms of DB indicators). ¥eclassification of the themes covered by each pobjn
terms of homogeneous areas of activity is proviohe&xhibit 2.3 below, which shows both the
areas covered under the initial project design nfiled with X) and those added during
implementation (identified witkX). Out of the twelve areas of activity identifigde first six refer

to dimensions of the investment climate capturedO® indicators, the last five are largely
unrelated to DB, whereas the theme of Businesstitaxes somewhere in between.

Exhibit 2.3  Areas of Activity

. Burkina | Liberia | Rwanda | Sierra

Areas of Activity
Faso Leone

Business Registration and Formalization X X X X
Construction Permits X X X
Real Estate Transactions X X X
Labor Market Regulations X X
Trade Logistics X X X
Other DB-related Themes (e.g. bankruptcy law, sstlending) X X X
Business Taxation X X X
Business Licensing X X
Investment Promotion — General X X X
Investment Promotion — Sector Specific X X
Special Economic Zones X X
Private Public Dialogue X X X

Source: own elaboration on various project document

The only area of activity covered by all the prégets business registration and formalization
which was always part of the initial design. Seaeeas of activity, construction permits, real estat
transactions, trade logistics, business taxati@nerpl investment promotion, Public Private
Dialogue (PPD) and miscellaneous themes relat@Btindicators, were covered by three projects,
sometimes as a result of changes in project cordigun. In particular, in two countries out of
three, business taxation and trade logistics wddea during implementation. The less common
areas of activity, covered by only two projectsyeviabor market regulations, business licensing,
sector oriented investment promotion and SpecianhBmic Zones (SEZ), the latter added during
implementation.

2.2 Timeline and Budget

Timeline.? In Burkina Faso and Liberia project activitiesr&tel in 2006 while in Rwanda and
Sierra Leone work started in 2008. However, thar&iéeone project was the continuation of
previous initiatives implemented starting in 200%. approval, the expected duration ranged
between about two years, in the case of Burkina Basl Rwanda, to almost four years, in the case
of Liberia. In three cases duration was extendethgumplementation. This was particularly the
case of the Burkina Faso project, whose duratios mvare than doubled — from 21 to 57 months.
The Rwanda project was prolonged by 12 months,enhilLiberia, where the project was already
scheduled to have a ‘long’ duration, the extenswas of only 6 months. In the end, as indicated in
Exhibit 2.4 below,actual duration ranged between two years and nedilye years These data
refer to the ‘core’ project components, as in Lidesome activities, implemented as separate
projects, are still ongoing at the time of writingth completion expected to occur in mid 2011.

2 There are some uncertainties regarding the tiraeis some project documents are not dated af@atate of key
steps is not explicitly indicated. However, thidamot impact significantly on the analysis.
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Exhibit 2.4 Timeline

Start of Expected Actual Expe(_:ted Actu_al
Country s . . Duration | Duration
Activities | Completion | Completion
Months
Burkina Faso 03/2006 12/2007 11/2010 21 57
Liberia 10/2006 06/2010 12/2010* 45 51
Rwanda 01/2008 12/2009 12/2010 23 35
Sierra Leone 12/2008 06/2011 06/2011 31 25

* Some activities are still ongoing
Source: own elaboration on various project document

Budget At approval, budgets ranged from a minimum of 2S& million for Burkina Faso to a
maximum of US$ 8.2 million for Sierra Leone. Durimgplementationthe budgets for all projects
underwent significant changesn terms of both overall value and allocation ag@omponents.
This was particularly the case with the Liberiajpct, whose budget was increased by US$ 1.5
million, plus an additional US$ 2.5 million contution from the Investment Climate Facility for
Africa (ICF), with an overall 60% increase in fundi In Burkina Faso, the budget was increased
by about 27%, to cover the considerable extensioduration. In Rwanda, the budget was only
marginally increased (+3%), while there was a magallocation of funding among the various
components. In Sierra Leone, the change in commitrogéthe funds schedule set by the donor
determined the cancellation of some activities Eadto a budget reduction of about 12%. As a
result, at completion, budgets ranged from abou$ 33nillion for Burkina Faso and Rwanda to
US$ 6-7 million for Sierra Leone and Liberia (alm&$S$ 9 million for Liberia, when the ICF
contribution is considered). Tteze of budgets largely reflect the overall orietiten of projects
with the two smaller projects predominantly focigson policy advisory, and the two larger ones
extensively involved in institution building.

Exhibit 2.5 Budgets

Budget (US$ million)

Country At approval | At completion Comments
Burkina 29 28 Increase in funding largely related to the inclasad the new Trade
Faso ' ' Logistics component.

L Major increase in funding in 2008, with the addiafjtwo new
Liberia 4T 8.7(6.2+25) components, including US$ 2.5 million provided BFl

Reorientation of funds among components in mid 2008 only a

Rwanda 32 33 marginal increase in the overall budget.
Sierra 8.2 79 Total budget reduced due to the change in the Dgreott period.
Leone ) )

Source: own elaborations on various project doctisnen
2.3 Project Environment

Political and Economic Context The four projects were implemented in challenging
environments. This is particularly the case fordrih and Sierra Leone, countries that hast
emerged form long armed conflictsvhich resulted in the nearly complete destructimin
government institutions and administrative machin®&wanda is also considered a post conflict
country, but by the time the IFC project was lawetha significant recovery had already taken
place. The political and institutional situation svdefinitely more favorable in Burkina Faso, a
country that has enjoyed a long period of politisshbility. All countries are constitutional
democracies, although with non-negligibifferences in terms of political rights and civil
liberties Burkina Faso, Liberia and Sierra Leone are rard®(artly free’ countries in Freedom
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House'sFreedom in the Worldeport® Instead, Rwanda, where the political leadershigrtexa
strong control over civic and political life, isnieed as ‘not free.” With a Gross National Income
(GNI) per capita ranging between a maximum of U$@ i Burkina Faso and a minimum of US$
160 in Liberia, the four countries aaenong the poorest economies in the worBurkina Faso is
the largest economy, with a Gross Domestic Pro¢faEtP) of about US$ 8 billion, followed by
Rwanda, with a GDP of US$ 4.5 billion. Liberia aBtkrra Leone are smaller economies, with a
GDP of less than US$ 2 billioEEconomic activity is still largely dominated by agulture, which
accounts for between 33% and 61% of GDP. Mining$lkan important role in Liberia, in Sierra
Leone and, increasingly, in Burkina Faso. Exporésancentrated on a relatively small number of
commodities and all countries post significarstde and current account deficitsBurkina Faso
and Rwanda are landlocked countries, and theiretféalvs are severely handicapped by high
transportation costs.

Exhibit 2.6 Summary of Political and Economic Condions

Economic Situation

Country Sl el Shilgifon Size of GNI per Agriculture Trade
Economy capita as share of | Balance as
(US$ bn) (US$) GDP share of GDP
No armed conflict since the 1987
Burkina Faso | coup. Country ranked as partly free 7.9 510 33% -10.9%

by Freedom House

12 year civil war ended in 2002.
Liberia Country ranked as partly free by 0.8 160 61% -53.5%
Freedom House

Genocide in 1994. Country ranked

0, - 0,
as not free by Freedom House 45 460 3% 13.7%

Rwanda

14 year civil war ended in 2003.
Sierra Leone | Country ranked as partly free by 2.0 340 50% -10.4%
Freedom House

Sources: World Development Indicators, Freedom Hpasd IMF. Economic indicators refer to 2008, with
exception of GNI per capita, which refers to 2009

Other Donor Initiatives. IFC projects operated in a fairly crowded envimamt, with the presence
of several other donor initiatives targeting vas@aspects of the investment climate Rwandag
issues related to enterprise registration, landrmefand strengthening of commercial courts were
addressed by a large (US$ 9 million) ICF projeett thecame operational in 2007, i.e. before the
launch of the IFC project. Reform in customs andtian was supported by DFID, which has also
been active in land reform, together with otherteifal donors. Irbierra Leone tax reform was
supported by DFID, investment promotion receivesisdance from the World Bank, tourism sector
development was supported by the UNDP, while aeri@ctivities in the field of business
registration were taken over by the ICF.Liberia, reforms in areas related to trade logistics were
supported by USAID, the African Development Bankd dhe ICF. The latter was also active in
supporting reform in business registration, buthis case funding was channeled through the IFC
project. InBurkina Faso, other donors were comparatively less involvednivestment climate-
related activities and the IFC project played aanaple in fostering reform, although during
implementation some activities, namely in the fetif commercial justice and land registration,
were again supported by the ICF. All the counttese ongoingmacroeconomic adjustment
programs with the International Monetary FundIMF), and this greatly influenced the nature of
reforms in key areas, especially business taxawhcustoms.

The presence of various donor initiatives all poigpin the same direction definitely contributed to
hasten the pace of reforms. However, for the pwpaos this exercise, this raises a serious

3 http://www.freedomhouse.org/template.cfm?page=1
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analytical issue, as it makes it more difficultdisentangle the contribution of IFC projects from
that of concomitant initiatives. The importancetlos methodological issue within the context of
the present study is described in detail in thd Bextion.
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3 METHODOLOGICAL CONSIDERATIONS
3.1 Scope of the Analysis

In line with what was indicated in the TOR, the lgsis focuses oseven types of impaatamely:
* private sector cost savings,

* private sector investment generated,

* number of jobs created (‘job creation’),

* number of registered businesses,

* number of businesses complying with tax regulati®as compliance’),

* tax revenue generated, and

* increase in trade flows.

There is only a partial correspondence betweemltoge impacts and the indicators comprising the
Monitoring and Evaluation (M&E) system currentlyedsby IFC for investment climate projeéts.
There is a full match in the case of two indicatoramely private sector cost savings and job
creation, and therefore the definitions used heseeaactly the same used in the M&E system. A
third impact, private sector investment generassh) has a counterpart in the M&E system, but the
definition was slightly adjusted to better matcle thature of the projects analyzed. Two other
impacts, the number of registered businesses amdhiumber of businesses complying with tax
regulations, correspond to a ‘generic’ outcomedattir in the M&E system, i.e. the ‘number of
businesses completing a new/reformed procedurds ivolved an adaptation of the generic
definition to the specific needs of the analysise Temaining two impacts, tax revenue generated
and increase in trade flows have no correspondenttee M&E system, and a working definition
was developed in the earlier stages of the Assighnihe definitions retained for the present
analysis are presented in Exhibit 3.1 below.

Exhibit 3.1  Definitions of Impacts Analyzed

Corresponding Indicator

LupElel in the IFC M&E System

Definition Used in the Analysis

Aggregated cost savings for businesses resultorg fr
administrative procedures/policies/practices thatew
improved/eliminated and/or
laws/regulation/amendments/codes passed in the
jurisdiction in which the project operates (same
definition used in M&E systejn

Aggregate private sector
Private sector cost savings cost savings_(impact
indicaton

Number of formal jobs in the jurisdiction in whitime

Number of jobs created Number of formal jobs project is working (same definition used in M&E

(job creation) (impact indicatoy systen.
Value of investment- Value of investment into companies in the
Private sector investment | financing facilitated by jurisdiction/sector/zone in which the project opiesa
generated advisory services (impact | (slightly modified compared with definition used in
indicatop M&E systen).
Number of businesses Number of enterprises completing business registrat
Number of registered completing a new-reformed procedures, with a further distinction betweeméjv
businesses procedure in a given businesses and (ii) formalized businesses (adaptafi
jurisdiction (outcome generic definition used in M&E systgm
Number of businesses indicatop Number of enterprises complying with the tax regimge

* The full set of indicators is illustrated in theanual prepared by the IFC Advisory Services BEEifss Line in
association with GTZ and DFIDVionitoring and Evaluation for Business Environmétgform: A Handbook for
Practitioners World Bank, June 2008 (see in particular AnnexGssary). See also IFC, “Standard Core and
Supplemental Indicators for Business Enabling Emnment Projects,” June 2008, accessible through
http://www.ifc.org/ifcext/rmas.nsf/AttachmentsBylEitStandard+BEE+Indicators+June+2008/$FILE/StantBEE +I
ndicators+Jun+19+2008.pdf
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complying with tax with reference to profit tax and/or value added tax
regulations (tax (adaptation of generic definition used in M&E sys}e
compliance)

Value of tax revenue raised from the enterpriséosec
with reference to direct taxes (e.g. profit taxjl/m
indirect taxes (value added tax or sales tax) (own
definition)

Tax revenue generated None

Value of merchandise import and export transactions

Increase in trade flows None (own definition)

3.2 Nature and Determinants of Impacts

The TOR make a distinction betweerss-cutting impact§which are relevant across all product
areas and projectsand product-specific impactsreferred to activities undertaken in specificagre
of interventions (business registration proceduedsmr market regulation, etc.). Private sectoit cos
savings and private sector investment generatedegia@ded as cross cutting impacts, while the
other five impacts are considered product-speciitds categorization broadly reflects the manner
in which impacts have been interpreted by the wagriprojects. However, the classification of
several impacts as ‘product-specific’ (i.e. relatedvork carried under one specific component) is
at times diminutive, as these impacts may be tiseltreof activities carried out under several
components, and this may induce an excessivelpwanalysis.

In order to gain a more comprehensive understandintausal linkages, the seven impacts have
been re-classified into two categories, namelyinipacts that are the_directesult of specific
reform measureson the basis of a sort of ‘dose — response’ typ@ge, and (iiympacts that are
the result of the_interplayf various measuresnvolving multiple causation linkages.

The best example of impacts directBsulting from specific reform is provided pyvate sector
cost savingsThis is the case, for instance, of a reform redythe steps and fees required for
registering a land plot, which directly influendb® costs borne by private operators. The strength
of the linkage may be affected by other interverfagjors (exogenous developments, existence of
parallel donor initiatives, with ensuing problemsthe attribution of results — see below), but the
relationship remains a direct one. Another casdim@ftt causal linkage is provided by reforms in
trade logistics, which have a direct effecttoade flows In this case, as it will be seen in detail in
Section 7, the effect of IFC-supported reformgdsminated’ by other factors (e.g. developments in
world markets), and the influence is very limitdthnetheless, in logical terms, the linkage remains
a direct one (i.e. a reduction in logistics cosiesicreate in itself greater opportunities forejad

In the other cases, the relationship between refoeasures and impacts is much more complex,
involving multiple causal linkagessometimes at different levels of the causatiomirchin
particular, bothprivate sector investmerandjob creationare directly affected by certain measures
(i.e. actions aimed at strengthening investmentptan agencies and SEZ, labor market reforms),
but are also (indeed, predominantly, as it will &een later in this Report) influenced by
developments in the enterprise creation processthe registration of new enterprises. Therefore,
thenumber of registered enterprisgdays an essential role in the analysis, being bhatimpact in

its own right and a ‘generator’ of other impacts for determinants, the number of registered
enterprises is often associated with reforms inin@ss registration, which makes it easier to
establish new enterprises. However, the causahamadas more complex, involving the whole set
of reforms that influence the investment climate,well as other exogenous factors, such as the
more or less buoyant conditions of the economy,dixgree of entrepreneurship, etc.. A multiple
causation chain is found also in the casdasf complianceandtax revenue generatedThese
variables are directly affected by measures aimeohgroving business tax administration but are
also influenced by reforms in business registratishich, by favoring the formalization of
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enterprises, induce higher compliance and, heceteris paribusan increase in the tax revenue
generated. However, as it will be illustrated laterthis Report, the effects of IFC-supported
reforms on fiscal variables are usually dominatgdekogenous developments (namely, greater
efforts to increase tax collection independentlpldged by tax authorities), similar to what was
mentioned above regarding trade flows.

Based on the above, the set of causal relationginikigg IFC actions in various areas with their
impacts (the ‘intervention logic’) can be reconstad as indicated in Exhibit 3.2 below.

Exhibit 3.2 Summary of Causal Linkages

Reforms in specific
areas (fewer steps,
lower fees, etc.)

Private Sector
Cost Savings

n

Labor market reforms

Jobs
created

Other reforms

impacting on IC

Business registration
reforms

\

—p
Enterprises
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|

Private Sector

Investment

Support to investment
promotion & SEZ

Tax compliance

Business taxation
Tax revenue

reforms

A 4

Trade Flows

v

Trade logistics reforms

3.3 Other Methodological Considerations

Framework of Analysis. In principle, impact assessment analysis woulghire the comparison of
the situations ‘without’ and ‘with’ the interventioHowever, as recognized by the TOR, in the case
of “universally based interventions such as IFC’s [stu@ent climate] programsthe recourse to
control groups is generally unfeasible. Therefdresas accepted that the exercise would rely on an
assessment ofchanges in business environment before and afteh @aoject (TOR, page 6).
Efforts were made to control for exogenous factbreugh the development of ‘counterfactual’
scenarios, but this was possible in only a fewutnstances, and using rather crude extrapolation
techniques. As virtually all the variables analyzisblay a rising trend, the adoption of a ‘before
and after’ approach inevitabtgnds to overstate the impact of IFC interventions

Problems in Attribution. As already mentioned in Section 2, the reformsnmted by IFC
projects were in several cases also supportedhgy donor initiatives and, as acknowledged by the
TOR, ‘it is difficult to determine the impact of reformaa private sector that can be attributed
solely to IFC (TOR, page 7). Again, efforts were made to iseldie effects of IFC-supported
reforms from concomitant factors, but, in genethls was possible only in the case of private
sector cost savings, for which the linkage betweaumse and effect is easier to determine. In the
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case of other impacts, tharious donor initiatives were so intertwined thtiteir effects could not
be estimated separatelgin example of this ‘attribution problem’ is prokad in Box 3.1 below.

