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ABSTRACT 

 

Business regulations play an important part in economic development; however they 

sometimes may appear excessive and impede efficient development of business sector.  

Therefore, to create a healthier business environment, many countries launched regulatory 

reforms. In this paper, I examined whether the changes or reforms of business regulation 

influences economic growth (GDP Per Capita Growth and GDP) and to understand how 

different kinds of business regulations affect economic growth differently. My hypothesis 

is that effective reform of business regulation has a positive effect on economic growth. 

And this paper finds two main conclusions: (1) Countries should launch regulatory reforms 

to boost their economies, especially in low- or middle-income countries; (2) Countries 

should focus on certain areas of regulatory reforms, such as getting electricity and paying 

taxes. 
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1. Introduction 
 
           For developing countries, economic growth is a crucial instrument of alleviating 

poverty and enhancing the quality of people’s lives (OECD, 2010). Although there is no 

one right strategy for encouraging economic growth, many scholars have reached 

conclusions that certain factors such as human capital (Hanushek, 2013), rule of law 

(Haggard, 2010), competitive markets (Godfrey, 2008) are widely considered to be very 

important.   

            Among those factors crucial to economic development, laws and regulations are 

especially important because they set the standards and rules of conduct that businesses 

follow while operating. They also represent levers that policymakers can control 

(Divanbeigi, 2015). These laws and regulations are usually the results of good intentions 

of governments, for example trying to protect the rights of workers and investors, and 

ensuring the quality of commercial goods and so on. However, sometimes, business 

regulation missed their original goals and have impeded the efficient development of the 

business sector (World bank, 2020). As a result, in order to create a healthier business 

environment, many countries launched regulatory reforms, such as reducing procedures of 

paying taxes and trade barriers. I will examine whether the changes or reforms of business 

regulation influences economic growth (GDP) and to understand how different kinds of 

business regulations affect economic growth differently. My hypothesis is that effective 

reform of business regulation has a positive effect on economic growth (GDP Per Capita 

Growth and GDP). 

              To test my hypothesis, I use the data from the World Bank’s Doing Business 

Indexes, which is an annual series that reports on the state of the business regulation across 
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190 economies. Doing Business has conducted multiple indexes for the entire range of a 

business operating cycle, including opening a business, getting a location, accessing 

financing, dealing with day-to-day operations and operating in a secure business 

environment. And the Bank’s specific indexes include dealing with construction permits, 

ease of doing business, enforcing contracts, getting credit, getting electricity, paying taxes, 

protecting minority investors, registering property, resolving insolvency, starting a 

business and trading across borders (World Bank, 2020). Most of them are usually 

measured by indicators such as the procedures, time and cost of doing business. And a 

higher index suggests a better and more convenient regulatory system for entrepreneurs 

and investors. I will use different indexes to explore their different effects on economic 

growth (GDP Per Capita Growth and GDP). Below is a map showing the average of Doing 

Business Index of different countries from 2016 to 2020.  
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Figure 1 Average of Doing Business Score of Different Countries 

          The study proceed as follows. In the next section, I review the relevant literature and 

background on my subject. In Section 3, I present the theoretical model for my thesis. In 

Section 4, I present the empirical model of this subject. In Section 5, I explain my data. In 

Section 6, I present the results of my regressions. In Section 7, I present my conclusions 

and offer recommendations to policy makers. 
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2. Background and Literature Review 
 

2.1 Economic Development and Institutions 
 
Economists have identified a wide range of growth determinants.  

For example, Hanushek (2013) argue that human capital, especially in the area of cognitive 

skills and school quality, is closely related to economic growth for developing countries. 

He suggests that, developing countries still have to work on closing the human capital gap 

with developed countries. Coming from another direction, Godfrey (2008) argues that 

competition is viewed as an important factor for the successful operation of markets, which 

is directly linked to private sector development, and in turn, with growth and poverty 

reduction.  

