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Abstract

This paper, the first in the Working Paper Seaéshe Office of the Executive Secretary, outlines
short and long-term business regulatory reforms$ tedpanon could implement to make doing business
easier in the country. The short-term reforms regme “quick-wins” because they are primarily
administrative in nature and can be accomplishecktyuthrough ministerial actions. Although rapithey
would have a large impact on the business envirohnmelLebanon by eliminating red tape that hinders
businesses. These “quick-wins” also create an enwient in which longer-term, more in-depth reforams
more likely to succeed. The longer-term reforms memuire more time for implementation, a conduciad
enabling environment, as well as changes to piegdaws.



Overview

A vibrant private sector - with firms making inve®nts, creating jobs, and improving productivity -
promotes growth and expands opportunities for gmmple. To create one, Lebanon has implemented a
wide range of reforms -- including macro-stabiliaat programs, price liberalization, privatizatioand
trade-barrier reductions. However, youth employnremains limited, poverty rate is still high and anti-
poor economic growth holds higher than pro-poorneadic growt. Meanwhile, other countries have
spurned orthodox macro reforms and done well. Howl shy so? What can Lebanon do to help
entrepreneurs create jobs?

There is a growing consensus that the qualityusfriess regulation and the institutions that emfatrc
are a major determinant of employment creatiornapei sector development, and economic prospetitya
new research pagemwe investigated the link between business regrjateforms and economic growth in
172 countries. We established that, on averagé, gasitive business regulatory reform is associatidl a
0.15 percent increase in income growth rate. THewbéigure provides a visual illustration of the ima
empirical finding.

While Lebanon ranks 115 out of the 185 economieeied by the World Bank 2013 Doing Business
Project, relatively little progress has been madedcent years (see Table 1 for a sketch of the sub
rankingsy. And, not enough research has provided guidanpelioymakers about assessing how good legal
and regulatory systems are and determining whaefarm in Lebanoh The deterioration of Lebanon’s
ranking is not due to implementing any negativemaf in Lebanon. It is mainly because other coustrie
reformed their business regulations and were abjlenip forward.

In countries with weak business environments, rimss regulatory reforms allow firms to grow faster
and create more jobsAn increasing number of new jobs will be in tlenfial economy because the benefits
of being formal (such as easier access to creditbatter utility services) often outweigh the cdstsch as
taxes). And more formal jobs mean more workerspaoéected by pensions, safety regulations and thealt
benefits.

Earlier studies confirm this pattern following mess regulatory reforms. For example, quarterty jo
creation in Portugal, one of the most heavily rated labor markets, is 59% of that in the Uniteat&¥t on a
per capita basis. A Portuguese business is 40%ikefsthan a U.S. one to create jobs during amnemic
upturrt®. Such jobless recoveries are common to heavilylaged markets -- and mean that some people

2 According to ILO (2011), youth unemployment rage3D.8% for the 20-24 years old age group and 16d@%he 25-29
years old age group.

3 According to Abu-Ismail et al. (2008), povertyean Lebanon is 28%. Up to our knowledge, this giiscthe latest poverty
rate update for Lebanon.

4 Abu-Ismail et al. (2008).
5 Besley and Burgess (2004), Alesina et al. (20RBjpper et al. (2006), and Ciccone and Papaion8607), among others.
% Haidar (2012a).

" The “Doing Business” report is one of the WorldnRs research products. Since 2003 “Doing Businéss’ shown an
annual spotlight on regulations. Now covering 18&rtries, it looks at the complexity of rules (sashthe cost and time involved in
starting a firm) and the strength of legal instdos (i.e. how well contracts are enforced). Itksuountries on these measures and
on the overall ease of doing business. Singapamesdop, the Central African Republic bottom. Thatdk these rankings, while
“Doing Business” is influential (in the past decaamost 2,000 liberalizing reforms have been uradem in areas covered by the
report) and controversial. While some governmehgsit, others would like to see it watered dowrsorapped. This paper does not
discuss this controversy but only use the Doingifass indicators to flush out relevant businessleggry areas where reforms can
happen.