Box 3.1 Example of Attribution Problem - Business Rgistration Reform in Rwanda

In Rwanda, the decision to reform the businessstegion system was made in 2007 and, therefoee,| pr
dates the launch of the IFC project. This deciswas the result of preparatory work done by an @aHRIAS
mission and a World Bank project and was suppdmetCF, which assisted in the creation of the Rvaand
Commercial Registration Services Agency (RCRSA)pre-stop-shop structure intended to take over
responsibility for business registration from theurts. Therefore, when the reform of the business
registration system was proposed by the IFC inyed08, the ground had already been well prepédviede
importantly, ICF assistance continued in subsequyeatrs (namely, through the provision of training,
software and equipment), when the RCRSA was tram&fd into the Office of the Registrar General. \&hil
there is no doubt that the impetus for legal amdilaory simplification came primarily from the IR&oject
in the context of the so called DB Reform componént also clear that IFC recommendations cowd b
taken into consideration and implemented becauseithper infrastructure had been/was in the proogss
being created by other initiatives. In this seribe, results achieved by IFC and other donor prejact
inextricably connected and their impacts cannatdiemated separately in any meaningful manner.

Source: Rwanda Country Report

Time Frame. The impact assessment exercise covers the paribdthe end of 2010, which
coincides with completion of the four projects.idtwell known that in many cases investment
climate reforms take time to produce effects, whielsome visible only in the medium term. This
is particularly the case for impacts on privatet@emvestment and job creation, as economic
agents tend to respond with a time lag to the dppdres created by changes in the legislative and
regulatory framework. An effort was made to asskedikely evolution of impacts in the medium
term (i.e. the 3-4 years subsequent project comopletbut in general this assessment could be done
only in qualitative terms. Therefore, it is impartdo stress that the quantitative estimates pealid

in the Report refer only to thaitial impacts of IFC projects, which represent gna portion of

the total impacts

Comparison with Targets A potentially interesting theme for any impactsessment exercise is
the comparison of results achieved with the targetst inception. Unfortunately, in the case under
consideration, the exercise is made difficult doeat combination of factorsirst, there are
differences of interpretation of certain impactsatttwere narrowly interpreted following the
‘product-specific’ logic mentioned above. For ingta, private sector investment generated was
typically linked only to actions in investment protion and development of SEZ, without
consideration of the investments generated vieettterprise creation processecond even when
there were no problems of interpretation, the rhevwndicators were not always considered in the
M&E system of the various projects and the relatadjets were not always established. For
example, although all the projects were involvedhia reform of business registration, a target for
the corresponding indicator, the number of entegsriregistered, was established only in Burkina
Faso.Third, whenever targets were set, it is not always clelaether they were expressed in
incremental terms or refer to absolute values trate to be achieved. The matter is further
complicated by the fact that, with very few exceps, no indication is provided on how the target
figures were arrived at. Under these conditiovtsmeaningful comparison between the estimates
presented here and the targets set by the progairis can be made

Analysis of Efficiency. Efficiency measures the extent to which the resmsidevoted to a certain
initiative are reasonable vis-a-vis the resultsiedd. In practice, the analysis of efficiency
involves the calculation of ‘cost effectivenessast linking the impacts achieved with associated
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expenditures. Given the comparative character isf Report and the multi-product nature of the
projects analyzed, the analysis of efficiency ciugts a potentially relevant topic, as it could
provide useful suggestions regarding the cost &fferess of various types of interventions, both
within and across projects. Unfortunatellge analysis of efficiency is prevented by the lagk
sufficiently detailed information regarding the utzation of financial resourcesin fact, in all the
projects analyzed, expenditures were not trackedolyponent or activity stream, but only by type
of expense (e.g. staff costs, travel costs, eog, even budgets are only sometimes available in a
highly aggregated form (e.g. for Burkina Faso nddmi breakdown by component is available).
The lack of detailed information on how financiasources were allocated and disbursed
constitutes another limitation to the analysis peried here and, more generally, for the effective
functioning of the M&E system.

3.4 Data Issues

The impact assessment exercise required the use wafriety of data, of a micro and macro
economic nature, collected from a variety of sosirées forsecondary sourceextensive reference
was made to official statistics, documents produlbgdFC projects, and research reports from
various entities. In some cases, reference wasnadgte to data presented in the DB Reports and
other World Bank Group publications (e.g. the Eoise Surveys carried out in the mid-late 2000s
in the four countries). Information retrieved fraacondary sources was extensively complemented
and augmented with elements collected dufietyl interviewswith a wide range of informants
(private firms, lawyers, accountants, public otilsi etc.) and through tlanalysis of recordkept

by various public agencies (e.g. business regitriénfortunately, despite the considerable efforts
deployed, in several cases the quality of datéeretd is less than ideal. For instance, in the oése
private sector cost savings, the lack and/or lichitsefulness of data for the baseline scenariodfoun
in project documents made it necessary to recatstne ‘before project’ situation ex-post, a task
that proved quite challenging due to the absencappfopriate documentation and/or to fading
memories. In other cases, reliance on data fromcesuthat proved only partly representative had
to be made (e.g. enterprise surveys covering anfpyrimarily established firms), with the resultant
need to introduce adjustments that inevitably imgoln element of subjectivity. Under these
conditions, the impact estimates provided here inevitably suffeom a certain degree of
approximation
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4 IMPACT ASSESSMENT — PRIVATE SECTOR COST SAVINGS
4.1 Introduction

Definitions. Private sector cost savings (PSCS) are definsaasgs accruing to private economic
agents as a result of reforms in the investmentatk. For the purposes of this exercise, threestype
of PSCS have been identified, namely:

* cost savings associated with the reduction in_out-of-pockepensesincurred by private
enterprises thanks to the elimination/reductiorcetain fees (stamp duties, service fees, etc.)
and/or of the need to rely on service providers dertain formalities (e.g. elimination of
notarization for articles of incorporation);

» time savingsreferred to the gains in terms_of opportunityt@idaborresulting from regulatory
simplification and/or from the adoption of improveryanizational models for certain services;

» financial savings related to the reduction in the financial burdemouldered by private
operators as a result of changes in the paymenalitied for a certain fee or tax, with ensuing
cash flow advantages.

Methodology. PSCS were estimated based on methodology inspiyethe guidelines recently
developed by the IFC to quantify the savings assediwith investment climate operatioh$he
methodology is illustrated in some detail in Angxwhile a summary presentation of key aspects
is provided in Box 4.1 below.

Box 4.1 - Estimating PSCS: Key Methodological Aspés

In essence, estimating PSCS involves the multiftineof a ‘price element,’ i.e. the savings acheve one
particular case, with a ‘quantity element,’ i.ee thumber of relevant observations.

The nature of therice elementdepends upon the type of reform under consideratiothe case of cost
savings benefits can generally be measured directly (begregistration fee is reduced from X to Y). e |
case of time savingshe value to be considered is itself the resulbhe multiplication of the amount of time
saved (typically, expressed in hours) times thewvaait unit labor costs. Finally, in the case ofhficial
savings reference is made to the value of payments posthdo the duration of the postponement, and to
the relevant interest rate that measures the appitytcost of capital.

The quantity elementlso varies depending upon the nature of the mefmmsidered. In some (most) cases,
reference is made to the number of enterprisestafieby the reform (e.g. number of enterprisesttivai
from the simplification of registration procedum@sfiling an application for a construction permit) other
cases, reference is made to the number of transadtcilitated by the reform (e.g. the numberotks not
undergoing a physical inspection at the border).

PSCS are calculated for the entire life of IFC @ct§. As benefits may occur at different pointsinme, it is
necessary tproceed to compounding order to properly aggregate annual valuesntakine terminal year
of each project as reference point. This is domagube relevant real interest rate.

Data Sources and Issuedata were retrieved from a variety of primary aedondary sources and
the exercise proved quite challenging. In the aafseme savings data on unit labor costs was
derived from employment surveys whenever posshile,n several cases it was necessary to rely
on information provided by private operators. Thas particularly the case with the 'value of time

® IFC, Guidelines for Aggregate Cost Savings templatei¢has.d. (but August 2010), hereinafter referred satte
‘IFC Guidelines..’
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for independent traders, who are typically not cedeby surveys. Information on the time required
to comply with the various procedures was usualyamed from professionals active in the
relevant fields, sometimes supplemented with degsvd from documentary sources (e.g. the time
to comply with tax payments published in DB Repporits the case ofost savingsdata on fees and
taxes imposed on private businesses were retriéed official sources. Data collection was
particularly complex in the case of fees and taevqwressed irad valoremterms, as this required
also estimating the value of the assets on whielidbs and taxes were levied (i.e. the value af lan
plots being registered or the value of buildingsvitnich a construction permit is asked). Similarly,
in the case offinancial savings it was necessary to estimate the value of thep@ayments
postponed. In several cases the identification hef gopulation affected i.e. the number of
economic agents or the number of transactions ligrgefrom reforms, posed significant problems.
This was particularly the case for PSCS relatedréperty transactions (because records often do
not distinguish between private houses and comuaietcindustrial buildings) and to international
trade transactions (which are sometimes handlethieymediaries who simultaneously perform
more than one transaction).

4.2 Reforms Generating PSCS

PSCS are the result of a wide range of reformsramyearious themes addressed by IFC projects,
from business registration to real estate transastand from business taxation to trade logistics.
All in all, the analysis considered the effectsnofre than 70 reform measurésAs shown in
Exhibit 4.1 below, reform measures generating P& to concentrate in four areas, namely:
business registration, construction permits, retdte transactions, and trade logistics. BurkireoFa
is the country with the broadest range of measgeeerating PSCS, with no less than 25 reforms
across eight areas of activity, closely followedRwanda (23 reforms is six areas). In contrast, in
Sierra Leone, PSCS were the result of only 9 reforgasures in just two areas. Differences across
countries reflect two factors, namely: (i) the @lkorientation of projects, i.e. the relative erapis
placed on legislative and regulatory reform vs.estment promotion and PPD activities, and (i)
the projects’ ability to get reforms effectivelyphemented in the relevant time frame.

Exhibit 4.1 Summary of Reform Measures Generating BCS

- Burkina Liberia Rwanda Sierra

Areas of Activity
Faso Leone

Business Registration 7 5 7 8
Construction Permits 4 5 2
Real Estate Transactions 4 2 3
Labor Market 1
Trade Logistics 3 3 6
Other DB-related Themes (e.g. bankruptcy law, sstignding) 1
Business Taxation 3 1 1
Business Licensing 2 4
Total 25 15 23 9

Source: own elaboration on various project document

It is important to note that not all the reformsoptéd during the period were taken into
consideration to estimate PSCS. In particular, ewsicleration was given to (i) minor procedural
measures whose impact (if any) is scarcely notieeéb.g. in Rwanda, the translation from
Kinyarwanda to English of instructions relatediie Road Worthiness Certificate), and (ii) reforms
that, although enacted, were not implemented ictipe (e.g. the Company Act, Bankruptcy Act
and Payment System Act in Sierra Leone). Also, he tase of DB-related reforms, no
consideration was given to improvements in DB iathcs that stemmed from the clarification of

® For a detailed presentation of the reform meastoasidered, please refer to Annex B.
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the non-mandatory nature of certain procedures (e.@urkina Faso, the fact that the monthly
inspections for the erection of industrial buildsngisted in DB Reports were actually never
mandatory). Finally, a special case is represebyettie new Labor Code in Burkina Faso, adopted
in 2008. This reform introduced several changes$ #fectively reduced the cost of labor for
private entrepreneurs, notably through the intrtidncof provisions limiting claims for damages in
the case of irregular dismissal, the reductiorhefgeriod during which female workers are entitled
to partial leave for breast feeding, and the radonadf entitlements to holidays for family reasons.
However, in this case the cost savings accruirenteepreneurs cannot be regarded as ‘true’ PSCS,
but rather as a ‘transfer’ between two parties withe private sector (entrepreneurs and workers),
and were therefore excluded from PSCS estinfates.

4.3 Estimate and Determinants of PSCS

Magnitude of PSCS Overall, the PSCS generated by the four IFC ptsjare estimated at about
US$ 13 million This is the cumulated value of PSCS achievedhdutie 2007 — 2010 period, and
is expressed in 2010 dollars. As shown in Exhilittl#elow, the value of PSCS varies considerably
across the four countries, ranging from marginkds than US$ 1 million in Sierra Leone to US$
4-5 million in Rwanda and Liberia, with an internegé value of US$ 2.7 million in the case of
Burkina Faso.

Exhibit 4.2 Summary of PSCS (US$ million)
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Burkina Faso Liberia Rwanda Sierra Leone

Source: Country Reports

Sources of PSCSRegarding théype of savingscost savings are by far the main source of PSCS,
accounting for 75% of the total, and ranking firstall countries. Time savings are less important,
accounting for 21% of total PSCS, and play a sigaift role only in Rwanda and Sierra Leone.
Financial savings, associated with the postponemnnetite payment of certain taxes, are a modest
item, accounting for only 3% of total PSCS. Detatils provided in Exhibit 4.3.

" This point was raised in some comments from IFCtten PSCS methodology developed at earlier staayes,
therefore, the cost savings accruing to entrepmsngare excluded from the analysis. However, follmithe same line
of reasoning, the PSCS determined by the reduaiitegal fees associated with the introductiontafhdard documents
should also be excluded, while they are explidiigluded among PSCS in the relevant IFC Guidelifiénss, in the
opinion of the Consultant, results in a slight insistency in the definition of PSCS. In any eveiten the small
orders of magnitude involved, this inconsistencgsinot appreciably impact results.
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Exhibit 4.3 PSCS hy Type of Savings (US$ ‘000)

Country Cost Savings| Time Savings | Financial Savings | Total PSCS
Burkina Faso 2,236.7 288.3 197.6 2,722|6
Liberia 4,313.9 301.1 @ 4,614.9
Rwanda 2,965.2 1,890.6 228.0 5,083.7
Sierra Leone 532.0 343.8 16.1 891.8
Total 10,047.7 2,823.§ 441.6 13,313.1
Share 75% 21% 3% 100%

Totals may not add due to rounding
Source: Country Reports

In terms ofareas of activity almost three quarters of total PSCS were gertkekatgeforms in two
areas, namely trade logistics (40% of total PS@8)kausiness registration (33%). Reforms in trade
logistics are by far the main generator of PSCS in Libend #he second largest in Rwanda.
Reforms in_business registrati@me the main source of PSCS in Rwanda and Likmereh rank
second in the other two countries. Reforms conogrngéal estate transactioase the third largest
generator of PSCS, accounting for 14% of the t@adl play an important role in Burkina Faso,
where they are the main source of savings. Dedadiprovided in Exhibit 4.4.

Exhibit 4.4 PSCS by Area of Activity (US$ ‘000)

. Burkina Liberia Rwanda | Sierra Total Share
Areas of Activity
Faso Leone

Business Registration 415}4 784.8 2,398.3 769.9 4,361.4 33%
Construction Permits 2445 2453 9.4 0 499.2 4%
Real Estate Transactions 1,102.8 26.0 646.4 01,775.2 13%
Labor Market 28.6 Q @ ) 28.6 0%
Trade Logistics 399.5 3,560/8 1,416.8 0 5,377.1 40%
Other DB-related Themes 240.4 0 0 0 240.4 2%
Business Taxation 290.9 0 490.6 121.9 9034 7%
Business Licensing 0.4 0 1273 0 12.7 1%
Total 2,722.6 4,614.9 5,083.]7 891.8 13,3138.1 100%

Totals may not add due to rounding
Source: Country Reports

Determinants of PSCSIn generalthe bulk of PSCS originate from only a few reformeasures
This is particularly the case in Liberia, where @megle reform accounts for 66% of total PSCS,
and in Rwanda, where two reforms account for 70%otaill savings. In Sierra Leone, almost half of
PSCS are related to one reform. In Burkina Fase,distribution of savings is marginally less
concentrated, with the primary generator of PSG®waating for ‘only’ 40% of the total and two
other reforms accounting for more than 10% of biénhebome details on ‘high yield’ reforms are
provided in Exhibit 4.5 below.

Exhibit 4.5 Contribution of Specific Reforms to PSG

Country Two Main Contributors to PSCS Share of PSCS
Burkina * reduction of thead valoremtax on property transactions 40%
Faso » elimination of police escorts for containerizedftca 13%
Liberia * reduction of pre-shipment inspection fees 66%

» elimination of the fee to obtain an Import Permédaration 9%

» elimination of thead valoremtax on the declared capital of companies 47%
Rwanda . . AP .

» series of interrelated simplifications in tradeatet procedures and docs 23%
Sierra » elimination of the obligation to renew businessstgtions annually 48%
Leone » introduction of the Goods and Services Tax repladither taxes 14%

Source: Country Reports
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In practice, high values of PSCS are associated aihigh number of transactions and/or high
levels of taxation/feesdigh numbers of transactionsre primarily found in trade logistics, where
the number of import export transactions in anyegicountry may easily exceed 100,000 per year.
In such a case, even modest savings of, say, U8%LB per transaction, may well translate into
significant PSCS figures. High transaction numhmxs also be found in the case of registration
requirements, provided that they are of a recurtgme (e.g. the annual renewal of registration in
Sierra Leone). Instead, business licenses areatjpif the ‘one off’ type, and this explains toau
level of PSCS achieved by the projects in the afdausiness licensing reforrhligh taxation/fee
levels are typically found in real estate and construgtivhere the significant unit savings (in
certain cases, up to US$ 1,000 — 1,500 per transachore than compensate for the small number
of transactions (often less than 1,000 per year).

4.4 Selected Aspects

Macroeconomic Relevance of PSCSAn indication of the overall economic relevandeP&CS
achieved through investment climate reforms canlidained by comparing the amount of savings
to private operators with the size of the econoas/,measured by the Gross Domestic Product
(GDP) or, preferably, the GDP generated by thegbesector. As indicated in Exhibit 4.6 below,
earlier studies covering both middle and low incarnantries (MIC and LIC) suggest that PSCS
generated by investment climate reforms may accfmunip to 0.2% of private sector GBFhe
importance of PSCS is greater in the case of Mi@narily because of the significant savings
associated with reforms that impact enterprise atpmrs. PSCS are somewhat lower in LIC, where
significant savings are also associated with tharme of entry and exit conditions.