OECD (2010) identifies multiple factors that are crucial to economic development, such as 

physical capital, human capital, rule of law, macroeconomic stability, infrastructure, and 

openness to trade and investment. Among all these important determinants, it reinforced 

the role of institutions. 

The importance of institutions is also brought up in the article by Haggard (2008). The rule 

of law, especially the security of property rights and integrity of contracts, can provide 

support for investment and trade, which are drivers for economic development. However, 

in order to establish a proper system of rule of law, formal and informal institutions in 

developing countries play an important role. 

The graph below demonstrates the relationship between rule of law and GDP Per Capita 

Growth based on the data from the World Bank. The World Bank (2021) identifies a low 
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income country as a country with Gross National Income (GNI) per capita of $1,035 or 

less in 2019; lower middle-income economies with a GNI per capita between $1,036 and 

$4,045; and upper middle-income economies with a GNI per capita between $4,046 and 

$12,535. It’s clear that rule of law is more positively correlated with GDP per capita growth 

in low- and middle-income countries. 

Figure 2 The Relationship between Rule of Law and GDP Per Capita Growth 

A decade earlier, Hall (1999) had made the same point that output differences across the 

countries are driven by differences in institutions and government policies, which he called 

social infrastructure. According to Hall (1999), the variation in workers’ output is only 

partially explained by the different levels of physical capital and educational attainment. 
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More importantly, social infrastructure, including institutions has led to differences in 

productivity, making some of the countries wealthier than others. 

 

2.2 Regulation and Growth 

 
As noted above, on the one hand, institutions of good quality are critical to economic 

growth. But on the other hand, institution of poor quality can lead to excessive regulations. 

Dawson (2006) found a generally negative relationship between a broad measure of 

regulation and growth. He also suggests that uncertainty in the regulatory environment 

harms economic growth. Nevertheless, Loayza (2004) contends that though a heavier 

regulatory burden leads to a reduction of growth and an increase of volatility, these impacts 

will be significantly smaller if the institutional framework is well-developed. 

The graph below demonstrates the relationship between regulatory quality and GDP Per 

Capita Growth. And it can be seen that regulatory quality is positively correlated with GDP 

per Capita in low- and middle-income countries. 
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Figure 3 The Relationship between Regulatory Quality and GDP Per Capita 

Growth 

There are plenty of studies that explore the impact of regulation through different types of 

regulations. They can mainly be divided into two types: labor regulation and entry 

regulation. 

Besley (2004), for example, finds that labor regulation that was amended to favor workers 

in Indian states in the period from 1958 to 1992 was associated with lower output, 

employment, and investment in the formal manufacturing industry. However, output in 

informal manufacturing increased. From this article, it can be learnt that regulations that 

aims to protect workers may instead hurt them. In addition, Botero (2004), by investigating 
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the regulations of labor markets through employment, collective bargaining, and social 

security laws, finds that heavier market regulation is associated with lower labor force 

participation and higher unemployment, especially among young people. And Hasan 

(2007), by using industry-level data from different states, concludes that manufacturing 

industries in Indian states with more flexible labor regulation tend to have higher labor 

demand elasticities. 

On the issue of entry regulation, using data on start-up firms in 85 countries, Djankov 

(2002) concludes that countries with heavier regulation of entry have higher levels of 

corruption and larger informal economies. Consequently, using data from several OECD 

countries, Alesina (2002) finds that although privatization also has a positive effect on 

investment, entry liberalization is the dominant regulatory reform that leads to an increase 

in and a better environment for investment. And Klapper (2004), using data for firms in 

Western and Eastern Europe, shows that entry regulations hinder entry, especially in 

industries that naturally have high rates of entry. However, not all regulation hampers 

entry. Klapper (2004) finds that in certain industries, regulations that promote the 

enforcement of intellectual property rights can lead to high levels of entry. Moreover, 

Viviano (2008) exploring the relationship between entry regulation and employment by 

focusing on the retail trade sector of two regions in Italy, shows that the inception of more 

flexible regulations is associated with an increase in retail trade employment. 
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2.3 The World Bank’s Doing Business 

In recent years, there is a worldwide trend of business regulation reforms that improve the 

efficiency and convenience of doing business. In the graph below, we can see that there is 

a notable trend of decrease of average days to start a business worldwide from 2004 to 

2020.  