8 Saudi Arabia ranks (22), United Arab Emirates (d&irkey (71), Jordan (106), Egypt (109), and S¢ti4d).
° Klapper and Love (2010).
1 Blanchard and Portugal (1998)



remain without work for long periodfs But where regulations are costly and burdensdmsinesses often
operate in the informal economy -- and remain snaBating few job'S. Indeed, opportunities exist for
creating jobs in Lebanon.

Reforms and Growth (2006 - 2010)
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Note The above figure comes from Haidar (2012a), whisl reports all relevant regression tables. \Wided the Reform
variable from World Bank’s Doing Business repo#s. part of its annual exercise, Doing Business alasl0 sets of indicators
covering various aspects of the business climatkuding starting a business, paying taxes, obtgidicenses, getting credit,
protecting investors, employing workers, internadibtrade, property registration, closing a busnasd enforcement of private
contracts. The annual Doing Business report ingudirmation on reforms in each of these areasc@éed this information as a
dummy variable which equals 1 if a country impleteena positive reform during the year on a giveticator and O otherwise. A
positive reform, as defined in Doing Business repois one that makes it faster, cheaper or adtratigely easier for local
businesses to start and run operations; or a refumtdefines and increases the protection of ptppights. An example is reducing
the number of days to get an industry license, iBliting the minimum capital requirement for staosuor increasing the legal
rights of creditors and minority shareholders.He tegressions, we controlled for foreign diresestment, fixed capital formation
growth, population, trade, government spendingarfaial freedom, political stability, rule of lawpmtrol of corruption, initial
income per capita, initial ease of business regulat and regional dummies. Statistical signifieholds at conventional levels
when studying the impact of reforms in 10 busimegmilatory areas.

Table 1: Lebanon’s performance 2011-2013

2011 201z 201: 2011 201z 201:
Ranking Distance to the fronti

Starting a Business 104 109 114 19.4 18.3 18.3
Dealing with Licenses Perm 157 161 172 35.¢ 35.€ 36.8
Registering Proper 10E 10t 10¢€ 36.1 36.1 36.1
Getting Credit 75 78 104 50 50 50
Protecting Investors 93 97 100 49.6 49.6 49.6
Paying Taxe 28 3C 37 18.€ 18.€ 18.¢€
Trading Across Borde 93 93 95 36.5 35.4 36.1
Enforcing Contracts 120 120 121 46.9 46.9 46.9
Resolving Insolvency 128 125 131 78.2 77.4 77

Note The source of this table is the World Bank DoBwgsiness Database. The "distance to the frontiedsure in the
above table is indicated on a scale from 0 to ¥@fere 100 represents the lowest performance ahe @rantier. For example, a

score of 77 means an economy was 77 percentagts gouay from the frontier constructed from the h@mtformances across all
economies and across time.

" Holmes (1998)
12pabla-Norris et al. (2008)



This paper outlines both short and long-term re®that Lebanon could implement to make doing
business easier in the country. The short-termrmeSaepresent “quick-wins” (see section A) becahsy
are primarily administrative in nature and can beoanplished quickly through ministerial action. #dugh
rapid, they would have a large impact on the bugsir@vironment in Lebanon by eliminating red tdps t
hinders businesses. These short-term reforms aésiecan environment in which longer-term, more in-
depth reforms are more likely to succeed. The Ipitggen reforms (see section B) may require more tion
implementation, a conducive and enabling enviroriirenwell as changes to prevailing laws.

A. Quick Win Reforms;

This section focuses on four areas where actidaasible over the next six to eight months. These
reforms are “quick-wins” in the areas of startinguwsiness, dealing with licenses, registering pitgpand
trading across borders. The objective of thesermefois to improve part of the business regulatory
environment for entrepreneurs and thus encourag@oetic growth and job creation.