Exhibit 4.6 Macroeconomic Importance of PSCS — Red#s of Earlier Studies

PSCS as Share of Private Sector GDP Total PSCS as
Type of Countries Reforms of Entry Reforms of | Reforms of Business| Share of Private
& Exit Conditions Operations Taxation Sector GDP
Middle Income Countries 0.02% 0.20% 0.22%
Low Income Countries 0.06% 0.10% 0.01% 0.17%

Source: adapted from Liepina et al. 2009

In the case of the four countries analyzed, datgpivate sector GDP are not systematically

available and, therefore, PSCS were compared with GDP. Results for the years 2008 through
2010 are presented in Exhibit 4.7 below. The redatmportance of PSCS is greater in Liberia,

where they represent between 0.14% and 0.18% of, @DdPhare not dissimilar from the values

found in the earlier studies mentioned above. IraRda and Sierra Leone, values vary significantly
over time, with PSCS accounting for between 0.0 @.04% of GDP, with average values of

0.031% and 0.018%. The lowest values are foundunkiBa Faso, where PSCS accounted for more
than 0.01% only in 2010.

Exhibit 4.7 Macroeconomic Importance of PSCS — Fou€ountries Analyzed

Country PSCS as Share of Total GDP

2008 2009 2010 Average
Burkina Faso 0.003% 0.009% 0.013% 0.009%
Liberia 0.139% 0.180% 0.184% 0.169%
Rwanda 0.022% 0.030% 0.039% 0.031%
Sierra Leone 0.011% 0.018% 0.025% 0.018%

NB ratios were calculated on the basis of curraties of PSCS, net of compounding
Source: own calculations on IMF data and informafi@m country reports

8 Liepina S. et al.Show Me the Money II: From Concept to PractieC SmartLessons, May 2009.
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It is important to note that in all the countrié® telative importance of PSCS has been growing
over time To some extent, this is the result of negativeettpments in the denominator of the
ratio, as in recent times all countries experiengeiowdown in nominal GDP growth, with some
cases of decline in absolute terms (Burkina FastDbP and Sierra Leone in 2009 and 2010). But
the growing trend is also a confirmation that, iarnmy cases, investment climate reforms take time
to produce their effects and, therefore, the figyseesented here must be regarded as only initial
estimates of total benefits generated by the prajec

Possible Underestimate of Time SavingsAs indicated in Section 4.1 above, estimatesimét
savings associated with the reform of various ptaoces were largely based on information
provided by professionals active in relevant fie{dscountants, lawyers, clearing agents, etc.). In
practice, following the approach typically adopiedbtandard Cost Model (SCM) studies, the ‘staff
time’ devoted to the various procedures was eséichatith reference to a ‘normally efficient firm.’
Earlier studies have suggested this procedure esd/tb arunduly depress time savings, because
of the tendency to underestimate the time requitecbbtain information about the procedures to
be fulfilled.’ In particular, a case study on the issuance ofstcoction permits in Bosnia
Herzegovina compared SCM data with data from a Survey and found thatwhile the SCM
estimated only four to six hours of staff time, tiean from the survey data was 270 hours and the
median 50 hours(page 12). Some discrepancies between SCM datsarvey results were also
found in Madagascar, but in this case the diffeeem@s much smaller, withstirvey data ...
roughly 20 — 25% higher than the SCM estimategHerlicenses that could be directly compdred
(page 23).

It should be noted thalhe risk of underestimation with the SCM approacs lower in the case of
repeated transactionssuch as import export transactions or paymentagés, for which the
problem of collecting information is much less et than in the case of ‘one off’ transactions, as
in the case of building permits. Also, as suggestethe results of the survey in Madagastae,
discrepancy between SCM data and survey resultsikisly to be lower in less sophisticated
environments as transactions are likely to require fewer doents and checks from authorities. In
order to test the sensitivity of our results toas$ble underestimation of staff time requirements,
PSCS were recalculated under two different scesahnScenario 1, we quadrupled the staff time
associate with ‘one off’ transactions, while holgliie staff time required for repeated transactions
unchanged. In Scenario 2, we simulated a situditerthe one found in Madagascar, and increased
all staff time parameters by 25%. The results efdkercise are presented in Exhibit 4.8 below.

Exhibit 4.8  Sensitivity Analysis for Time Savings
Scenario 1: Quadrupling of staff time

Scenario 2: General 25% increase in

Country for one off procedures staff time
Effect on Time Effect on Total Effect on Time Effect on Total
Savings PSCS Savings PSES
Burkina Faso +162% +17% +25% +39
Liberia +301% +20% +25% +29
Rwanda +13% +5% +25% +99
Sierra Leone +95% +37% +25% +109

Source: Country Reports

In Scenario 1 the increase in time savings is quite signifio@etween +100% and + 300%) in the
three countries where benefits of reforms are predantly associated with ‘one off’ transactions,
Burkina Faso, Liberia and Sierra Leone. In confrastRwanda, where time savings are mostly
associated with repeated transactions in the tagistics area, the increase is much more modest.

° FIAS, How big is a rat’s nest? The challenge of B1&r Business Operations — a comparison of sudag and the
“standard cost model” to measure the burden ofifies and permits for businesses, June 2009.
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However, given the overall predominance of cosirggs/ this increase in time savings translates
into a growth of total PSCS that, while certainigt megligible (especially in the case of Sierra
Leone), does not alter significantly the overalitpie. In practice, only in Liberia would PSCS
increase by about US$ 900,000, whereas in the ditinee countries the increase would be on the
order of US$ 300 - 400,000. Bcenario 2 the increase in total PSCS is much smaller: amly
Rwanda would total savings increase by about US%000, whereas in the other countries the
increase would be at most US$ 100,000. On the widige the risk of an underestimation of time
savings certainly cannot be ruled out, it doesapptear to significantly influence our results.

4.5 Possible Medium Term Evolution

The possible evolution of PSCS over the medium temn over the next three — four years, can
only be assessed in broad, qualitative terms, ds itmpossible to predict the value of key
parameters. In generadn increase in the value of PSCS is to be expectasl the savings
associated with reforms already implemented shbaldradually supplemented by those generated
by reforms that were only recently approved. Exasph this respect include the cost and time
savings resulting from the launch of the new bussreqgistry in Liberia, and the financial savings
associated with the change of VAT payment modaliire Rwanda. However, it should be noted
that, following the approach adopted by the IFCdelines for the estimation of PSCS, trenefits
associated with the earlier reforms should be gratly eliminated from calculations The
rationale for this ‘phasing out’ is that after ataen number of years the reforms would have been
implemented even without IFC supp&ttThis ‘phasing out’ is particularly important inetttase of
Burkina Faso, where some reforms generating saamifi PSCS were implemented in the early
stages of the project (e.g. the reform of the prypeansfer tax, that was first reduced back in
2006), but estimates of PSCS for other countriegldvalso be progressively affected.

Medium term prospects in the four countries areraanzed in Exhibit 4.9 below. In general, over
the next 3-4 years, the total value of PSCS is &epeto decline in Burkina Faso and, to a lesser
extent, in Rwanda, whereas savings are expecteghtain broadly similar to the current levels in
Liberia and Sierra Leone.

Exhibit 4.9 Possible Medium Term Evolution of PSCS
Sources of PSCS Being

Country Additional Sources of PSCS ‘Phased Out’ Overall Likely Result
e Simplification of business e Business registration

licensing procedures (mostly time reforms (implemented Sianificant reduction

Burkina savings, probably of modest entity)  starting in late 2006) 9 )
C . : compared with 2008 —

Faso e Tax administration reform (mostly « Reduction of property 2010 level

time savings, with merit to be transfer tax (first reduction

shared with IMF) in 2006)

e Introduction of new business
registry and related reforms, suchl «  Early business registration
as the elimination of the annual re reforms (implemented in
registration (time and cost savings)  early 2008)

» Introduction of selective customs| ¢  Early construction permits

controls (mostly time savings, reform (i.e. the reduction of, No significant change
Liberia probably quite significant, given fee charged by the Ministry| compared with 2008 —

the high number of transactions) of Public Works achieved i 2010 level

e Introduction of a standardized deed early 2008)

for property registration e Reduction of the pre-

(presumably small cost savings shipment inspection (PSI)

given the limited number of fees (agreed in mid 2008)

transactions)

19 See IFC Guidelines, Section 5, last para, page 9.
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Tax administration reform (mostly
time savings, with merit to be
shared with IMF)

Change in payment modalities fo

Early business registration
reforms (implemented in
2008)

Marginal reduction

Rwanda VAT (only marginally considered Some simplification compared with 2008 —
in current scenario due to recent g‘ denaqlisnL:;?rsa;irzjﬁustoms 2010 level
gl(t):)ogggt/l;)enér;))os&bly US$ 600 - (implemented in 2008)

Establishment of the credit

reference registry (time savings)
Sierra Digitization of land records (time Business registration No significant change
Leone and cost savings) reforms (implemented in compared with 2008 —|

Establishment of commercial
courts (time and possibly cost

savings)

2007)

2010 level

Source: Country Reports
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5 IMPACT ASSESSMENT — ENTERPRISE REGISTRATION AND BUSINESS
FORMATION & FORMALIZATION

5.1 Introduction

Scope of the AnalysisEnterprise creation is essential for the conthdgnamism of a market
economy and a robust entry rate of new businessaasirumental in fostering competition,
innovation and, ultimately, economic growth and mieation. Accordingly, the improvement of
conditions for the establishment of new businesg&s a common feature of all the IFC projects
analyzed. The attention paid to the enterprise &bion process was paralleled by a significant
emphasis on the formalization of enterprises tret heen operating informally. The focus on
formalization was particularly strong in the twospaonflict countries, Liberia and Sierra Leone,
where the large majority of enterprises had beenaiimg informally for a long periott. Based on
the above, the analysis presented in this Seceafsdvithdevelopments in business demography
and is carried out at two levels. First, we invgstie developments in enterprise registratians
Then, we proceed to estimate the relative impodasfcthe two main ‘components’ of enterprise
registrations, namelthe creation of truly new businesses and the formation of informal ones

It is important to note that, as anticipated in tec 3 above, the analysis of the enterprise
formation process plays an essential role in th@eod of this exercise. In fact, as will be seen in
Section 6, the establishment of new businessesasppe be the single most important determinant
of incremental private sector investment and emplayt that can be associated to the IFC projects
under consideration.

Box 5.1 Definition of Formalization

Informality is a multidimensional phenomenon whiotay concern different aspects of the life of |an
enterprise. For the purpose of this Study, infoityas defined with reference to the registratidatss and,
therefore formalization means the inscription of a businedsat had previously been operating informall
in the relevant business registefo the extent that business registers operatmasstop-shops, enterpri
registration may also entail registration with taxhorities and/or social security. However, irs tBtudy tax
compliance is treated separately.

2
fD<

Causal Linkages Developments in enterprise registration are oftesociated with reforms in the
business registration regime. However, as alreadigipated in Section 3 abovéhe causation
chain is much more complex, involving the whole s#treforms that influence the investment
climate, as well as other exogenous factossich as the more or less buoyant conditions @f th
economy. Therefore, business registration refomwhde certainly an important factor in facilitating
enterprise creation, cannot be regarded as the, he@i@mone sole determinant. The causal link with
business registration reform is stronger in theeca$ formalization, as the streamlining of
procedures, the creation/strengthening of one-shap- registration structures, etc. significantly
reduce the costs of formalization.

5.2 Impact on Enterprise Registrations

Trends in Enterprise Registrations All the countries analyzed experienced an in@egs
enterprise registrations during the period of impdatation of IFC projects. The increase was

M For instance, in the case of Liberia, a key priofgiective was to lure [informal] firms back into the culture of
compliance after the conflict so that they can takiwantage of formal economic behavibi.iberia Private Sector
Development in Post Conflict Program, TAAS — PDS$Apwal, October 10, 2006.
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particularly strong irRwanda where the number of newly registered firms hdivefold increase
between 2006 and 2009, passing from fewer thanOlt@Osome 5,800 registrations/year. The
increase continued in 2010, albeit at a slower paazehing almost 6,100 new registrations for the
whole year. InSierra Leone the number of registrations more than doubledsipg from an
average of 1,800 in 2006 — 2007 to more than 3i8@W09, with a further increase to an estimated
4,300 in 2010. IrLiberia, the number of registrations passed from aboud(®j& 2006 to nearly
7,400 in 2009 and to an estimated 9,700 in 201@. imbrease was less markedBuarkina Faso,
where registrations oscillated between 3,600 a@@04during the 2006 — 2009 period, followed by
a significant increase to an estimated 4,600 irD2@&h overall presentation of trends in enterprise
registrations in the four countries is providedExhibit 5.1 below.

Exhibit 5.1 Trends in Enterprise Registrations

— =—Burkina Faso — =—Liberia
10,000 — == Rwanda - == SierralLeone 9,742
o
5 000 /
= y 7,029
S -— a6
()
o 6,000 5,232 / 5,808 6,071
9_: — 5,325 4,580
F) 3,955 3,632 3,825 ‘
g 4000 —_— — = = 4,276
E 3,573 = 7'/3,779 ‘
> 1,8(/
1,763 72,184
Z 2,000 L6 —
—or 1586
0 T T ‘ .
2006 2007 2008 2009 2010

Source: own elaborations on enterprise registrataia. For details, refer to Country Reports

Estimate of Incremental Enterprise Registrations The impact of investment climate reforms on
enterprise registrations was measured by compaaggtration data for the reform period with
those in the pre-reform situation. Only in the caB®&wanda, did the availability of a sufficiently
long time series allow the construction of a ‘caurfactual’ scenario, i.e. the situation that would
have prevailed in the absence of reforms. Thisdwa® by extrapolating the trend prevailing in the
pre-reform period and comparing those predictedeslvith actual values. In the other countries a
simple ‘before’ and ‘after’ comparison was mad@he exercise focused on the 2008 — 2010 period
and was carried out separately for two categoridsrs, namely enterprises adopting a corporate
form (basically limited liability companies) and terprises adopting simpler legal forms (sole
proprietorships and partnerships).

Results are shown in Exhibit 5.2 below. OverallC Iprojects are estimated to have contributed to
the registration of about 23,000 firmsof which more than 12,600 are sole proprietorstapd
partnerships and nearly 10,400 companies. The nuwfbeew registrations varies considerably
across countries, ranging from a minimum of abqR0Q in Burkina Faso to over 8,000 in Liberia
and Rwanda.

12 dmiittedly, this is a very crude approach, asiesinot consider the influence of other factorsaftampt was made
to use regression analysis, in order to controlfgtors, such as GDP growth, expected to impadhenenterprise
formation process. However, such an approach tuouedo be unfeasible due to data limitations,iae tseries for

registrations were typically available only forimited number of years. An attempt to do regressinalysis on the
basis of quarterly or monthly registration dataiftorease the number of observations) was frustratethe lack of

data with a corresponding level of detail for expleory variables (i.e. there are no quarterly onthly GDP figures

for the four countries under consideration).
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Exhibit 5.2 Estimate of Incremental Enterprise Regstrations

: Sole Proprietorships
Country Companies and Pa[rjtnershipsp Total
Burkina Faso 933 282 1,215
Liberia 3,214 4,959 8,173
Rwanda 5,728 2,302 8,030
Sierra Leone 507 5,096 5,603
Total 10,382 12,639 23,021

Source: own estimates based on enterprise regdatasFor details, refer to Country Reports

Determinants of Incremental Enterprise Registratiors. Differences in new registrations across
the four countries can be explained by a combinatib project and country-specific factors. In
particular:

e in post conflict countriesLiberia and Sierra Leone the surge in registrations is linked
primarily to the existence of an extremely largéimal sector, which created a significant
‘pent-up’ demand for registration. In this contekie strong emphasis placed by IFC projects on
formalization, including the implementation of awaess campaigns, clearly responded to a
latent need;

* in Rwandg the high number of new registrations appears doldogely associated with a
comparatively more buoyant economy (real GDP grgvaliout 22% between 2007 and 2010,
i.e. four to nine percentage points faster thaotirer countries), and the reform of the business
registration system acted as a facilitator;

* in Burkina Faso, an increase in business registrations had alrbady recorded in 2004 and
2005 and this probably contributed to attenuateartipact of IFC-supported reforms adopted in
the second half of the decade. In more generalsteBurkina Faso appears to be a country with
a relatively low ‘registration rate’ (fewer than @®5businesses registered per million
population/year, compared with more than 500 indtieer countries), and the comparatively
less dynamic economy (real GDP grew by only 13%veeh 2007 and 2010) did not help in
fostering the enterprise formation process.