 

Figure 4 Average Days to Start a Business of 190 Economies 

With the availability of the Doing Business data from the World bank, many studies have 

started to use these data to explore the relationship between regulation and economic 

development.  
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Several studies focus on certain aspects of development factors or a certain subset of 

countries to explore the relationship between regulation and growth. For example, Busse 

(2006), focusing on the relationship between foreign direct investment (FDI), regulations, 

and growth, finds that excessive regulations create restrictions on growth through FDI only 

in the most regulated economies. And Haidar (2009), focuses on the relationship between 

regulation of investor protections and economic growth, and concludes that countries with 

stronger investor protections tend to grow faster than those with poor protections. In 

addition, Korutaro (2013) using data from 29 emerging market economies during the 

period from 2003 to 2007, indicates that investment is influenced by secure property rights 

and sound entry regulation. 

Other studies of regulation and growth have a more general focus. For example, studying 

the period from 1993 to 2002, Djankov (2006) establishes that countries with better 

regulations grow faster. Using the ranking data system in Doing Business, he finds that 

improving from the worst quartile to the best implies a 2.3 percentage point increase in 

economic growth. In addition, Haidar (2012) and Messaoud (2014) explore the relationship 

between regulation and economic growth by setting the main control variable as a dummy 

variable for regulatory reform. They both find that a robust link between regulation 

between reforms and economic growth. 

Additionally, according to Hanusch (2012), Doing Business is not just a measure for 

business regulation, but it has become an important guide for regulatory reforms to realize 

the potential of the private sector of economies. Moreover, the study finds that indicators 

closely related to cost have the greatest potential for fostering growth. 
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My paper adds to the literature by exploring the relationship between the regulation 

indicators in a more detailed way. While the literature using Doing Business indexes use 

ranking or dummy variables, I use the growth of indexes to discuss the relationship between 

business regulation and economic growth.  
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3. Theoretical Framework 
 
Based on the existing literature and my hypothesis about the relationship between 

regulation and economic growth, the following is my proposed theoretical model: 

G=f (R, I, H, ε)         (1) 

Where G represents economic growth, which will be measured by the growth of GDP per 

capita and log of GDP. R is regulation, which will be measured by the Doing Business 

index that covers ten aspects of business operations. I represents institutions, which 

includes rule of law, corruption, government effectiveness. H represents human capital, 

including factors related to population. “ε” represents the random error in any observational 

study.  

According to the literature, better regulations (R) with higher score of the Doing Business 

Index are associated with positive economic growth. Moreover, institutions (I) of high 

quality also exert positive influence on economic growth. Human capital (H), just as what 

is described in previous literature, are considered to be important for economic growth. In 

general, I expect to see that effective regulatory reforms have a positive effect on economic 

growth. 
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4. Empirical Framework 
 
For my empirical analysis of the relationship between regulation and economic growth, I 

estimate the following two OLS model with fixed effects: 

GDP Per Capita Growth= ß0 + ß1(enfordiff) + ß2(conpermitdiff) + ß3(creditdiff) + 

ß4(elecdiff) + ß5(regisdiff) + ß6(startdiff) + ß7(taxdiff) + ß8(minordiff) + ß9(resldiff) + 

ß10(tradediff) + ß11(corruptesti) + ß12(ruleoflawesti) + ß13(regquaesti) + 

ß14(urbanpop_grow) + ß15(pop_total) + ß16(lngdp)+µ         (2) 

The log of GDP= ß0 + ß1(enfordiff) + ß2(conpermitdiff) + ß3(creditdiff) + ß4(elecdiff) 

+ ß5(regisdiff) + ß6(startdiff) + ß7(taxdiff) + ß8(minordiff) + ß9(resldiff) + 

ß10(tradediff) + ß11(corruptesti) + ß12(ruleoflawesti) + ß13(regquaesti) + 

ß14(urbanpop_grow) + ß15(pop_total) + µ    (3) 

The dependent variable will be GDP per capita growth in one equation and the log of GDP 

in another, both of which can measure the economic growth of countries. µ represents the 

random error. 