Table 2: Summary of suggested short term reformmspoove Lebanon’s business regulations

Starting a Business
Reduce procedures, time, and cost, as well as ioitom capital requirement by:
« abolishing the minimum capital requirement
 providing expedited procedures at the National &&ecurity Fund
« making optional the requirement to designate a éavfgr standard small-medium businesses

Dealing with L icenses

Reduce procedures, time, and cost by:
« enforcing existing silence-is-consent rules
« introducing a flat fee for registration of property
 streamlining approvals of the order of engineers
» making police notification an internal process

Reqgistering Property

Reduce procedures, time, and cost by:
« lowering registration fees
« standardizing sale-purchase contracts
« introducing fast-track procedures

Trading acrossBorders

Reduce documents and time to import and export by:
 extending hours of operation of customs
« allowing pre-arrival customs clearance
« reducing free demurrage time

1. Starting a business:

It now costs 67% GNI per capita (~US$ 6100), alaiy a minimum capital requirement of 35.2%
GNI per capita to formally start a business in BeiThe numerous procedures amount to just as many
contacts with outside parties (including the conuigrregistry, Ministry of Finance, and National cid
Security Fund), and hence opportunities for un@fipayments to change hands. To reduce the steps,
and time, as well as the minimum capital, the feif@ short-term reforms could be feasible over ribat
six to eight months:

¢ Abolish the minimum capital requirement (thus afiminating opening bank account procedure)
« Complete computerization of the system at the MatiSocial Security Fund



» Make optional the requirement to designate a laigrestandard small-medium businesses

Abolish minimum capital requirementhe minimum capital requirement is equivalent 10286 of
GNI per capita. Many countries defend the capiéguirement as necessary to protect creditors. IBat t
effect is counterproductive. Without all their fumg immediately at their disposal, entrepreneurgeha
harder time establishing an office, hiring empls/emarketing new products and otherwise getting the
business underway. Furthermore, minimum capitaluireqments can be a barrier to small business
development, which is often important for econorgiowth and job creation. Lenders also base their
decisions on commercial risk, not whether the fisnable to make its minimum capital payment. In thos
and all high-income, countries around the worlds trequirement is now considered obsdfetSeveral
countries - including Egypt, Georgia, Macedonia] &audi Arabia - have recently eliminated or redue
a nominal amount the paid-in minimum capital reguient’. Starting a business in Saudi Arabia used to be
limited to those who could afford one of the highmsnimum capital requirements in the world -- $®
for limited liability companies. In July 2007 Saudirabia slashed the minimum capital requirement.
Subsequently, new business registrations jumpegestent. Also, Bruhn (2011) found that simplifying
business entry regulation Mexico increased the murabregistered businesses by 5%.

Eliminate procedure of opening a bank accouyonpen bank account and deposit minimum capital)
would be eliminated with the elimination of the mium capital requirement since the minimum capital
requirement will be abolished.

Complete computerization system at the Nationaiab&ecurity Fund (NSSF)To operate a new
business in Lebanon, entrepreneurs must registbrthe business and its employees with the NSSF. On
average, it takes 35 days for the release of thadishard copy of the employee’s National Sociadi8ity
Fund individual ID, even though the system is ugdarg computerization. Completing the computeraati
process will greatly reduce the number of daydHir procedure.

Make optional the requirement to designate a lawipe standard small-medium businessés
Lebanon each newly formed company - from booksttwédactories - must contract an attorney and pay h
an annual retainer. The Beirut Bar Associationtisetminimum annual retainer at LBP 7,500,000, hBP
100,000 for the power of attorney. To further stbae the process, the lawyer designation requirgme
could be optional for small and medium busines$ag reform could save entrepreneurs’ steps, tame,
the attorney fees, while encouraging investmentjahdcreation. Top performing countries, like Aadia
and Canada, do not require the retention of a la¥oyestandard commercial activities.