Changes in the Nature of Registered Enterprisesd he increase in registrations was accompanied
by a change in the composition of legal status of busises, usually with a shift towards
corporate forms In Rwanda, limited liability companies had be&e preferred type of business
organization since the early 2000s, but preferdncecorporate forms increased significantly in
recent years: in fact, in 2009-2010 companies ateoufor 66% of all registrations (with a peak of
75% in 2010), compared with an average of 53% 62D. Corporate forms gained ground also in
two countries, Liberia and Burkina Faso, where ¥hst majority of operators still prefer sole
proprietorships and partnerships: in Liberia congamccounted for 33% of total registrations in
2009-2010, compared with 29% in 2006-7, while ink&a Faso the share of companies increased
from 15% in the mid 2000s to about 22% by the eniti@ decade. An opposite trend was observed
in Sierra Leone, where the share of companiesrogtiirom 33% of total registrations in 2006 —
2007 to less than 20% in 2009 — 2010, and partiguia a mere 16% in 2010. To some extent, the
increased preference for corporate forms in thmenities can be regarded as part of a ‘natural’
evolution towards more sophisticated forms of ddinginess, buteforms in the areas of business
registration and company law certainly contributed this developmentin fact, as the indicator
for the ‘ease of entry’ included in DB surveys makeference to the formation of limited liability
companies, IFC-supported reforms largely focusedtran conditions for the establishment of
companies. In this respect, the relative declineanporate forms in Sierra Leone is hard to explain
in a satisfactory manner, especially consideringt ih this country the registration regime for
limited liability companies was modified even marefoundly than in other countries.
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5.3 Impact on the Enterprise Creation and Formalizéion Process

Estimate of New and Formalized BusinessedNot all the enterprise registrations involved the
creation of new business operations. In fact, negistrations can be subdivided into three
categories, namely: (i) registrations that effegiviead to the start of new economic activities
(‘truly new businesses’), (ii) registrations thavolve the formalization of pre-existing operations
that had been operating informally (‘formalized inesses’), and (iii) registrations that, for vasou
reasons, do not lead to the start of any economgitvity (‘non-operational businesses’).
Information regarding the relative importance oédé three categories was derived from various
sources. In Burkina Faso, useful information wasvigled by a follow up survey of the cohort of
firms registered in 2007. In the case of Sierrarleeand Liberia, indications about the share of
formal and semi-formal enterprises that had beesparation before registering were derived from
the Informality Surveys carried out by FIAS (seéolg. In Rwanda, the information was retrieved
through interviews with registration officials apdvate operators.

Given the uncertain nature of the data (formaliaead non-operational firms cannot be measured
with precision), no attempt was made to providenpastimates and results are deliberately
presented in the form of two scenarios, namelya fijgh case scenario, incorporating upper bound
estimates for truly new businesses and lower bastinates for formalized and non-operational
businesses, and (i) a low case scenario, with gpogite composition. Overall, the reforms
supported by the IFC projects appear to have dangd to theestablishment of some 10,500 —
13,000 new businessemnd to theformalization of 9,000 — 11,000 firmsThe number of non-
operational firms could be estimated only for twautries, Burkina Faso and Rwanda, and is
expected to be on the order of 1,000 — 1,500. Eséignare presented in Exhibit 5.3.

Exhibit 5.3 Estimate of New, Formalized and Non-opational Businesses (rounded
numbers)

High Case Scenario Low Case Scenario
Countr Total
’ Tl\::l/)\// “emigllzze Ope,:l;t?onal Tl\zglv)\// FemiElizad Ope,:lst?onal

Burkina Faso 750 250 200 65( 300 250 1,200
Liberia 4,100 4,100 ..l 3,300 4,900 .| 8,200
Rwanda 5,200 2,000 80( 4,40p 2,400 1,2p0 8,000
Sierra Leone 2,800 2,800 . 2,250 3,350 ..| 5,600
Total 12,850 9,150 1,000 10,600 10,950 1,450 23,000

Source: Country Reports

As in the case of data on registrations, theresagmificant variations across the four countries.
Rwandais the country with the highest estimated numiiéraly new’ businesses, on the order of
4,400 — 5,200, accounting for 55% to 65% of newstegtions. Formalized firms are estimated to
account for 25-30% of registrations, while non-gpienal firms account for the remaining 10-15%.
Formalized firms are more common liiberia and Sierra Leone where they are estimated to
account for 50% to 60% of all registrations. Ingleountries, no estimate could be made regarding
the share of non-operational firms, and this magesshat inflate the number of new businesses. In
Burkina Faso, ‘truly new’ businesses are estimated to accoantttie majority of registrations,
ranging between 55% and 65% of the total. Formdlfeens are estimated to account for 20-23%
of registrations, while non-operational firms acsbudor the remaining 15-22%. While the
distribution is similar to that of Rwanda, absolatenbers are much lower, due to the much smaller
increase in registrations.
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Determinants of Formalization. Useful indications regarding the factors leadindormalization
can be derived from the Informality Surveys carmed by FIAS in the preparatory phases of IFC
projects in Liberia, Rwanda and Sierra Ledh@hese surveys investigated in detail the pros and
cons of informality and, of particular relevance émr purposes here, identified the factors thad le
informal firms to become formal. The factors leadito formalization can be classified in four
groups, namely:

» cost avoidance & defensive consideratiorassociated with the desire to avoid the costs
associated with informality, in the form of penedtiif caught and of bribes to be paid to remain
informal, and more generally, with the pressurertexk by government services and the
associated fear of retribution;

» considerations related to the conditions to be fléd for becoming formal (‘procedural
considerations’), which refer to the availability better information on the steps to be
undertaken, the reduction of the administrativedbarassociated with formalization, and the
realization that taxes (the single most importaatdr for being informal) are not as high as
envisaged;

» considerations related to the fact that formalizati was a necessary condition for expanding
the existing business presumably for visibility reasons (‘necessity siolerations’),
summarized in the statememtwanted to expand my business and needed to bdooma!’;

» considerations related to the greater opportunitieffered by formalization(‘opportunity-
related considerations’), associated with the figyi of having an easier access to credit, an
easier interaction with customers and/or suppliangl a better access to government services
(e.g. justice, police, etc.).

Results from Informality Surveys provide an indioatof the relative importance of the various
determinants for formalization. As shown in Exhibi#t below, overaltost avoidance & defensive
considerationsandprocedural considerationsargely dominate, cumulatively accounting for 70%
of the total of responses. There are, however, s@riations across countries, with cost avoidance
and defensive considerations being more importaritiberia, where they were mentioned as the
key factor for formalization by 42% of intervieweg@s whom, no less than 23% made reference to
the need of reducing bribes). Instead, procedunasiderations play a comparatively greater role in
Rwanda, where they were mentioned as the key féotadeciding to become formal by 46% of
interviewees. Sierra Leone is in between, with pdaral aspects playing a marginally more
important role than cost avoidance considerati@®/4 vs. 30%). Overallppportunity-related
considerationsare the most important factor for formalizing &% of cases. Their importance is
greater in Sierra Leone, where they are indicate@4%6 of respondents, whereas in Liberia and
Rwanda they account for 14-15% of responses. kinakcessity considerationare the least
important determinant of formalization, accountmy average for only 13% of responses. Again,
there are significant differences across countngth, the two post conflict countries posting highe
values (Liberia 19%, Sierra Leone 12%) than Rwgiiés).

13 See FIAS Liberia - Removing Barriers to Enterprise Formalize, Survey Repartune 2007; FIASSources of
Informal Economic Activity in Rwand&dlovember 2006; and FIASources of Informal Economic Activity in Sierra
Leone — Part I: Survey Repprdune 2006. The three surveys broadly followed stume approach, but with some
differences in terms of survey tools, implementatimodalities, and coverage. These methodologidéérdnces,
somewhat affect comparability of results, but tees not seem to have an appreciable influenceheramalysis
presented here.
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Exhibit 5.4 Determinants of Formalization

Motivations Liberia | Rwanda Slerra4 Average
Leone
Cost avoidance and other defensive considerations 42% 32% 30% 35%
Procedural considerations 25% 46% 34% 35%
Opportunity-related considerations 14% 15% 24% 18%
Necessity considerations 19% 7% 12% 13%
Total 100% 100% 100%

Totals may not add due to rounding
Source: own elaborations on FIAS Informality Surwvey

The above results have significant implications thus impact assessment exercise. On the one
hand, the great importance of ‘cost avoidance’ gmdcedural considerations’ providessalid
justification for business entry reforms in termd private sector cost savingénd, indeed, this is

in line with the results presented in Section 4vahyshowing that business registration reform is
one of the main generators of PSCS. Similar comgid®s can be made in the case of
formalizations based on ‘necessity considerationas,’the streamlining of business registration
procedures provides an additional benefit to bssiee that had decided to formalize anyhow. On
the other hand, the limited importance of ‘oppoitytnelated considerations’ in motivating the
decision to become formal clearly suggests fbahalization may lead to discrete changes in
economic behavior only in a relatively limited nurabof casesThis, in turn, casts some doubts
regarding the benefits in terms of greater econodyieamism (i.e. higher investment, higher
employment, and the like) that are often associttete enterprise formalization procéss.

5.4 Possible Medium Term Evolution

Medium term developments in the enterprise fornmagwocess cannot be quantified with any
acceptable degree of approximation, and only caialé considerations are possible. In gendal,
effect of reforms in the field of business registian is likely to be progressively reducekhdeed,

in 2010, a slowing down in the growth rate of régitons was observed in two countries, Rwanda
and Sierra Leone, where business registrationmefavere implemented at an early stage. Instead,
an increase in the registration rate can be enstsag the near future in Liberia, where the
automated business registry is expected to be faljlemented in 2011. In Burkina Faso, an
increase in registrations was observed in 2010 thedone-stop-shop is still in the process of
extending services to some provincial towns. Howetlee erratic trend of registrations recorded
over the last few years makes it impossible to fdate any prediction. Regarding the effects of
measures in other areas positive effect on formalization may result froreforms in business
taxation. Some countries are currently implementing fach@sy reforms, aimed at streamlining
administrative procedures and lowering the tax eartbr smaller enterprises, and this may well
induce some operators to come out of informalitgwdver, as the reform process is accompanied
by renewed efforts by tax authorities to incredse tax collection, and considering the relative
importance of motivations for formalization presshiabove, it would be difficult (if not outright
impossible) to distinguish between ‘voluntary’ dfatced’ formalization.

14 Data for Sierra Leone are not fully comparablethessurvey allowed for multiple answers. The datawn in the
table are own elaborations, with the share of nedpot to each question ‘normalized’ by the totalesponses.

15 The positive influence of formalization on grovisha recurrent theme in the literature, but initgé has been more
often stated than proved. For a recent review efahidence on the matter, see the Perry, GuilleEmdVilliam F.
Maloney, Omar S. Arias, Pablo Fajnzylber, AndrewNbason and Jaime Saavedra-Chandinfigrmality: Exit and
Exclusion The World Bank, 2007(especially chapter 6). Forearlier analysis, see USAIIRemoving Barriers to
Formalization: The Case for Reform and EmergingtBesctice March 2005 (especially Annex V — Statistical
Analysis).
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6 IMPACT ASSESSMENT — PRIVATE INVESTMENT AND JOB CR EATION
6.1 Introduction

Scope of Analysis and Causal LinkagesThis section deals with two of the most important
impacts that are expected to result from investmdimhate reforms, namelyrivate sector
investment generate(PSIG) andob creation(measured in terms of full time equivalent stdife
impacts were analyzed in relation to developmant®ir areas of intervention of IFC projects. In
particular:

* in the case oPSIG, impacts were assessed with reference to: (i)ldpreents in the enterprise
formation process, (ii) actions aimed at directygilitating private investment, namely through
the strengthening of investment promotion agenaredor sector specific initiatives, and (iii)
measures seeking to facilitate access to finance,

* in the case ojob creation the analysis covered the effects of developmientee enterprise
formation process and of investment promotion astiglus (iv) measures specifically aimed at
increasing the flexibility of the labor market.

Methodology - General Different approaches were used depending upomdhee of the causal
linkage considered. In the caseimipacts linked to the enterprise formation procesise starting
point is represented by the number of ‘truly newsinesses estimated in Section 5. The number of
new businesses was then multiplied by average-ii@wel parameters’ representative of investment
and employment at start-up (see below). Regartimpacts linked to interventions in other areas
(investment facilitation, access to finance, afmbtanarket reform), the analysis relied primarity o
data presented in project documents regarding é¢selts achieved by specific reforms. This
information was supplemented as necessary withestimates.

Methodology — Firm-Level Parameters Firm level parameters representative of investnasil
employment at start-up were derived from a vargdtgational and international sources, including
company registry records, enterprise surveys, eynptot surveys, and special studies. As in many
cases the data presented in the original sources avdy partly representative of the conditions of
newly established businesses, adjustments weraently made, based on qualitative information
on the characteristics of the enterprise sectdhénvarious countries. The parameters retained for
the analysis are displayed in Exhibit 6.1.

Exhibit 6.1 Firm-level Parameters
Average Investment per Average Employment

SR Firm (in US$) per Firm (# of people) CEMTEES
. Investment and employment parameters
. , 1.5 (trade and services) .
Burkina Faso 7,500 (all firms) 5 (other activities) Efﬂizd on survey of recently registered
L , ' Investment and employment parameters
Liberia 3,260 (all firms) 5 (all firms) based on Census arrl)d Zurvey%ata
1.8 (trade) Investment parameters based on
Rwanda 2,300 (sole proprietorship 16.5 (r.nanufacturin ) company registry records. Employment
11,500 (companies) 5 6 (other activities% parameters based on enterprise survey
' and company registry data
Investment parameter based on
. , ' enterprise survey data. Employment
Sierra Leone 4,600 (all firms) 6 (all firms) parampeter baseé/on census ar):d varidus
survey data

Source: Country Reports

It is important to note that, despite the efforepldyed, thefirm-level parameters used in the
analysis suffer from several limitationsAn obvious limitation lies in the frequent use of
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parameters applicable to all enterprises, irresgect their line of business, a consequence of the
lack of sufficiently detailed data at the sectorele Also, the lack of detailed data did not allow
calculating median values but only averages. Asdik&ibutions of employment and, especially,
investment tend to be heavily skewed towards higladues (a single greenfield investment in a
gold mine or cell phone operation is often wortbubands of investments made by micro enterprise
start-ups), the use of average values may welltresan overestimate. This is particularly theecas
in Rwanda, where the investment parameter for dichltability companies is much higher than in
other countries, both in absolute value (US$ 11.&@@pared with 3,260 — 7,500) and in relative
terms (25 times per capita GNI, compared with b%e8 in Burkina Faso which has a higher per
capita GNI, and 14-20 times in Sierra Leone ancetidy which have a significantly lower per
capita GNI).

Methodology — Enterprise Formation In estimating the impacts associated with thergnise
formation processpnly ‘truly new’ businesses were taken into accoumith exclusion of
formalized enterprisesThe rationale for excluding formalized enterpsise provided by the
analysis of motivations for formalization presentadSection 5, which suggests that in the vast
majority of cases formalization is pursued basettost avoidance considerations’ (i.e. in order not
pay bribes or to be exposed to fines), out of r@teé.e. in the case of those who have decided
anyhow to expand and can no longer hide their igtjvor because formalization has become
easier (i.e. simplified procedures, better infoiorativailable and the like). While these motivasion
definitely imply that formalization may lead to ¢@svings (duly accounted for in Section 4 above),
they are certainly not predictive of increasesnwestment and/or in employment. Even in the case
of the minority of businesses for whom the decidioriormalize is based on ‘opportunity-related
considerations’ (i.e. in order to have a bettereascto credit or greater access to government
services), formalization does not automaticallynstate into increased investments and/or
employment. For this to happen other, external timmd have to be met (i.e. bankers must really
adopt SME-friendly lending practices, governmentsmieally implement procurement policies
more open to SME participation, and so on). Howetles does not seem to be the case in the
countries under consideration. In particular, imeaf the four countries there was a significant
improvement in terms of an easier access to crdwbt,benefit most commonly associated with
formalization and a potential trigger of higher@stments® The above is ndb say that businesses
that became formal during the period under conatder did not make any investments and/or did
not hire any personnel, but simply that their ineant and recruitment behavior was not
significantly affected by their becoming formal. &g present analysis seeks to assess impacts in
incremental termghis justifies the exclusion of formalized firfitem the estimation exercise.

Time Frame. The quantification of impacts on investment antgp®yment focuses on the results
achieved in period 2008 — 2010. As already mentoire Section 3 above, investment and
employment are the variables for which the effec¢tsivestment climate reforms take more time to
materialize, due to the inevitable time lag in #i®lity of economic agents to adjust to changing
conditions. The analysis includes an assessmettiteofikely evolution of impacts in the medium
term, but due to obvious data limitations, thislddee done only in qualitative terms. Therefore, it
is important to stress that the quantitative esesm@rovided in this Section refer only to thiial
impacts, which are only part of the total impactrggrated by the projects

18 According to IMF data, interest rates remainedeghigh in the four countries, both in nominal tertaround 14-
16% in Burkina Faso, Rwanda and Liberia, nearly 30%ierra Leone) and in real terms (with a cougflexceptions,
due to sudden inflation bursts). As for other leigdconditions to small businesses, informationeméd through
interviews suggests that there were no significhahges (e.g. bankers still require personal gteeareven in the case
of loans granted to limited liability companies amallateral is still a multiple of loan value). Asresult, IMF data show
that the share of credit to private sector to GIRRi¢h also includes lending to families, e.g. fouking) has remained
broadly stable (sometimes with signs of declineyety low levels (10-12% in Burkina Faso, Rwanda &ierra
Leone, 16% in Liberia).
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6.2 Impact on Private Sector Investment

Impact Estimate - Developments in Enterprise Formabn. PSIG associated with developments
in enterprise formation is estimated to be in tiege ofUS$ 65 to 78 millionfor the 2008 — 2010
period. The lower and upper bounds of the rangeespond to the two scenarios regarding the
number of truly new businesses that are presemiesection 5 above. As shown in Exhibit 6.2
below, about 60% of the total estimated value ofemental private sector investment is generated
in Rwanda, i.e. between US$ 39 and 46 million. tidbeand Sierra Leone post broadly similar
results, with estimated private sector investmeatging between US$ 10 and 13 million (16%-
17% of the total), whereas the estimate for Burkf@so is significantly lower, at US$ 5 to 6
million (8% of the total).