The regulation related variables will be measured by the Doing Business Index. They will 

include the following aspects of business operations: enforcing contracts (enfordiff), 

dealing with construction permits (conpermitdiff), getting credit (creditdiff), getting 

electricity (elecdiff), paying taxes (taxdiff), protecting minority investors (minordiff), 

registering property (regisdiff), resolving insolvency (resldiff), starting a business 

(startdiff), and trading across borders (tradediff). I believe the change of these index can 

measure the regulatory reforms conducted by governments. 
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I believe the sign of the coefficient of these variables will be positive. From my perspective, 

growth in components of the Doing Business index is related to growth of economies. If 

the Index’s components are improving in a relatively high speed, then we can expect that 

the economy is in better shape for investment and business. 

The Institution-related variables reflect the governance capability of different countries, 

and include aspects of rule of law (ruleoflawesti), control of corruption (corruptesti), and 

regulatory quality (regquaesti).  

I expect the sign of the coefficients on these variables to be positive as well, because the 

higher the index is, the better country is doing in the area of rule of law, control of 

corruption, government effectiveness and regulatory quality, which all relate to quality of 

government. 

The human capital variables include countries’ total population (pop_total), and urban 

population growth (urbanpop_grow) of different economies. I expect the sign to be positive 

of the coefficients on my population variables. This is due to the fact that human capital 

measures are important drivers for development. And higher rates of population growth 

can provide human fuel for economic growth. 

In terms of the log of GDP which is included in (2), I expect the sign to be positive. 

Countries with higher GDP tends to have a higher GDP per capita growth. 

I next turn to the data I use to estimate these models. 
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5. Data 
 
The data I use in this study are from the Doing Business and World Development Indicators 

of the World bank.  

The Doing Business Index is an annual series that explores business regulation across 190 

economies. Reforms of business regulation are reflected in the changes of the Doing 

Business score, which is generated through the function: 

!!"!!"#
!!"#

        (4) 

Where 𝑆# represents the Doing Business score of the current year, and 𝑆#"$ represents the 

Doing Business score of the previous year. And the variables are named with the postfix 

of ‘diff’ (which can be seen in the table of descriptive statistics below). 

Doing Business has a score for the overall situation of business regulation. It also has scores 

for 10 aspects of business in different economies, which includes dealing with construction 

permits (conpermitdiff), enforcing contracts (enfordiff), getting credit (creditdiff), getting 

electricity (creditdiff), paying taxes (taxdiff), protecting minority investors (minordiff), 

registering property (regisdiff), resolving insolvency (resldiff), starting a business 

(startdiff), and trading across border (tradediff). 

(Please see the next page for the descriptive statistics of the main independent variables.) 

.  
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Table 1 Descriptive Statistics of Main Independent Variables 

Variable Obs Mean Std.Dev. Min Max 

enfordiff 849 0.0068966 0.0205927 -0.1082695 0.1361428 

conpermitdiff 829 0.0182293 0.0866647 -1 0.8438177 

creditdiff 827 0.0708965 0.3362868 -5 5 

elecdiff 833 0.0258969 0.0910007 -0.5745987 1.398628 

regisdiff 833 0.008709 0.0498582 -0.2930233 0.7398787 

startdiff 849 0.0160038 0.0517683 -0.2400227 0.6448355 

taxdiff 845 0.0120939 0.0640919 -0.3042954 0.8698119 

minordiff 845 0.0163744 0.1153444 -0.3636364 2.6 

resldiff 757 0.0250871 0.1671335 -0.2570371 3.405834 

tradediff 841 0.0120927 0.0851979 -1 1.749998 

 

Dependent variables and control variables are also collected from the World bank, which 

include the log of GDP (lngdp), GDP per capita growth (Gdp_pc_growth), growth of urban 

population (urbanpop_growth), population (pop_total), estimate of control of corruption 

(corruptesti), estimate of rule of law (ruleoflawesti), and estimate of regulatory 

quality(regquaesti).  