Exhibit 6.2 PSIG Associated with Developments in Berprise Formation

Low Case Scenario High Case Scenario
Country — —
US$ million % US$ million %
Burkina Faso 5.0 8% 5.9 8%
Liberia 10.7 16% 13.3 17%
Rwanda 39.1 60% 46.3 59%
Sierra Leone 10.1 16% 12.6 16%
Total 64.9 100% 78.1 100%

Source: Country Reports

Rwanda’s superior performance is mainly due toghér rate of enterprise formation, but the high
value of the average investment parameter useddtmating investments by limited liability
companies significantly contributes to an increiasthe figure. If an investment parameter similar
to the one used for other countries (US$ 6,900ivatpnt to 15 times the value of per capita GNI)
were used, the value of Rwanda’s incremental pis&ictor investments would decline by about
40%, to an estimated value of US$ 23 to 28 million.

Box 6.1 — Effects of Inclusion of Formalized Enterpses - Sensitivity Analysis for PSIG

As indicated in Section 6.1, the estimate of PS#&oaiated with developments in enterprise formattdes
into consideration only the ‘truly’ new businessegh exclusion of formalized enterprises. As thggproach
may be regarded by some as exceedingly conseryatisert of ‘sensitivity’ analysis was carried oailso
including in calculations theenterprises that (presumably) underwent formalizati because of
‘opportunity-related considerations{see Section 5.3 above). In the case of Liberi@arRla and Sierra
Leone, the number of these enterprises was estintstsed on the results of informality surveys, Wwh
suggest that ‘opportunity-related considerationaynbe the prime motive for formalization of 15% aif
formalized firms in Rwanda, 24% in Sierra Leoned d4% in Liberia. In the case of Burkina Faso,|no
informality survey is available, and the shareioh$ undergoing formalization primarily for ‘oppartity-
related considerations’ was assumed to be equhétone estimated for Rwanda. The results of tleecese
are summarized in the table below.

c
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Low Case Scenario High Case Scenario
Country Truly New Includi_ng % Truly New Includi_ng %
Businesses | Formalized Businesses| Formalized
. Change . Change
Only Businesses Only Businesses
Burkina Faso 5.0 5.2 7% 5.9 6.2 5%
Liberia 10.7 12.9 21% 13.3 15.2 14%
Rwanda 39.1 42.3 8% 46.3 48.9 6%
Sierra Leone 10.1 14.0 36% 12.6 16.0 24%
Total 64.9 74.4 15% 78.1 86.3 10%

Extending the analysis to (part of) formalized emtises obviously increases PSIG, which reachesoatiaé
value ofUS$ 74 to 86 milliondepending upon the scenario, i.e. 10% to 15% tiane in the case with only
‘truly’ new businesses. Unsurprisinglihe increase is significantly higher in the post mitict countries,
due to the greater importance of the informal se@nd especially in Sierra Leone, where ‘oppotiuni
based considerations’ play a greater role in foatibn decisions. Instead, the effect is much lowe
Rwanda and Burkina Faso, with changes of 5% ta8pending upon the scenario.

Impact Estimate — General Investment Promotion Actiities. Initiatives aimed at promoting and

facilitating both domestic and foreign private istreent were implemented in Liberia, Sierra
Leone and Rwanda. The impact on PSIG achieved egethnitiatives can be summarized as

follows:

* in Liberia, there was a major increase in foreign direct stments, which between 2007 and

2009 passed from US$ 130 million to nearly US$ 4dllion. However, the increase is

attributable to half a dozen large scale operatiorise mining sector that are totally unrelated
to the activities of the IFC project. In fact, IF&sistance to the National Investment
Commission (NIC) was discontinued in the early stagf project implementation, because of

lack of commitment from the intended beneficiaryhefefore,no impact in terms of
increased foreign investments can be attributedhe IFC project
* in Sierra Leone comprehensive technical and financial assistaraeprovided by the IFC to

strengthen the capabilities of the Sierra Leoneestment and Export Promotion Agency
(SLIEPA). As a result of this work, a substantiatrease in foreign investors’ interest was
recorded during 2010, with about 130 active leadhe first semester alone. However, at the
time of fieldwork (mid 2010), no investment deatlizeen finalized yet. Therefore, at least at

this stageno increase in private investment can be creditedte IFC project
* in Rwanda significant support was extended to the Rwandael@@ment Board (RDB) to

increase the quality of services provided to inmesstProject documents indicate that, as a
result of this support, RDB was successful in rexg\9 projects that had remained dormant

for sometime, with an estimated investment of akd®8$ 127 million. However, about 95%
of this amount refers to a single operation, then¢d of the third mobile phone network,

whose implementation can hardly be attributed tdBRIassistance. Assuming that the other

investments can indeed be credited to the work @griRDB,investment promotion activities
can be estimated to have generated an investmdri S$ 5 million.

Impact Estimate — Sector-Specific Investment Promadn Activities. In addition to (or in

replacement of) the above general investment priomaictivities, in Liberia and Sierra Leone the
IFC projects undertook actions aimed at attractongign investors in selected sectors. The impact

on PSIG achieved by this stream of work can be samzed as follows:
* in Liberia, the support originally foreseen for the NIC wadirected towards the Ministry of

Agriculture, who required IFC assistance to attfaptign investors in the tree crop sector. The
support provided by the project led to the develepnof a model concession agreement, which
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has been used by the Ministry in negotiations tierrenewal of existing concessions and for the
granting of new ones. The model agreement certammgtitutes an important tool for attracting
or retaining foreign investment, and in this respibe impact is definitely a positive one.
However, as the value of concession deals alsondepen a variety of other factorany
attempt to quantify the impact of IFC activities winl be excessively arbitrary

* in Sierra Leone the IFC project provided transaction advisorywmes for the privatization of
the Cape Sierra Hotel. In particular, support wasviped to the National Social Security and
Insurance Trust of Sierra Leone in identifying pi@ investors/operators and in preparing a
transparent, competitive tender process. The temdsrsuccessful and in mid 2010 a group of
investors was awarded a twenty-one year concesagneement for the rehabilitation,
redevelopment, operation, and maintenance of thel.ndo official information is available
regarding the amount to be invested. However, basetypical investment cost parameters in
the hotel industry, the value @ésources mobilized thanks to the IFC assistancen dae
tentatively estimated on the order of US$ 15 — 2illiom. *’

Impact Estimate — Measures Aimed at Facilitating Acess to Finance Measures aimed at
facilitating access to finance were implementedRimandain the framework of the DB reform
component. In particular, the IFC project suppottes creation of a register of security interest in
movable goods and the establishment of a registambrtgages. Available information suggests a
varying degree of utilization of these instrumemigh a decline in the number of pledges registered
and an increase in mortgage registrations. Irrésf@eof the use of these instruments, in recent
years private sector lending has displayed anlasnof trend (peaking at 13.1% of GDP in 2008,
with a decline to 11.9% in 2009 and a partial rezgwto 12.7% expected to take place in 2010),
that appears to be related to other, more fundahefactors, such as the liquidity crunch
experienced in late 2009 and the accumulation of performing loans. Thereforap impact on
PSIG via improvements in the lending market can &scribed to the IFC project

Impact Estimate — Overall AssessmentA summary of the PSIG associated with IFC supgabrt
reforms is provided in Exhibit 6.3 below. Over&SIG are estimated to be in the rang&8f 75

to 90 million. The dominance of impacts connected with the nreasaimed at supporting the
enterprise formation process is not surprisingingknto account the limited results achieved (at
least in the short term) in other areas of intetioen

Exhibit 6.3 Summary of Impacts on Private Sector Inestment — 2008 - 2010 (US$ million)

C Developments in General & Sector Specific | Improved Access Total
ountry . . ) )

Enterprise Formation Investment Promotion to Finance
Burkina Faso 5-6 Not applicable Not applicable 5-6
Liberia 11-13 Positive but not quantifiable Not applieabl 11-13
Rwanda 39-46 5 None 44 - 51
Sierra Leone 10-13 5-7 Not applicable 15-20
Total 65 - 78 10-12 0 75- 90

Source: Country Reports

An indication of the macro economic relevance df Igrojects can be obtained by comparing the
amount of incremental investments generated wital forivate sector investments. Data for the
period 2008 — 2010 are shown in Exhibit 6.4 beltwe, upper and lower bounds corresponding to
the high case and low case scenarios.

" The Cape Sierra Hilton will be redeveloped intd-star hotel, part of the Hilton network, with appimately 200

rooms. Hotel development costs for upscale/luxustels are typically in the US$ 150 — 200,000 pesrmorange,

inclusive of the cost of land. Considering the tigty good structural conditions of the buildingfurbishment costs
can be estimated at about US$ 75 — 100,000 per.rborastments are expected to be spread over twndehalf of

2010 (one third of the total value, i.e. US$ 5-Tiom) and the first three quarters of 2011 (twodh).
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Exhibit 6.4 Macroeconomic Importance of PSIG

PSIG as Share of Total Private Investment

Country 2008 2000 2010 Average
Burkina Faso 0.1-0.1% 0.1-0.1% 0.4 -0.4% 0.2 -0.2%
Liberia 1.9-2.4% 3.7-4.7% 2.8 -3.6%
Rwanda 0.3 -0.3% 2.9 - 3.6% 3.8-4.4% 2.3-2.8%
Sierra Leone 1.6 -2.0% 2.6 -3.2% 5.3-5.8% 3.2-3.7%

Source: own calculations on IMF data and informafiom Country Reports

In Rwanda PSIG are estimated to account for about 2-3%otail fprivate sector investment over
the three year period, with significantly highefues in 2009 and 2010. These are quite respectable
figures, especially considering that PSIG are estidh with reference to ‘productive’ investments,
while in recent years total private investment. (itee denominator of the ratio) has been largely
driven by investment in real estate. However, tbBeult is significantly influenced by the
assumptions made regarding the firm level investrparameters, and the use of lower parameters
would reduce the relative importance of PSIG by-1%5 percentage points in both 2009 and 2010.
The contribution of IFC to investment is also sfgaint in Sierra Leone where PSIG are assessed
to account for about 3-4% of total private investimevith a peak of 5 — 6% in 2010, in connection
with the privatization of the Cape Sierra Hotel. the case ofLiberia, data on total private
investment are not available and PSIG were compartkdtotal credit to the private sector, which
in some cases can be regarded as a proxy for @rimaéstment® Subject to the margin of error
associated with this approximation, PSIG appegldag an important role in Liberia, accounting,
on average, for about 3 — 3.5% of the total. Mumhelr is the relative importance of estimated
PSIG inBurkina Faso, where they account for less than 1% of total gigvinvestment. This is
connected with the more modest dynamism of thergmée formation process and the absence of
any contribution from investment promotion acte#j which were not part of the IFC project. But
the low result is also due to the sheer size ofd#mominator that in two of the three years under
consideration was heavily affected by lumpy invesits in the mining sector. An important aspect
to be highlighted is that, in generdhe importance of PSIG increased over tim&hich may
considered as a further indication of the initiahacter of the estimates presented here.

6.3 Impact on Job Creation

Impact Estimate - Developments in Enterprise Formabn. The acceleration of the enterprise
formation process is estimated to have led to teaton ofabout 46,000 to 57,000 jolmsver the
2008-2010 period. As in the case of PSIG, the uppdrlower bound of the range correspond to the
different estimates of the number of new businesisas were established during the period. As
shown in Exhibit 6.5 below, impacts of comparablagmitude, i.e. between 13,000 and 20,000
jobs, were estimated for Liberia, Rwanda and Siegane. For the reasons already indicated, a
much lower value was estimated in the case of Barkiaso, with an additional 1,700 — 2,000 jobs.

8 In Sierra Leone, which has an economic structoreesvhat similar to Liberia, private sector creditsomewhat
lower than private sector investment. A similauatton was found in Rwanda, whereas in Burkina Fpswate sector
credit is significantly higher than private sedtorestment.
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Exhibit 6.5 Employment Associated with Developments Enterprise Formation

Country Low Case Scenario High Case Scenario
Number of Jobs % Number of Jobs %
Burkina Faso 1,700 4% 2,000 4%
Liberia 16,300 35% 20,400 36%
Rwanda 14,900 32% 17,700 31%
Sierra Leone 13,400 29% 16,800 30%
Total 46,300 100% 56,900 100%

Source: Country Reports

Box 6.2 — Effects of Inclusion of Formalized Enterpses — Sensitivity Analysis for Job Creation

As in the case of PSIG, the estimates of additimiz associated with the enterprise formation ggeavere
recalculated with the inclusion of (part of) formaled enterprises namely those that (presumably)
underwent formalization because of ‘opportunityatet considerations.” Results are shown in theetabl
below.

Low Case Scenario High Case Scenario
Country Truly New Including % Truly New Including %
Businesses | Formalized Businesses| Formalized
. Change ; Change
Only Businesses Only Businesses
Burkina Faso 1,700 1,800 7% 2,000 2,100 5%
Liberia 16,300 19,800 21% 20,400 23,300 14%
Rwanda 14,900 16,200 8% 17,700 18,700 6%
Sierra Leone 13,400 18,300 36% 16,800 20,800 24%
Total 46,300 56,000 21% 56,900 64,900 14%

Obviously, the inclusion of formalized enterprisesreases the estimated incremental employmenrt, avit
additional 9 — 10,000 jobs createdompared with the situation where only ‘truly’ wéusinesses ane
considered. The increase is particularly strongpast conflict countries, Liberia and, particularfierra
Leone, characterized by a larger informal secttiar@es are much less significant in Rwanda andiBark
Faso. It is worth noting that, as the firm-levelpdayment parameters in Liberia and Sierra Leonegaite
sizeable (respectively, 5 and 6 employees per fith@ overall increase is greater than in the c&d$eSIG,
with percentage increases in employment of 14-2d8tpared with the 10-15% in the case of PSIG (see
Box 6.1 above).

Impact Estimate — Investment Promotion Activities In Rwandg a modest contribution to
employment generation is provided by RDB’s actistito revive a small group of projects (see
above). Based on the data on prospective employheciared by investors at the moment of
registering their applicationshe number of additional jobs can be estimated doat 300 No
impact can be quantified in the caseodier countries either because the effects still have to
materialize (Liberia and Sierra Leone — see above}imply, because investment promotion was
not contemplated (Burkina Faso).

Impact Estimate - Labor Market Reforms. Initiatives specifically aimed at reforming thebbr
market were implemented in Burkina Faso and RwahdBurkina Faso, work on labor market
reform started in 2006, when the IFC project wadseddo assist the Ministry of Labor in drafting
two implementing regulations of the Labor Code.sTias followed by the adoption in 2008 of a
new Labor Code, which introduced a number of messaimed at increasing flexibility in the
utilization of the labor force, including the elimaition of restrictions on the renewal of fixed term
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contracts, the limitation of claims for damagescase of irregular dismissal, the shortening of
holidays for family reasons, etc. Anecdotal infotima collected during field work suggests that
some of the new measures are indeed used by popa&tors, who in particular tend to make
greater use of fixed term contracts. However, ltlais so far failed to translate into any appreciable
effect in overall employment levels. Rwandg an extensive review of the labor code took place
2009. Implemented with support from the so callB® ‘reform’ component, the new legislation
introduced several measures aimed at increasirgg faharket flexibility, including the removal of
restrictions on fixed term contracts, the adoptminstreamlined procedures for dealing with
redundancies, etc. So far, no information is abélaon the utilization of the new legislative
provisions (a survey to this effect is expectetacacarried out in 2011), but the qualitative evizken
collected during field work does not suggest antceable impact in terms of employment. Based
on the above consideratiortee impact of labor market reforms on employmentngeation was
regarded as negligible in both countries

Impact Estimate — Overall AssessmeniA summary of the additional employment associatéd w
IFC-supported reforms is provided in Exhibit 6.6dwe Overall, the incremental employment
somehow associated with the reforms supported Bypiojects is estimated to be in the range of
47,000 — 57,000 jobsAs in the case of PSIG, the bulk of impacts assoeiated with the
acceleration of the enterprise formation procesgreas investment promotion activities and labor
market reforms have so far failed to generate gnegpable impact.

Exhibit 6.6 Summary of Impacts on Employment Generaion — 2008 — 2010 (number of
jobs)

Developments in General & Sector-Specific | Labor Market
Country : : ] Total
Enterprise Formation Investment Promotion Reforms

Burkina Faso 1,700 — 2,000 Not applicable None 1,700 — 2,000
Liberia 16,300 — 20,400 None, in the short term Not applea 16,300 — 20,400
Rwanda 14,900 — 17,700 300 jobs None 15,200 — 18,000
Sierra Leone 13,400 — 16,800 None, in the short term Not applea 13,400 - 16,800
Total 46,300 — 56,900 300 0 46,600 — 57,200

Source: Country Reports

As in the case of PSIG, an indication of the masronomic relevance of IFC projects can be
obtained by comparing the estimated gains in enmpéoyt with data on overall employment.
Unfortunately, the information base is less soldrt in the case of PSIG, as data on total
employment are outdated and/or cover only parteflabor force, and this inevitably affects the
validity of the exercise. The situation can be swamped as follows:

* in Burkina Faso, according to data published by the Ministry ofuttoand Employment, total
formal employment was estimated to be on the asi&00,000 in 2007. Therefore, the 1,700 —
2,000 incremental jobs attributable to the IFC @cbpccount for about 0.3% - 0.4% of the total;

* in Rwanda according to the results of household surveydighdd by the Social Security
Fund, total non agricultural employment (both folmiad informal) was assessed at 927,934 in
2006. The 15,200 — 18,000 incremental jobs asstiaith IFC-supported reforms account for
1.6% - 1.9% of the total,

* in Liberia, the Central Bank of Liberia (CBL) estimated tdtaimal employment in the private
sector at some 90,755 in 2009. Therefore, the 06;3@0,400 new jobs linked to project
activities would account for 18% to 22% of the kokdowever, CBL data on total employment
display huge differences from one year to anothgtih(a 46% decline in 2008, followed by a
53% increase in 2009), suggesting the existencmethodology problems which may well
affect the significance of the above ratios;
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* in Sierra Leone the statistical institute estimates total emplegymin ten non-agricultural
sectors at 123,697 in 2007. The 13,400 — 16,80Riadal jobs attributable to the project would
therefore represent between 11% and 14% of the tota

An alternative measure of the macroeconomic relexari the impact on employment generation
can be obtained by comparing the number of additimbs with the total labor force, as estimated
by the IMF. In this case, the impact is greateLilveria, where the jobs created account for about
1.2% of the labor force, followed by Sierra Leofer$) and Rwanda (0.3%). The impact is much
lower in Burkina Faso, where the additional jobmebow associated with IFC activities account
for only 0.03% of the labor force.