(Please see the next page for the descriptive statistics for these variables.) 
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Table 2 Descriptive Statistics of Control Variables 

Variable Obs Mean Std.Dev. Min Max 

corruptesti 836 2.93e-09 0.998202 -1.826384 2.283942 

ruleoflawesti 836 -3.54e-09 0.998202 -2.350358 2.045142 

regquaesti 836 2.11e-09 0.998202 -2.396794 2.226964 

urbanpop_growth 1040 1.896271 1.500788 -4.057989 6.249358 

pop_total 1048 3.06e+08 9.64e+08 11225 7.67e+09 

lngdp 962 25.13342 2.970686 17.41413 32.10492 

Gdp_pc_growth 960 1.763993 3.147903 -20.0601 27.37935 

 

In terms of the independent variables, I generated my data through the actual index for 

Doing Business calculated by the World Bank. Therefore, all the independent and 

dependent variables are continuous.  

In the next section, I discuss the results from estimating my equations. 
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6. Results 
 
I present four regressions here to explore the relationship between regulation and economic 

growth. Model 1 and Model 2 use the growth of GDP per capita as the dependent variable, 

while Model 3 and Model 4 use the log of GDP as the dependent variable. Moreover, Model 

1 and Model 3 are OLS regressions, while Model 2 and Model 4 are fixed effects 

regressions that control for the entity and year effects. 

Overall, my results are strong. The results of F test are high, which indicates that the 

variables are jointly significant. The R-Squared is also reasonable since GDP can be 

explained by many different factors. The overall results of these regressions suggest that 

some indexes are more strongly associated with the growth of GDP, while some are less 

so.  

 
  



 19 

Table 3 Regression Results of OLS and Fixed Effects Model 

 (1) (2) (3) (4) 
VARIABLES Model 1 Model 2 Model 3 Model 4 
     
enfordiff 6.071 2.064 -1.174 0.243* 
 (4.753) (4.309) (2.860) (0.138) 
conpermitdiff 1.073 -0.248 -1.778 0.0249 
 (1.433) (1.273) (1.252) (0.0519) 
creditdiff 0.0474 -0.243 -0.330* -0.0227 
 (0.330) (0.226) (0.175) (0.0154) 
elecdiff 4.751*** 0.734 -0.787 -0.0744* 
 (1.472) (0.977) (0.898) (0.0402) 
regisdiff 1.636 0.248 -0.359 0.0605 
 (1.825) (1.966) (1.066) (0.0411) 
startdiff -1.516 -0.114 1.352 -0.128* 
 (2.656) (1.792) (1.231) (0.0694) 
taxdiff 4.149** 1.942 -1.796* -0.120** 
 (2.038) (1.871) (1.069) (0.0546) 
minordiff 1.202 0.883** -0.167 -0.0289 
 (0.912) (0.370) (0.335) (0.0306) 
resldiff -0.919*** 0.218 -0.109 -0.0179 
 (0.347) (0.185) (0.158) (0.0193) 
tradediff -2.314 -3.830 -0.174 0.0531 
 (2.711) (3.263) (2.643) (0.0912) 
corruptesti -0.771** 0.110 -1.190*** -0.0515 
 (0.540) (1.127) (0.319) (0.0757) 
ruleoflawesti -0.526 2.371 -0.792** 0.140** 
 (0.491) (2.547) (0.363) (0.0613) 
regquaesti 1.567*** -0.598 1.074*** 0.0545 
 (0.435) (1.538) (0.328) (0.0578) 
urbanpop_growth -0.203** -0.337 0.0856 0.00240 
 (0.100) (0.546) (0.0537) (0.00933) 
pop_total 3.19e-09*** 3.68e-09 5.31e-09*** 7.42e-11 
 (6.00e-10) (5.47e-08) (8.16e-10) (3.20e-09) 
lngdp -0.132* 8.988***   
 (0.0748) (1.742)   
2018.year -0.0160 -0.603*** 0.0549 0.0631*** 
 (0.263) (0.186) (0.177) (0.00582) 
2019.year -0.597** -1.263*** 0.129 0.0730*** 
 (0.280) (0.266) (0.173) (0.00731) 
Constant 5.269*** -219.5*** 24.11*** 24.68*** 
 (1.849) (42.69) (0.185) (0.145) 
     
Observations 470 470 470 470 
R-squared 0.154 0.195 0.521 0.393 
Number of countrycode1  159  159 
Country FE  YES  YES 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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6.1 Regression Results 
 
In general, in Model 1 and Model 2, the OLS regressions are doing a better job compared 

to the fixed effects models, in terms of the significance level of the coefficients. This is 

likely due to the lack of variation in the variables that I included. As a general matter, it 

appears that most countries with effective business regulation have had that over my entire 

time period, and most with poor business regulation are also consistent over time. As a 

result, intra-country variation is limited, and thus fixed effects regressions are less 

effective. I therefore concentrate my interpretations on my OLS regressions. 

In Model 1, for the main independent variables, the positive sign of enfordiff, conpermitdiff, 

creditdiff , elecdiff, regisdiff, taxdiff, minordiff, indicates that there are positive 

relationships between the growth of each index and economic growth in the area of 

enforcing contracts, dealing with construction permits, getting credit, getting electricity, 

registering property, paying taxes and protecting minority investors. Among them, elecdiff 

and taxdiff have p values lower than 0.05, which indicate a high level of statistical 

significance. Holding other variables constant, a 100% percent growth in the index of 

getting electricity is associated with an increase in the growth of GDP per capita of 4.75 

percent. And a 100% percent growth in the index of paying taxes is associated with an 

increase in the growth of GDP per capita of 4.14 percent.  

These magnitudes indicate the importance of improving regulations regarding diffusion of 

electricity and paying taxes. Among other variables that have a positive relationship with 

the growth of GDP per capita but are not statistically significant, holding other variables 

constant, a 100% percent growth in the index of enforcing contracts is associated with a 

6.07 percent increase in the growth of GDP per capita, which is the highest magnitude 
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among all the variables. This also indicates that improving regulations in the area of 

enforcing contracts is crucially important for economic growth. Compared with the three 

areas, dealing with construction permits, getting credit, registering property and protecting 

minority investors have comparative smaller coefficients, which indicate their relatively 

low importance in promoting economic growth. However, growth adds up over time, so 

even small effects are important. 

In addition, three variables have a negative relationship with the growth of GDP per capita. 

They are starting a business, resolving insolvency and trading across borders. Among them, 

resolving insolvency has a p value that indicates a statistically significant relationship. 

Additionally, the three variables all have relatively small magnitudes. 

The control variables that represent institutions, corruption, rule of law and government 

effectiveness show a negative relationship with economic growth. Among them, only 

corruption is statistically significant, which means that economies with higher levels of 

corruption are likely to have lower level of economic growth, holding other variables 

constant. Holding other variables constant, one point of increase in corruptesti is associated 

with a statistically significant -0.77 decrease in GDP per capita growth. In contrast, the 

coefficient of the regulatory quality variable is positive, showing that economies with 

higher regulatory quality are likely to have higher level of economic growth. And a one 

point of increase in regquaesti is associated with 1.57 increase in GDP per capita growth, 

holding other variables constant. 