6.4 Possible Medium Term Evolution

PSIG. Medium term developments in PSIG cannot be estunat¢h any acceptable degree of
confidence, and, therefore, only qualitative coestions are possible. The evolution RSIG
associated with the enterprise formation processl depend upon three main variables, namely:
() the rate of formation of new businesses, (i tate of investment, and (iii) the rate of matyal
among the existing enterprises. Regarding the foomaf new businesses, as indicated in Section
5 above, the effect of business registration refoisrlikely to progressively decline overtime, with
the possible exception of Liberia. This may well bempensated for by other factors but,
considering the very high growth in registratioasarded in the last few years in three countries, i
is not unreasonable to anticipate stabilizatiothanpattern of enterprise formation. The investment
rate is impossible to predict. As new and more stiglated business opportunities emerge, it is
reasonable to envisage an increase in the valtreafverage investment, while the most successful
among the recently established enterprises may @mdlage in ‘second round’ investments.
However, a number of firms will also fail, and aast a portion of their assets are likely to benak
over by survivors, thereby reducing the volume oErémental investment. Whatever the
developments in enterprise formation, future investt levels are likely to be heavily influenced
by conditions for accessing financeConsidering the current low levels of privateteedending,

an improvement appears certainly possible, butwisld only marginally be the result of reforms
undertaken by the IFC projects, which placed comipaaly little emphasis on this aspect.

RegardingPSIG associated with investment promotion acti\gtitnere appear to be significant
differences across countries. In Liberia, the pasitrend in foreign investments in the ‘enclave’
sectors is expected to persist, with the IMF apéitng up to half a dozen new concessions in iron
ore and palm oil production. But only the case afnp oil future investments can be partially
credited to IFC activity (in connection with the vééopment of the new model concession
agreement). In Rwanda, a high number of enquiries finvestors (to so called ‘registered
investments’) has so far failed to translate ingubstantial flow of investments. The government is
renewing its efforts to attract foreign investaiso building upon the positive image created lay th
investment climate reforms supported by the IFC @aflgécted in the outstanding performance in
terms of DB rankings, but it is impossible to prtdhe outcome of these efforts. In contrast, a
positive evolution is expected in Sierra Leone. é&ding to information collected during field
work, at least five large scale agricultural prégetave reached a fairly advanced stage of
negotiations. SLIEPA puts the value of these inwesitts at some US$ 500 million, a figure that
appears exceedingly optimistic. However, even amisig that only one similar project could
actually see the light, the total inflow would ntmsess be around US$ 150 million, a rather
respectable figure and multiple of the PSIG estauiaio far.

Job Creation. Medium term developments in employment generatienligely to be affected by
the same factors influencing PSIG and, therefdre,seme considerations largely apply. The main
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difference concerns the possible medium term impatabor market reforms whose immediate
impact has so far only been scarcely visible, bloictvin principle could start producing effects in
the future. However, it should be noted that evigeftom enterprise surveys in both Burkina Faso
and Rwanda (as well as in a number of other Afrmamtries) has consistently indicated that labor
regulations are not regarded to be a significartstasbe by the vast majority of businesses. In
particular, in the case of Rwanda, the enterpriggey carried out by the World Bank in 2005
demonstrates that labor regulations were considarsdynificant constraint by a mere 2.8% of
interviewees, while none of the 340 businesseseyery considered labor regulations as their main
obstacle. Similar results were obtained in Burkifaso, both in 2006 and 20890verall, these
results suggest that, while private operators @bNiously benefit from the greater labor flexibjlit
introduced by the IFC-supported reforms, the charbat these reforms may translate into a
positive impact on employment are slim.

19 See World BankEnterprise Surveys Country Profile — Rwanda 200807, and World BankEnterprise Surveys
Country Profile — Burkina Faso 2002009. The full report on the 2006 survey in BaekiFaso is no longer accessible
on the web, but key results can be accessed thidtmhwww.enterprisesurveys.org/
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7 IMPACT ASSESSMENT — TAXATION AND TRADE FLOWS
7.1 Introduction

This section reviews the available evidence regardiree impacts, namely: @mpliance with

tax regulations(in short, ‘tax compliance’), measured by the nembf enterprises fulfilling the
obligations imposed by the tax regime; {akx revenue generatedneasured in terms of resources
actually collected by tax authorities, and (inrrease in trade flowsmeasured in terms of value of
import export transactions. As indicated in SecBaabove, these impacts are classified by the TOR
as ‘product specific,” logically linked to projeeictivities in, respectively, tax reform and trade
logistics. This classification is appropriate iretbase of the increase in trade flow, whereas tax
compliance and tax revenue can also be affectechdbypns undertaken under other project
components. Even more importantly, developmenthéntarget variables are strongly influenced
by developments in the broader economic environniesit are completely unrelated to project
activities, and which in the case of trade flowseexs to the conditions of international markets.
The tenuous character of causal linkages betwegjeqbractivities and the evolution of relevant
variables also combines with the occasional diffies of data collection. As a result, it was
possible to achieve a quantification of the impactisieved in only a few cases and the analysis had
to be generally confined to qualitative considenadi

7.2 Impact on Tax Compliance and Tax Revenue

Scope of the AnalysisTax compliancerefers to the fulfillment by private sector operatof the
various steps envisaged by relevant tax regulatgunsh as the registration with tax authorities, th
timely submission of tax returns, and, most impuiia the actual payment of the amounts due.
Given the existence of different taxes (from ‘stamti profit tax to turnover tax and from the simple
patenteto value-added tax), in principle a separate amlyvould be required to assess the
compliance with various steps for each type of tdawever, in the countries under consideration,
information on tax compliance is typically very tdao obtain (more often than not simply because
proper records do not exist, especially for sma#libesses) and, therefore, the scope of the asalysi
is de factorestricted by data availability. In practical tex;nthe analysis is confined to one single
dimension of tax compliance, namely registratiorthwiax authorities for company taxation
purposes. Similar considerations apply in the aHsix revenue generatedvhich is to a large
extent (though not exclusively) a consequencettanpliance. In this case, the analysis focuses
on the evolution of two categories of tax revemaanely direct taxes (which include income and
profit tax), and indirect taxes (which encompassiows taxes on goods and services). In
geographical terms, the analysis is limited todbentries where IFC projects included a tax reform
component, i.e. Burkina Faso, Rwanda and Sierraé.eo

Causal Linkages In the case ofax compliance two causal linkages are considered. The first
refers to the impact of measures specifically airmaedaising the opportunity cost of tax evasion
(i.e. lower taxes making tax evasion less proféaldnd/or lowering the administrative burden
placed on enterprises and/or increasing awareieag tax obligations in the business community.
The second linkage is less direct, and relategftrms of business registration procedures, which
are expected to influence tax compliance by fatiiig enterprise formalization. However, it is
important to note that in the countries under abarsition the strength of these causal linkages is
weakened by two factors. First, the policy reforgerada in the field of taxation is largely dictated
by the conditionalities specified in the agreemenith the IMF, and this inevitably reduces the
importance of IFC interventions. Second, considgtirat weaknesses in implementation are a key
determinant of tax compliance (i.e. firms do noy paxes simply because they know they will not
be caught by the tax office), the positive consagas of better taxation and tax administration
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systems resulting from reform efforts cannot easidy separated from those achieved by tax
authorities through the greater pressure exerteusiness taxpayers. The valuetat revenue

generatedis largely associated with developments in tax gitance, and, therefore, the same
considerations apply. If anything, the causal imkhis case with the reforms supported by IFC is
even more tenuous, due to the comparatively grealeiplayed by other factors, namely the macro
economic situation and the tax collection efforepldyed by tax administrations, which may
significantly affect tax revenues even in the absarf any changes in the regulatory framework.

Estimate of Impact — Tax Compliance Available evidence on tax compliance, measurethby
number of businesses registered with tax authsyitie presented in Exhibit 7.1 below. For
comparison purposes, the exhibit also includes datanterprise registrations. It should be noted
that data on taxpayer registrations are not fudynbgenous. In the case of Rwanda, data refer to
businesses registered with the Rwanda Revenue AytiRRA) for the payment of the profit tax,
for both the standard and the simplified regime.Sierra Leone, data provided by National
Revenue Authority (NRA) refer to active taxpayensi aot to registrations. In the case of Burkina
Faso, data provided by tHgirection Générale des Impo(®GI) refer to all business taxpayers
included in the central data base, without anyherrgualification.

Exhibit 7.1 Recent Trend in Registrations with TaxAuthorities and Business Registrations

Burkina Faso Rwanda Sierra Leone
Years Registered | Change in New Registered | Change in New Active Change in New
Business Registered | Businesses| Business | Registered | Businesses| Business Active Businesses
Taxpayers Taxpayers | Registered | Taxpayers | Taxpayers | Registered | Taxpayers | Taxpayers | Registered
2006 9,318 N 3,573 9,757 +5,689 1,070 . . 1,763
2007 4,999 -4,319 3,95b 17,008 +7,251 1,586 3,377 . . 1,864
2008 4,761 -23§ 3,632 21,177 +4,169 2,184 3,626 9+424 3,094
2009 5,396 639 3,779 27,043 +5,866 5,808 4,064 4438 3,825
2010 Q1 .. . . | |- 5,020 +9%6 1,241

Source: Country Reports

Overall, the trend in tax compliance has been gdlyepositive with some differences across

countries. The situation can be summarized asvistio

* in Burkina Faso, the number of taxpayers registered with DGI shawsoscillating trend (a
decline between 2006 and 2008, seemingly the redulie cleaning up of records with the
elimination of inactive taxpayers, followed by amciease in 2009), which is completely
uncorrelated with developments in enterprise regisins. An extensive tax reform was passed
at the beginning of 2010, with the simplificatioh several taxes and the restructuring of tax
administration services, but the effects of thdsmnges on tax compliance are not yet visible. It
should be noted that the reform is primarily theuteof a protracted policy dialogue between
the government and the IMF, within the frameworktioé Poverty Reduction and Growth
Facility. While the reform incorporated some recoamalations formulated by the IFC project,
it is clear that whatever improvement in tax corapdie may result, should be credited primarily
to the IMF;

* in Rwanda the number of business taxpayers registereddserkdramatically, passing from
fewer than 10,000 in 2006 to 27,000 in 2009. Thegamexpansion of the tax base is primarily
attributable to the efforts deployed by tax authesi namely through a series of ‘tax payer
recruitment’ campaigns. By facilitating the fornzatiion of informal firms, the reform of
business registration procedures contributed texgansion of the tax base, but, overall, new
registrations accounted for less than 50% of ineral taxpayers registrations. Also, there are
elements suggesting the existence of a sort oéfsevcausality,’ i.e. informal businesses caught
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by the tax office are induced to undergo formahfiregistratiorf° A series of recommendations
to improve the administrative aspects of businagation were formulated by the IFC project
during 2009 and their implementation is fairly watlvanced. Aimed at easing the interaction
between tax authorities and business taxpayerse timeasures are expected to facilitate
voluntary tax compliance. However, as the focusnghe improvement of internal procedures
at RRA, their impact can only be of an indirectunat and therefore it is difficult to distinguish
from the general efforts to expand the tax bas®lby, in 2010, changes were introduced in the
modalities of payment of the VAT, by enabling smalkinesses to make quarterly rather than
monthly payments. This alleviated the financialdmur placed on private sector operators (as
indicated in Section 4 regarding private sectot easings), but its influence on tax compliance
is impossible to assess;

* In Sierra Leone the tax base also expanded, with the number tfeataxpayers increasing
from about 3,400 in 2007 to over 5,000 in the figstarter of 2010. Again, the trend is
completely uncorrelated with that of business ttegfi®n, although in this case the situation is
the opposite of that found in Rwanda, i.e. the naimdf incremental taxpayers is lower than
new registrations, which certainly suggests a nmatgimpact of business registration reforms.
Instead, the tax awareness campaigns implementetdebiFC project in late 2009 and early
2010 had a more direct and visible effect, and lwarcredited with arestimated 350 — 550
incremental taxpayer registrationsAnother visible impact was achieved in the fiefdndirect
taxation, where, following the tax reform passedamuary 2010, no less than 1,700 business
taxpayers registered for the payment of the newdS@md Services Tax (GST). However, the
merit of this development can only be partly credito the IFC project, as the introduction of
the GST, was a key conditionality of the agreenmegjotiated by the government with the IMF,
while the practical implementation of the reformswextensively supported by the DFID.

Overall, the reforms supported by IFC projects ethy positive role in raising the level of tax
compliance. However, in Burkina Faso and Rwanda, dbntribution appears to be rather limited
and/or cannot be quantified, due to the presen@ditional concomitant factors. Instead, a more
significant role was played by IFC in Sierra Leone.

Estimate of Impact — Tax Revenue Generatedd summary presentation of the developments for
the main components of tax revenue in recent yisgsovided in Exhibit 7.2 below. As in the case
of tax compliance, a generally positive trend cambticed, although with some differences across
the three countries.

Exhibit 7.2 Recent Trend in Tax Revenue Mobilizatio (as share of GDP)
vears Burkina Faso Rwanda Sierra Leone
Total Direct Indirect Total Direct Indirect Total Direct Indirect
2007 12.5% 3.09 6.7% 11.6% 3.9% 5.8%
2008 12.1% 2.89 6.6% 11.8% 4.5% 5.8% 10.1% 310% %3.9
2009 12.4% 2.79 7.1% 13.1% 4.7% 6.5% 10.4% 219% %4.4
2010 13.0% 3.39 7.2% 11.7% 4.6% 6.1% 11.5% 219% %95.1

Keys: Total: total tax revenue; Direct: total dirésexes; Indirect: total indirect taxes
Data for Rwanda refer to fiscal years (i.e. 20G@nseto 2006/2007).
Source: own elaboration on data from various IMBrtoy reports

% For instance, in 2009 there was a nearly full espondence between incremental taxpayers (+5,866)naw
registrations (5,808), suggesting the expansiotihéntax base was almost entirely attributable teettgpments in the
enterprise formation and formalization process. Eteav, there is also evidence that in the same geamsiderable
share of new registrations with tax authoritiesevactually the result of ‘taxpayer recruitment’ gamgns carried out
by the RRA. In particular, as indicated in RRA doants, part of the newly registered taxpayeveré captured after
a recruitment exercise that was conducted in difiezones of Kigali City through the bloc managensgatem. At the
end of June 2009, the taxpayers registered durireg iloc management operations alone were” J&RA, RRA
Performance Report First Semester208Agust 2009, pages 5 and 6).
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In general, the evolution is driven primarily by ena economic developments and by efforts to
increase tax collection deployed by tax adminigirat, which typically constitute a key
conditionality for the continuation of IMF assistan Given the limited influence exerted on tax
compliance, inRwandaand Burkina Faso, the impact of IFC projects on tax revenue, fothbo
direct and indirect taxation, appears to be ndgkgso far. In both countries reforms were only
recently introduced, and a positive influence manerge in the future, but for the reasons indicated,
its quantification appears scarcely feasible. budtea positive impact can be noticed Srerra
Leone regarding both direct and indirect taxes. Asdoect taxes, the positive influence of tax
awareness campaigns on tax compliance is estinbatbdve resulted in aimcreased revenue of
US$ 1.4 to 2.1 millioncorporate tax and tax on self-employment). Indhage of indirect taxes, the
GST significantly contributed to increase revemaet 4.4% of GDP in 2009 to a projected 5.1% in
2010. In particular, in 2010, GST is projected i@ld/a revenue of about US$ 62 million, compared
with the US$ 56 million raised in 2009, with @amcremental revenue of about US$ 6 million
However, as already mentioned, the merit of thisemental revenue must be shared with the IMF
and the DFID.

Box 7.1 A Special Case — Savings in Public Expendiie in Rwanda

The analysis presented above is concerned withinipact of IFC projects on public finance through
increased revenue mobilization. It is interestingnbte that in one case IFC projects led to comedigt
equivalent results by favoringraduction in public expenditureThis is the case in Rwanda, where the |FC
project played an instrumental role in rationalizigovernment plans for the development of ‘special
economic zones.’ IFC work on SEZ was largely mdédaby the existence of the two competing project
the Kigali area, namely the Kigali Industrial Panktiative and the Kigali Free Trade Zone projemtth
expected to receive significant financial suppastrf the government. The analysis carried out byptlgect
highlighted the high risks of cannibalization betwehe two initiatives and led to a better priadtion of
government efforts. As a result of IFC advice, 01@, the government decided to turn down a redoest
cash infusion from the Kigali Industrial Park, wahestimated savings of US$ 9 million

[72]

7.3 Impact on Trade Flows

Scope of the AnalysisAs indicated in Section 3, this is not a standarpact indicator included in
the IFC M&E system and for analytical purposes #swdefined to encompass both import and
export transactions, with reference to merchanttiade. In geographical terms, the analysis is
limited to the countries where IFC projects inclddetrade logistics component, i.e. Burkina Faso,
Rwanda and Liberia.

Causal Linkages IFC work in trade logistics is expected to peslly impact trade flows by
reducing the costs and time associated with thewsrsteps of the trade logistics chains. The
existence of a causal link between trade flowsteantsportation and handling costs can be regarded
as a fairly established fact and does not requuehelaboration. Instead, the link between trade
flows and the ‘time factor’ requires some qualifioas. In fact, while there is a growing body of
literature acknowledging the importance of the é&ifiactor’ in general (i.e. inclusive of transport
time, customs clearance, port handling, etc.) iterdeining trade flow$! some recent work
suggests that the time required to handle admatigér procedures may have a relatively modest

2L n this respect, classical references are Humri€ise as a Trade Barrier”, Purdue University, momduly 2001;
Simeon Djankov, Caroline Freund, Cong S. Pham,difigaon Time”, mimeo, January 26, 2006; and Poittugaerto
and John Wilson, “Why Trade Facilitation MattersAérica”, World Bank, Policy Research Working Papéir19,
20009.
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influence compared to delays experienced in othesg@s of the trade logistics chain, namely in
inland transport timé& This has important implications for this analysi®cause most of the
activities of IFC projects were aimed at reducitg ttime spent in handling administrative
procedures (customs clearance, issuance of impporelicenses, issuance of letters of credit,)etc.
while inland transportation time, being primarilyfemted by infrastructural constraints, were
largely beyond the scope of IFC intervention. Tvilbep aspects are worth noting. First, as in the
case of the tax related variables indicated abibweresults achieved by IFC projects are often not
easy to separate from those resulting from otheodmterventions. This is especially the case with
Liberia and Rwanda, where customs reform (an eissadment in improving the performance of
the trade logistics chain) was actively supportgdsdéveral donors, with the provision of technical
assistance and the financing of essential infregira (e.g. the purchase of scanners for more
effective controls). Second, and most importard,titne and costs associated with the various steps
in the trade logistics chain are only two of thenydactors that influence the direction and
magnitude of trade flows, such as demand and prareitions in international markets, the
existence of special trade agreements, etc. Therefo order to assess the relative importance of
improvements in trade logistics it is necessarguid econometric models capable of handling the
full set of factors that influence trade flows. UOritinately, these models are extremely data
intensive, and their use is infeasible for the ¢Bas under consideratidi.

Estimate of Impact The scale of activities in trade logistics catraut by the IFC projects varies
considerably across the three countriesBimkina Faso, work on trade logistics started only in
2009 and so far has only concerned relatively matgaspects, such as the elimination of a few
import-export documents and the discontinuationpolice escorts for containerized goods. In
RwandaandLiberia work began in 2008 and activities covered a walgge of topics, including
the elimination of certain fees (e.g. the reductbthe pre-shipment inspection fees in Liberihg t
reduction in paper work for customs clearance, g¢hmination of certain documents, and the
simplification of certain procedures (e.g. the adiggtion of two payments into a single step in
Rwanda). While these improvements resulted in cianable private sector cost savings (as already
illustrated in Section 4 above)p significant impact could be detected in terms tohde flows
Given the impossibility of using sophisticated amiahl techniques, this assessment is obviously a
tentative one. However, it seems justified by gagéire considerations regarding the composition of
trade flows in the countries concerned. In facpagts largely concentrate on a limited number of
agricultural and mineral commodities (i.e. cottowd gold in Burkina Faso; coffee, tea and minerals
in Rwanda; rubber and timber in Liberia), whose f@enance is primarily explained by
developments in production and world markets. Simdonsiderations apply to import flows,
which mostly concern basic goods, such as foodatudfoil products, whose evolution is driven by
domestic economic growth, and capital goods, whesed is largely influenced by foreign direct
investments. Under these conditions, it is diffitalenvisage that modest changes in time spent by
operators in clearing customs or in performing pdaministrative tasks in the logistics chain may
have any appreciable impact on trade flows.

22 See Freund, Caroline and Nadia Rocha, “What CainstrAfrica's exports?” World Trade OrganizatioBconomic

Research and Statistics Division, miméanuary 2010.

% yUsually, studies on the subject make use of gadwit models, which require extensive datasets radet
relationships, plus information on a variety of@tlaspects, such as the physical distance, lef&dsiffs. As these data
are available only on an annual basis, this appraacfeasible for only a large pool of countriesdatannot be
meaningfully replicated at the country level or &osmall number of countries, as is the case here.
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8 CONCLUDING REMARKS AND RECOMMENDATIONS
8.1 Introduction

This final section is devoted to a summary presgemadf key findings and to the formulation of
some recommendations which may prove useful fouréutinvestment climate operations. In
particular, Section 8.2 recaps the estimates oiowarimpacts, reviews the differences across
countries and identifies their possible determisarection 8.3 formulates some comments
regarding the impacts potentially associated witlire IFC actions in various areas of intervention
(e.g. investment promotion, business licensing,).eBection 8.4 develops some recommendations
of a methodological nature, regarding the seleaiwah practical utilization of impact indicators and
areas for further analytical work.

8.2 Magnitude and Determinants of Impacts

Magnitude of Impacts. A summary presentation of estimated impacts avided in Exhibit 8.1
below. The upper part refers to absolute valuesenthe lower part presents ‘normalized’ values,
with reference to the relevant variables (e.g. P&€Share of GDP, etc.), in order to account fer th
different size of the four economies. Only the ietgafor which quantitative estimates could be
achieved for all the projects are considered. Bidudes tax compliance, tax revenue, and trade
flows, for which only partial estimates and/or dtaive considerations could be formulated. It is
important to reiterate thastimates presented below refer to the period ugth®end of 2010, i.e.
they refer to the ‘initial’ impacts, with exclusiorof medium term impacts that could only be
assessed in qualitative terms

Exhibit 8.1 Summary of Estimated Impacts

Impacts S Liberia Rwanda Sl Total
Faso Leone
Absolute Values
PSCS (US$ million) 2.7 4.6 5.0 0.9 13.2
Enterprise Registrations 1,200 8,200 8,00( 5,600 23,000
New Businesses 700 3,700 4,800 2,500 11,700
Formalized Businesses 300 4,500 2,20( 3,100 10,100
PSIG (US$ million) 5.4 12.0 47.7) 16.6 82.7
Jobs Created 1,800 18,350 16,250 15,100 51,500
Normalized Values

PSCS as % of GDP 0.01% 0.17% 0.03% 0.02% 0.03%
Enterprise Registrations per 1,000 Populatiop 0.08 1.28 0.8(Q 0.98 0.61
New Businesses per 1,000 Population 0.04 0.58 0.4§ 0.44 0.31
Formalized Businesses per 1,000 Population 0.02 0.70 0.22 0.54 0.27
PSIG as % of Total Private Investment 0.2% 3.2% 2.5% 3.7% 1.4%
Jobs Created as % of Total Labor Force 0.03% 1.19% 0.34% 0.72% 0.34%

NB In the case of impacts for which estimates arthé form of ranges, mid point values are preseRSIG data for
Liberia refer to two years and are normalized wdtlal credit to private sector
Sources: own elaborations on data from Country ReptMF and World Development Indicators

The magnitude of impacts associated with IFC inmesit climate operations varies considerably
across the four countries, and significant diffeemexist depending upon the indicator used. In the
case ofPSCS the impacts achieved in Burkina Faso, Rwanda%eda Leone, although clearly
different in absolute terms, are of the same ooflenagnitude if expressed in normalized terms, i.e.
0.01% to 0.03% of GDP, whereas Liberia stands atht & significantly higher value, 0.17% of
GDP. A different ranking is found in the caseather impacts with Liberia and Sierra Leone
posting the highest normalized values, closelyofedd by Rwanda, whereas much lower impacts
are found in Burkina Faso. These differences caexmptained with reference to various factors,
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related to the characteristics of the environmenwhich the projects were implemented and, to a
smaller extent, project design.

Determinants of Impacts — Operating Environment In the case ofPSCS differences in
performance are primarily attributable to startounditions in the four countries (i.e. the level of
bureaucratic burden or of out-of-pocket costs inggogpon businesses) and to the ability to secure
support for the effective implementation of propbseforms. For instance, the higher than average
PSCS in Liberia (accounting for 0.17% of GDP) aggély attributable to a single reform, the
reduction of the pre-shipment inspection fee, whibking applicable to a large number of
transactions (a key condition for reforms to geteetsagh PSCS), accounts for two thirds of all
PSCS alone. If this reform had not been ‘availat&CS would have dropped to 0.05% of GDP,
which is higher than what was achieved in otheméaoes, but on the same order of magnitude.
However, the existence of reform opportunities rirfiig potential for cost savings is obviously not
enough. In fact, opportunities have to be seized itimely manner and reforms have to be
effectively implemented, which was not always thee: For instance, in Sierra Leone, PSCS could
have been higher if some of the reforms promotethbyproject had been effectively implemented,
and not simply enacted. In the cas®tbfer impacts post conflict conditions, with the ensuing need
to rebuild the economy, clearly fueled the entegpriormation process, which in turn drove up
investment, as witnessed by the high results (lative terms) achieved in Liberia and Sierra
Leone. Therefore, the post conflict status of antig) while certainly making operating conditions
more difficult, also provides significant opportties for improvement. Instead, the influence
exerted by the overall quality of the investmemmelte, as measured by the progress achieved in
terms of DB indicators, is not clear cut. This asgibly a factor for Rwanda, which was the DB star
performer over the last few years, but not in tlasecof the other three countries, which all
improved their rankings by 15 to 20 places over It few years, and still show different
performancé?

Determinants of Impacts — Project Design Differences in impacts appear to be only loosely
correlated with project design. For instance, reaclinkage can be established with one of the
aspects explicitly mentioned by the TOR as a pakakplanatory variable, i.e. tre@option of a
multi product approach In fact, all the projects analyzed were multiquot operations, covering a
fairly broad range of themes, and three out of f@he only exception being Burkina Faso)
combined the provision of policy advice with antigion building/strengthening element. Similar
considerations apply for the more or less heamphasis placed on DB reform®©ne might be
tempted to associate the lower performance achigvBdrkina Faso with the fact that this project
was more focused on improvement of the DB indicgtdrut upon examination of impacts
generated by non DB-related actions undertakehearother countries, it appears that results were
not significantly better. In general, the abilitygenerate impacts, especially PSCS, increased with
the adjustments in project configuration introduckaing implementation. This is certainly the
case for the addition of the trade logistics congmnn Liberia and, to a smaller extent, of the
business taxation components in Rwanda and Bufkasa. In this sense, the adoption deaible
approach while not explaining differences in impacts asra®untries, is certainly a positive
feature. This is especially the case when the eatation was aimed atsponding to very specific
needs which were also typically associated with strongerest and commitment from
beneficiaries. Good examples in this sense ar&dneaction support provided for the privatization
of the Cape Sierra Hotel in Sierra Leone and thvisady services for SEZ development in Rwanda,
which achieved considerable results.

% Reference is made to the DB 2010 rankings, becthese€011 rankings are affected by the eliminatiérthe
‘employing workers’ indicator, which significantjepressed Burkina Faso’s position.
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8.3 Considerations Regarding Future Operations

Enterprise Creation and Enterprise Development All projects involved the reform of business
registration which resulted in non-negligible PS&%® contributed to (not solely determined) an
increase in PSIG. However, there are indicatiora this type of reform may have entered the
phase of declining marginal returns. In Liberia aBcrra Leone, the backlog of informal
enterprises is in the process of being clearedewhiRwanda and Burkina Faso the advantages of
further cuts in the number of days to register aterprise are likely to be small. Under these
conditions, future IC operations may consider sigftthe emphasis from enterprise creation to
enterprise development. In this respect, two amasmtervention offering good opportunities
include: (i) measures aimed at facilitating acdesnance, and (ii) provision of advisory services
for enterprise growth. In particular:

» Access to FinanceSo far, the theme of facilitating access to foehas only been marginally
addressed by the projects. In fact, only in Rwamda support provided for the establishment of
registers for mortgages and pledges. Conditionsaaéoessing finance remain very difficult in
the four countries and future IFC investment clienaperations might consider additional
actions aimed at creating the basic conditions uppert bank lending to SME and/or at
promoting the adoption and utilization of otherafiitial instruments (e.g. leasing, which is not
yet available in Liberia and Sierra Leone and sagrased in Rwanda and Burkina Faso);

e Support to Enterprise Growth Facilitating the creation of new enterprises ertanly
important, but it is even more important to enghia, once established, enterprises continue to
operate and grow. The range and quality of suppervices available to micro and small
enterprises is still relatively limited in the foaountries, and this negatively impacts survival
rates and, particularly, growth rates. Over thergethe IFC has developed an invaluable
experience in the field of business developmentises for SME, including the development of
specific tools like the SME Toolkit. Therefore, dii¢ operations might well consider leveraging
this experience, with the inclusion of actions aina¢ strengthening the capabilities of existing
enterprise support structures.

Investment Promotion. The impact of IFC interventions in investmentragion (including SEZ
development) cannot be fully appreciated at thagestand the US$ 10 - 12 million mobilized thus
far in two countries is hopefully only a fractiohwhat could be raised in coming years. Subject to
this caveat, there are indications that sectoriBpleematic actions (e.g. support to privatizatio
tourism in Sierra Leone) might perform comparagvbeétter than broad-based capacity building
initiatives. Therefore, in designing future IC prags, it could be advisable to place comparatively
greater emphasis on more focused investment promactions, concentrating on key sectors
and/or following a value chain approach. In additigreater synergies could be sought between
investment promotion and work in other areas adérivegntion (e.g. in trade logistics and business
licensing), with a potentially multiplicative effecThe adoption of an integrated sector/value chain
approach could also increase the quality of théogiee with private operators and enhance the
visibility of IFC actions.

Business LicensingReforms in the area of business licensing haskelgd limited results in terms
of PSCS, and no impact could be detected in tefmmcoeased investments. To a large extent, this
is not surprising considering that: (i) all the emptrise surveys carried out in recent years clearly
indicate that business licensing does not constaunajor obstacle for private sector operatord, an
(i) very few business licenses present the feat(repetitiveness, large numbers, etc.) that are
necessary to generate substantial PSCS. In getiegag considerations militate against placing a
strong emphasis on business licensing reform iaréubperations. However, this is subject to a
qualification regarding sectors where product dyalienvironmental and public safety
considerations play an important role and/or wipgreate operations coexist alongside public ones
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(e.g. education and health care). In fact, in thesetors it is not uncommon that licensing
requirements are set at excessively high standamdsmlesale imported’ from more advanced
countries, and/or are unduly influenced by poweafudl politically connected groups, with obvious
negative consequences to entry conditions and madmpetition. In similar situations, well
focused IFC interventions could play a very useflé in reducing the risk of over ambitious
regulation and/or of ‘regulatory capture.’ In termisSimpacts, tangible results may not be easy to
demonstrate due to the small numbers involved anbkcrause the benefits of increased
competition may not be immediately apparent, bistshould not discourage action.

Trade Logistics. Reforms in trade logistics present a peculiarasion. On the one hand, they are
the most important source of PSCS, accounting 86 4f total estimated savings. Some of these
savings are partly attributable to concurrent ativies financed by other donors and, in some cases,
they mostly accrue to intermediaries (clearing #g)erather than to operators, but results are
nonetheless quite respectable. On the other haadinbe and cost savings achieved in the handling
of administrative procedures do not seem to haesgtea any influence on trade flows and, given
the time insensitive nature of the bulk of merche@drade in the four countries, this is likely to
remain the case in the future. However, opportesitor achieving significant impact beyond PSCS
appear to exist if future IFC projects were to agtactivities to address broader issues affechieg t
trade logistics chain. In this respect, an area ofégr significant opportunities is the organizatio
of the road transport sector, where uncompetitraetices and technical inefficiencies are directly
or indirectly responsible for a large portion ofetlextremely high costs faced by landlocked
countries like Rwanda and Burkina Faso. Interverstion this area may cover a broad range of
themes (harmonization of axle-road regulationgnielation of anticompetitive regulations and
practices, design of financial products specificalimed at facilitating fleet renewal, etc.), andym
offer a good opportunity for synergies with othemponents.

Business Taxation Tax reform is an inherently complex area, giviea need to balance opposite
but equally legitimate interests. The emphasis qaby IFC projects on the improvement of
administrative aspects of business taxation (raten on taxation levels) is fully appropriate itas
allows delivery of results potentially useful footh taxpayers and tax authorities. Equally positive
was the role of tax awareness campaigns, whichtlgrbalped to disseminate information and,
particularly, to reduce the antagonism between lheiness community and tax authorities.
Regarding future operations, there is little dotiat in the coming years the scene will be
dominated by a renewed effort by tax authoritiesuidher expand the tax base and to increase
revenue mobilization. In this context, a continoatof IFC work would help balance the public
finance considerations with the needs of the bgsim®mmunity. Impacts are unlikely to be very
high and, in some cases, may take time to matagiatiut as in the case of business licensing this
should not be sufficient reason to discourage actio

8.4 Recommendations on Methodological Aspects

Selection of Impact Indicators Not all the impacts analyzed in this Report apeadly relevant for
investment climate operations, as in some casesdihgal link between IFC interventions and the
target variables is too tenuous to allow for a nreginl measurement. This is particularly the case
of tax compliance, tax revenue generated, and tfémlgs, whose variations are primarily
determined by other factors, with IFC actions pigya residual role. Thereforiiture investment
climate projects could usefully focus on four ‘corémpact indicators namely: (i) PSCS, (ii)
PSIG, (iii) job creation, and (iv) enterprise creatformalization. Thether three impacts could be
used on a case by case basmhenever the nature of interventions is such tihateffects of IFC
projects can be meaningfully disentangled from iothetors. This could be the case, say, of actions
that aim to improve the trade logistics chain ireafc lines of business (e.g. export of fresh
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vegetables or cut flowers), tax awareness campaigrspecific geographical areas and/or for a
specific tax (e.g. awareness campaign for VAT tegi®n in provincial towns).