The control variables that represent human capital, urban population growth and total 

population are statistically significant. Holding other variables constant, a one percent 

increase in urbanpop_growth is associated with a 0.2 decrease in GDP per capita growth, 
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and a 10 billion person increase in pop_total is associated with 3.19 percent increase in 

GDP per capita growth. It can be seen that the growth of urban population has a negative 

relationship with economic development, while the total population has a positive 

relationship with economic development. As for the log of GDP, a 1% increase in GDP is 

associated with a 0.0013 percent decrease in the growth of GDP per capita. This is a well-

known economic phenomenon under which larger, more developed economies experience 

slowing growth over time. 

For Model 3 and Model 4, many of the coefficients are negative contrary to Model 1 and 

Model 2. Though most of them are not significant at 5% level, the negative coefficients 

here suggest that a higher growth of regulation index is associated with a decrease in the 

log of GDP, holding other variables constant. This is probably because economies with 

higher growth rates of regulation are probably those that are under-developed. And 

countries with relatively high GDP are more likely to have a developed regulatory system 

that will not change much over the years. For example, in Model 3, significant at the 10% 

level, a 100% growth of the index of getting credit is associated with a decrease of GDP of 

33 percent. And a 100% growth of the index of paying tax is associated with a decrease of 

GDP of 179.6 percent. In Model 4, significant at the 10% level, a 100% growth of the index 

of enforcing contracts is associated with a 24.3% growth of GDP. And a 100% growth of 

the index of getting electricity is associated with a 7.44% decrease of GDP; a 100% growth 

of the index of starting a business is associated with a 12.8% decrease of GDP. Significant 

at the 5% level, a 100% growth of the index of paying tax is associated with a 12% decrease 

of GDP. 
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6.2 Robustness Checks 
 
I performed two robustness checks for the study: the first one is a variance inflation factor 

(VIF) test that detects the multicollinearity level of coefficients in the regression.  The 

second one is done through a Stata command called linktest, which is used to detect a 

specification error. The two tests are all done based on Model 1 specified above, which is 

best-performing regression in terms of the significance level. 
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Table 4 Variance Inflation Factor (VIF) of  Model 1 

Variable VIF 1/VIF 

enfordiff 1.10 0.912293 

conpermitd~f 1.34 0.745111 

creditdiff 1.08 0.929296 

elecdiff 1.08 0.922429 

regisdiff 1.13 0.884900 

startdiff 1.11 0.900950 

taxdiff 1.07 0.934458 

minordiff 1.14 0.877945 

resldiff 1.11 0.904331 

tradediff 1.17 0.857258 

corruptesti 11.12 0.089946 

goveffesti 16.26 0.061491 

ruleoflawe~i 15.66 0.063866 

regquaesti 11.56 0.086542 

urbanpop_g~h 1.46 0.686972 

pop_total 1.67 0.597939 

lngdp 2.09 0.479083 

year 
  

2018 1.35 0.739428 

2019 1.40 0.715972 

Mean VIF 3.89 
 

 
According to the table above, a mean VIF of 3.89 is relatively low which suggest some 

collinearity problems but not a serious issue. The collinearity problems are probably related 

to the correlations between corruptesti, goveffesti, ruleoflawesti, regquaesti, which reflects 

the corruption level, governance effectiveness level, level of rule of law, and regulatory 

quality of different countries.  
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Table 5 Linktest of Model 1 of Regression 

 
Source  SS df MS Number of obs = 470 

 
Model  461.635  2 230.818 Prob > F = 0.000 

 
Residual  2516.43

5 
467 5.389 R-

squared 
= .155 

 
Total  2978.0

71 
  469   6.350    Root MSE = 2.321 

 
 Gdp_pc_gro~h   Coef.  Std.Err.  t  P>t [95%Conf.  Interval] 
_hat  1.149 0.261 4.400 0.000 0.636 1.662 
_hatsq  -0.030 0.049 -0.630 0.531 -0.126 0.065 
_cons  -0.144 0.328 -0.440 0.661 -0.788 0.500 
 