Regarding the core indicators, the following corsatdions apply:

PSCS The methodology for estimating PSCS enshringtienGuidelines appears to work well
and will constitute a very useful tool for futunevestment climate operations. One remaining
conceptual issue refers to the treatment of certast savings that involve a transfer from
different private actors. As indicated in Sectioraldove, the Consultant was advised not to
consider cost savings that represent a transfer Wworkers to employers. At the same time, the
Guidelines include the reduction in legal fees asded with the introduction of standard
documents (e.g. templates for articles of incorpond in PSCS, which also represent a transfer
within the private sector. For the sake of consisge it would be preferable to exclude any
savings that involve a transfer among private dpesarom calculations of PSCS. Regarding
practical aspects, the collection of data will rema daunting task (especially in the case of
time savings which are sometimes so small that atpes have difficulties in providing
meaningful estimates) but the availability of betb@seline data will hopefully improve the
situation (see below);

PSIG. In estimating PSIG, attention should be paid ltathee drivers of private investment,
including the enterprise creation process, theltesfiinvestment promotion actions (be they of
a general or sector-specific nature), and improvemén access to finance. In case future
projects aim to support enterprise developmensagested above), the investment behavior of
existing, and not just newly established entergriséould also be considered. It is quite clear
that in certain cases determinants of PSIG maylawde.g. an investment may be undertaken
due to both promotional actions and easier aceoesgetlit), while at the same time the focus on
specific ‘drivers’ may underestimate the effectsaofieneral improvement of the investment
climate. However, this problem appears to be inesole, at least until sufficiently large and
detailed datasets become available to allow foneewtric analysis at the country level. As this
is unlikely to happen in the near future, estimgtiSIG is bound to remain more art than
science for quite sometime;

Job Creation The ‘drivers’ of job creation are essentially teme as those of PSIG and the
same considerations apply. One possible differentee effect of reforms aimed at increasing
labor market flexibility which however are unlikely produce significant impacts, as indicated
above;

Enterprise Creation/FormalizationAs already explained in Section 3 above this tiutes a
special case, because on the one hand it can aeleegas an impact in its own right, and on the
other hand it constitutes an essential input fimeding PSIG and job creation. The number of
enterprises registered is already included in thedard M&E system for IFC operations as an
outcome indicator. However, in order to highligtite t various aspects of the enterprise
creation/formalization process, the number of tegi®ns could usefully be complemented
with the addition of three related indicators:tfig number of truly new businesses created, (ii)
the number of formalized businesses, and (iii) thember of new/formalized businesses
surviving after a certain number of years. This ldallow a much better understanding of the
enterprise demography but is contingent upon tladahility of additional data (see below).

Practical Aspects in the Handling of Impact Indicabrs. As indicated in Section 3 above, the
analysis of M&E tables reveals some weaknessdseithandling of impact indicators, whiatiter

alia prevent a meaningful comparison with ex-post tesuh the case of future operations, it is
important that indicators be used in a more coasismanner, with systematic indication of
baseline and target values, and a clear indicaifowhether targets are expressed in incremental
terms or refer to the absolute values to be acHiei&kso, it is essential that baseline values,dtsrg
and results inserted in M&E tables be accompaniecrb explanation of how the figures were
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arrived at, with indication of the sources usece fhopulation affected, and the methods of
calculation used. As the format of the M&E tablesSupervision Reports does not seem to allow
for the inclusion of notes or comments, it is recoended that a separate note is appended or at
least that explanations are inserted in the se¢cGomments on the development results achieved
this reporting period.’

Further Analytical Work . In the four countries under consideration, thewdedge of how the
enterprise sector operates and evolves is stiltdonLarge scale surveys, such as such as thedWorl
Bank Enterprise Survey, provide useful informatoona number of aspects, but they do so only at a
certain point in time and therefore provide liitisight on evolutionary aspects. The same appbies t
data from business registers, which tell us abweibirth of firms but do not record their subsedquen
evolution, how much they invest, how many peopkythire, and more importantly, whether they
survive and for how long. The limited knowledgetloése dynamic aspects has important negative
implications from an impact assessment perspedivé, makes the analysis of key impacts such as
investment and employment particularly difficultdatentative. Under these conditions, future IFC
operations might consider the possibility of commpdmting operational activities with some
analytical work aimed at gaining a better undeditag of the evolution in the enterprise sector. A
useful area of research is representeddhort studieswhich focus on the evolution of groups of
firms that were established at the same momenteXample in this respect is provided by the
survey carried out in 2010 in Burkina Faso, whidtiected useful information on demographic
aspects (i.e. the operational status of firms) @petational parameters (i.e. amounts invested since
establishment) for the cohort of enterprises regist in 2007 The performance of similar surveys
at the beginning and end of projects (or in casmmder durations, every couple of years) would
greatly contribute to improving the accuracy of anpestimates and could provide useful inputs for
orienting operational activities.

% Maison de I'Entreprise du Burkina FasBtude sur le profil des créateurs d’entreprisesd&valuation de la
mortalité des nouvelles entrepriseRapport provisoire, June 2010. The survey wasdam a sample of 295
enterprises based in two main economic centersg&ileigou and Bobo Dioulasso representing aboutfa®edarget
population of 3,284.
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ANNEX A — METHODOLOGY FOR ESTIMATING PRIVATE SECTOR COST SAVINGS
A.1l Introduction

The methodology adopted for estimating PSCS buifus the preparatory work done in the earlier
stages of the Assignment and presented in a sepaportt® The approach presented here also
takes into account the work done by the IFC onnesfient of M&E indicators for investment
climate projects and more specifically the methodgldeveloped for estimating aggregate cost
savings accruing to private operatdtst is worth noting that the IFC methodology waveleped

in an ex-ante framework, whereas this exercise tad@p ex-post perspective. As will be
demonstrated below, this involves some modificaion the definition of variables and in
calculation procedures.

A.2 Taxonomy of PSCS

Three types of PSCS have been identified, namely:

* reduction inout of pocket expenseassociated with the abolishment/simplificationceftain
procedures (“cost savings”);

* reduction in theiime spent by private operatoia dealing with certain procedures that have
been abolished/simplified (“time savings” or “saysnn the opportunity cost of time”);

* reduction in thefinancial burden related to changes in the payment profile for asert
procedures (“financial savings” or “savings in tiyportunity cost of money”).

Cost savinggefer to two items, namely: (i) the eliminatiorduetion of certain fees (stamp duties,
service fees, etc.) and (ii) the elimination/reduttof the need to rely on service providers for
certain formalities (e.g. elimination of notarizatifor certain documents, development of standard
articles of incorporation or memorandum of assammtwith ensuing elimination/reduction of the
need for legal advice). These two effects are foiench wide range of areas of intervention, from
the registration of buildings (i.e. reduction oétproperty transfer tax) to contract enforcemest (i
reduction of fees for filing a commercial case aquu).

Time savingsrefer to the gains in terms of opportunity costlaifor resulting from regulatory
simplification and/or from the adoption of improvedganizational models for certain services.
This is, again, relevant for a wide range of adaatervention, from business registration (egaa
result of the establishment of one-stop-shop fasl) to taxation (e.g. whenever payment of taxes
via bank rather than at the tax office is accepted)

Financial savingsresult from the reduction in the financial burddrouldered by private operators
as a result of changes in the payment modalitiesddain fees or taxes. For instance, in Burkina
Faso the government recently reduced the amounhtakpayers have to pay in order to file a tax
appeal, and this provides some cash flow advantagesterprises.

A.3 Estimation Procedure
In analytical terms, estimating PSCS is quite aightforward exercise as it essentially involves th

multiplication of a ‘price element,’ i.e. the sagsachieved in one particular case, times a ‘qtyanti
element,’ i.e. the number of relevant observatioefgrred to as ‘transactions.’

% Report #2 — Methodological ReppAugust 12, 2010.
2 |FC, Guidelines for Aggregate Cost Savings Templatei¢has.d. (but August 2010), hereinafter referred date
‘IFC Guidelines.’

65



The nature of th@rice elementdepends upon the nature of the reform under ceratidn. In the
case of_cost saving®.g. the elimination of a certain fee or tax, thmpact can generally be
ascertained quickly. However, when the fee or sagxpressed iad valoremterms (e.g. property
transfer tax equal to a certain percentage of #ilaevof the property) it is necessary to make
reference to the value of the good on which theofetax is levied. The value of time savirigghe
result of the multiplication of time saved than&satcertain reform (expressed in terms of hours) by
the unit value of labor (expressed in hourly td&or costs, i.e. inclusive of benefits, social
security, and taxes). Finally, the value of finahsiavingds determined by multiplying the amount
of payment deferred, thanks to a certain reformthleyrelevant interest rate.

The nature of thguantity elementi.e. the number of transactions, also varies ni@ipg upon the
type of reform considered. In certain cases, dg.registration of newly established firms, the
number of transactions coincides with the numbezaminomic agents affected by a certain reform.
In other cases, e.g. the payment of VAT, the numblertransactions is the result of the
multiplication of the number of economic agentsthg number of times these agents have to
undergo a certain procedure. In yet other casgsthe checking of trucks at the border, thereois n
a priori rigid relationship between the number of econoagents and the number of procedures,
and the number of transactions must be measuregaendently.

Two further aspects are worth highlighting:

* PSCS are calculated for the whole life of the Ritojas benefits may occur at different points
in time, in order to properly aggregate annual @alit is necessary fwoceed to compounding
taking the terminal year of the Project as refegepaint. This is done using the relevant real
interest raté®

e some costs incurred by private operators (e.g. &b taxes on specific transactions) are
deductible for profit tax purposes, and this reduttee burden of complying with regulations.
Therefore, in order to calculate the net impactedbrms, it is necessary taljust the savings
considering the relevant profit tax rateHowever, this does not apply to economic agents
registered under ‘simplified’ tax regimes, typigalhvolving the payment of turnover taxes
and/or of lump sum taxes.

A.4 Practical Issues

While the method of calculating PSCS is relativalyple, significant practical problems arise for

various reasons. This is particularly the caseost savings and time savings. In particular:

» Cost SavingsThere are two main issues related to this typoldfd®SCS. First, sometimes data
for the baseline situation refer only to partialglevant situations. For instance, in the case of
the registration of enterprises, the benchmark feegided by the DB Reports refer to the case
of a limited liability company. However, in severauntries the majority of newly formed
enterprises are sole proprietorships. This meaatsbéseline data for enterprises not adopting a
corporate form had to be reconstructed;

* Time SavingsIn this case, baseline data are usually misdd) Reports typically record the
delays, not the time spent in performing the vagidasks) and reconstructing the baseline
situation after 3 to 5 years is made difficult lagihg memories. Data obtained from companies
and professionals are often at odds with each othigéh wide variability. This means that
calculations are inevitably based on fairly rouglireates. Coherent data on labor costs are also
difficult to gauge, given the huge differences iage levels across various types of enterprises.
In principle, there is also a conceptual problem determining the hourly wage of an

% This represents a departure from the IFC Guidsimich recommend the discountin§savings to the baseline
year. The difference is obviously due to differpetspective adopted, which is ex ante in the IF@@ines and ex
post in this exercise.
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entrepreneur who ‘by definition’ does not receiveage. However, this is largely a theoretical
problem as most entrepreneurs in the countriesredvare merely ‘survivalist entrepreneurs,’
whose income is often lower than that of employedke formal sector.
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ANNEX B — SOURCES OF PRIVATE SECTOR COST SAVINGS

In this Annex we summarize the reform measuresntaki® account for the calculation of PSCS.
Reform measures have been grouped in the homogemeeas of activity illustrated in the Main
Text in Section 2.

Exhibit B.1 Burkina Faso - Summary of Reforms Geneating PSCS

Reform Area | Specific Measures Generating PSCS

Business Registration and Formalization

Business » elimination of the need to register the articlessdociation with tax authorities and
Registration - abolishment of related fees

Companies » reduction in costs for the publication of formatiootice

e reduction in registration fees
e consolidation of procedures for publication of fation notice with registration process
» elimination of separate registrations with tax auities and employment agency

Business e reduction in registration fees

Registration — Sole | «  elimination of separate registrations with tax awities and employment agency
Proprietorships

Business Licensing

Private Schools * simplification of documents to be submitted fousce of license

Licensing » delegation of licensing inspection to regional diceates

Procedures

Construction Permits

Establishment of » consolidation of various procedures (permissiomfraunicipality, etc.) into a streamlingd
CEFAC and Related process

Measures » reduction in the fee payable to fire departmentfwcking of the fire safety plan

e reduction in the fee for carrying out soil studies;
« elimination of technical check carried out by tieection Générale de ’Amenagement du
Territoire and abolishment of related fee

Real Estate Transactions

Property Transfer e reduction ofad valoremtax on property transfer

Taxation and e elimination of the need to get permission for ttamsfer of property from municipality
Procedures and abolishment of related fee

e consolidation of procedures related to valuati@péttions and fee payment

» reduction in fees for valuation inspections andtesl registration

Labor Market Regulation

Work Contracts » elimination of need for employers to get a visarfrihelnspection du Travailor new
Registration work contracts

Procedures

Other DB-related Themes

Court Awards » elimination ofad valorenfees for the registration of court decisions

Registration

Procedures

Business Taxation

Tax Appeals * reduction from 100% to 25% of the deposit requiefile an appeal against assessments
Procedures made by tax authorities

Tax Payment e introduction of possibility to pay taxes via ban&risfer

Procedures » improved organization of tax offices for the dirpalyment of taxes

Trade Logistics

Control Procedures | « elimination of police escorts for containerized dso

Import Export « prolongation of validity of two import-export docemts from 6 months to 12 months
Documents
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Exhibit B.2 Liberia - Summary of Reforms GeneratingPSCS

Reform Area

| Specific Measures Generating PSCS

Business Registration and Formalization

Business » introduction of standardized forms for articledraforporation, potentially eliminating
Registration — legal service fees
Corporations » elimination of the obligation of having all new lnsss sites physically inspected by thq
Ministry of Commerce
» improvement of services through the establishméatane-stop-shop structure
Business » improvement of services through the establishméatane-stop-shop structure

Registration —
Sole Proprietorships
& Partnerships

Unofficial costs —
All businesses

reduction of bribes annually paid for maintainingiaformal status

Construction Permits

Building Permit
System

reduction of fee charged by the Ministry of PublNorks for building permits
replacement o&d valorentfee levied by Monrovia City Corporation for congttion
authorizations with a lower fee (per square foot)

introduction of a standard check-list for obtainganstruction permits

elimination of the need to obtain a tax waiver ptmobtaining a permit

reduction of both value and incidence of bribeslai getting a construction permit

Real Estate Transactions

Property
Registration System

elimination of the obligation for entrepreneursitify Bureau of Internal Revenue of tit
transfer upon registration
elimination of the US$ 10 ‘unofficial’ fee to getcapy of seller deed

Trade Logistics

Import procedures

removal of the fee to be paid to the Ministry ofn@aerce to obtain an Import Permit
Declaration (IPD)

removal of the requirement for shipper to pay duegtfor custom officers attending
arrival/off-loading of ships

reduction of the pre-shipment inspection (PSI) fees 1.5% to 1.2% of FOB value
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Exhibit B.3 Rwanda - Summary of Reforms GeneratinPSCS

Reform Area

| Specific Measures Generating PSCS

Business Registration and Formalization

Business » elimination ofad valorenfee of 1.2% on declared capital, replaced withféa
Registration - » elimination of mandatory notarization of compangde and articles of incorporation
Companies e elimination of mandatory publication of charter

e elimination of separate registrations with tax auities and social security

» improvement of services through the establishméatane-stop-shop structure
Business e elimination of separate registrations with tax auities and social security

Registration — Sole
Proprietorships

improvement of services through the establishmé&atane-stop-shop structure

Business Licensing

Environmental
Impact Assessment

publication of a list of pre approved experts fog performance of environmental impac
assessment

Licensing of
Clearing Agents

simplification of procedures for the renewal oklises

Road Worthiness
Tests

improvement of operating conditions for the runnirigests

Tax Clearance
Certificates

Introduction of the possibility to obtain Tax Claace Certificates online

Construction Permits

Building Permit
System

reduction of fee for deed plan and modificatioruoit fees for construction permits
improvement of services through the establishmé&atane-stop-shop structure for
sizeable buildings

Real Estate Transactions

Property
Registration

elimination ofad valoremtax of 6% on property value, replaced with fla fe
elimination of mandatory registration of sale cantrwith tax authorities

Land Titles Transfer
System

elimination of three steps in the procedure anctlatted out-of-pocket costs

Business Taxation

VAT Filing and
Payment System

enablement of quarterly (instead of monthly) fikrend payments for tax payers with a
turnover up to RWF 200 million

Trade Logistics

Customs e introduction of self assessment system and elinginaif various customs documents
Documentation (arrival notice déshabillageexit note and cargo release order)

Import Export « elimination of import export licenses issued by Waional Bank of Rwanda
Licensing

RBS Fee Payment

System

consolidation of payment of RBS fee into the custde® and duty collection process
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Exhibit B.4 Sierra Leone - Summary of Reforms Genating PSCS

Reform Area | Specific Measures Generating PSCS

Business Registration and Formalization

Business » elimination of the obligation that the Memorandund drticles of Association be
Registration — prepared and signed by a solicitor
Corporations » elimination of the renewal of the business regigiralicense

e elimination of the need to obtain an Exchange Gdmermission

e elimination of the tax advance payment

» improvement of services through the establishméatane-stop-shop structure
Business e elimination of the renewal of the business regigirelicense

Registration —
Sole Proprietorships
/ Partnerships

elimination of the tax advance payment
improvement of services through the establishmé&atane-stop-shop structure

Component #3 — Tax

Administration

Introduction of the
Goods and Services
Tax

replacement of seven different taxes by the new tax
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