 
 

As we can see from the table above, linktest uses_hat (the linear predicted value) and 

hatsq (the square of the linear predicted value) after my regression (Model 1) to build the 

model. Since the_hat is the linear predicted value, this coefficient should be significant, 

which is true in my case with a p value smaller than 0.000. On the other hand, the_hatsq 

is the square of the linear predicted value, which should not be significant. This is also 

true in my case with a p value of 0.531.  These results suggests that the coefficients 

chosen for the regression are meaningful and there is not a specification error existing in 

Model 1 of the four regressions.  
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7. Conclusion and Policy Recommendations 
 
The purpose of the study was to explore the relationship between business regulation and 

economic development. Given the literature that suggest a positive effect of regulatory 

reforms in different economies, I hypothesized that effective reform of business regulation 

has a positive effect on one of the most important indicators of economic growth (GDP). 

In my study, I used panel data from the Doing Business from the World Bank and World 

Development Indicators from the World Bank from 2016 to 2019. I have two different 

dependent variables: GDP per capita growth and the log of GDP. And I ran four regressions 

which can be categorized as OLS regressions and fixed effects regressions. 

My results suggest that most of the growth of doing business indexes have a positive 

relationship with economic growth. Improving the doing business indexes through 

regulatory reforms are associated with a growth in GDP per capita, especially in the area 

of getting electricity and paying taxes. However, there are some other indexes that has a 

negative relationship with economic growth. 

Based on the results, I make the following policy recommendations: 

First of all, generally speaking, for countries of low or middle income, the government 

should launch business regulation reform to improve the regulatory environment of their 

countries, which will likely boost the economic development of their countries.  

Secondly, countries should put more focus on ‘certain aspects’ of business regulation 

reform. According to my analysis, reforming these aspects of business regulation will be 

the most effective for economic development. Bases on my results, I would suggest policy 

makers focus especially on revising regulations in getting electricity and paying taxes, 
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since they are significant and have a relatively large and positive magnitude.  For example, 

in 2018, Bangladesh made getting electricity more convenient by digitalization at the 

utility. Moreover, they also decreased the amount of a security deposit for getting a new 

connection (World Bank, 2020). This has led to an 8 point increase of the index of Getting 

electricity from 22.75 to 30.81. Along with this regulatory reform, we can also see a growth 

of GDP per capita of Bangladesh of around 6.5% percent in the past few years. In terms of 

paying taxes, in 2018, China implemented a preferential corporate income tax rate for small 

industries and enhanced the electronic filing and payment system (World Bank, 2020). This 

has led to a 4.62 point increase of the index of paying tax from 63.27 to 67.89. 

Furthermore, enforcing contracts, getting credit, registering property and protecting 

minority investors are also areas worth attention for governments. Many countries have 

done effective reforms in these areas.  In terms of enforcing contracts, in 2019, Nigeria 

introduced a pretrial conference system to manage cases in court(World Bank, 2020). This 

has led to a 3 point increase of Nigeria’s index of enforcing contracts.  When it comes to 

getting credit, in 2019, Vietnam improved access to credit information by distribution data 

from retailers(World Bank, 2020). This has improved Vietnam’s index of getting credit 

from 75 to 80. 

Third, the data can also be improved. The current Doing Business data still have some 

missing values for smaller economies. What is more, the development indicators of the 

World Bank have a lot of missing values for different variables such as literacy rate, Gini 

Index and so on. Some of them, according to the literature, are important factors in 

economic development. If the data can be improved, then the results of this kind of analysis 

can be more accurately reflect the relationship between regulations and economic growth.    
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The significance of the regressions suggest that the indexes are based on reasonable 

indicators that are closely associated with economic growth. Therefore, when economies 

are thinking about improving their regulations, a reference to the indicators which includes 

procedures, time and cost would be helpful for them to not just improving the business 

environment but also promoting economic growth.  
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