2. Dealing with licenses:

It takes 19 procedures, 219 days and costs 30af83MNI per capita (approx. US$ 27,493) to comply
with the regulations to build a warehouse in Beidut Beirut, utility (water, electricity, and telem)
connections account for 24% of total costs and @fkelays to obtain. In order to address the chgdien
involved in utility connections, additional analysivould be necessary. Nevertheless, the procedares
obtain building and occupancy permits account #8178 days) of total time. To improve the perimgt
process and reduce the associated costs, the fof@shiort-term reforms could be feasible over tagt 1six
to eight months:

« Enforce existing silence-is-consent rules

« Introduce a flat fee for registration of property
« Streamline approvals of the order of engineers
« Make police notification an internal process

13Djankov et al. (2002)
14Belayachi and Haidar (2008)



Enforce existing silence-is-consent rul&urrently the time period for the issuance of alding
permit is 120 days, even though a 15-day time Jingiihforced by a silence-is-consent rule, appieghe
municipality to issue the permit. This is also ##se for occupancy permits, where the time stipdldly
law is 30 days but on average it takes 58 dayrstruction companies do not proceed with constmior
occupancy as soon as they are legally allowednte, &nd money are lost. Time limits and silenceeissent
rules could be further reinforced through trainangl incentives to civil servants responsible. Lemacould
follow the example of France, which introducedcsén statutory time limits and silence-is-consenés in
2005. Now the actual time to receive a buildingngiein Paris matches the time stipulated by the 4380
days.

Introduce a flat fee for registration of the camstion: It costs 29% of the total cost to register a new
building in Beirut. Percentage-based fees coulderage side-payments, under-valuing of construstion
avoid payment, or at worse avoiding registratidngsthet®. Instead, Lebanon could consider introducing a
flat fee for registration. Egypt conducted a simikeform in 2006. The Egyptian reform introduceflio fee
of EGP 2000 (approximately US$ 364) to registerra@perty or building. Previously, registering a new
construction cost 4% of the construction value gy.

Streamline design approvals from the Order of Begrs to reduce associated procedures and delays
Before applying for a building permit, engineersséndo submit designs to the Order of Engineers for
approval and stamping, at a cost of approximateB$ 700. The procedure takes an average of 4 days.
A suggested reform is to work with the Order of Eegrs to reduce the turnaround time for this aypgdre
for example by assessing and then expediting tteenial approval process. Other countries that hiaxe
requirement, such as Argentina and Turkey, carr ks in one day and for a much lower cost (adoun
US$ 100). Upon receipt of the building permit fréime municipal authority, the construction companystn
return to the Order of Engineers to obtain anoffeemit to begin construction works. This procedubich
could be viewed as redundant, adds 3 days to thmeiftieg process and a cost of LBP 150,000 (abos$ U
100).

Make the police notification step an internal pees by requiring the municipality to notify theipel
of the construction permitJnder the current system, the applicant receiveecand clearance from the
Order of Engineers and then notifies the Policesuiising this second clearance is eliminated, we here
suggest that instead of the applicant submittipglece notification as an additional step, thisldooe done
automatically by the municipal authority, savinge thpplicant another interaction with a government
authority and days of building time.

3. Registering property:

Registering property in Beirut takes 8 procedusdays and costs 5.8% of property value. More
than 25 countries made it easier to register ptgEence 2006. Lebanon was not one of them althatggh
property registration process is relatively comguéd compared to other upper middle income coulikke
Azerbaijan, Lithuania, and Turkey. The relativebyd delays and high cost to register at the lagistry
(15 days and more than 5% of property value) magadirage formal registration. Short-term reforms to
improve Lebanon’s performance in registering proper

» Lower registration fees
« Standardize sale-purchase contracts
« Introduce fast-track procedures

Lower registration feesCurrently, an entrepreneur in Beirut must pay tiing fees to complete
one procedure of the property transfer process: 8B00 (Flat taxes), 5% of property value (Trantdi)

15 Amin and Haidar (2012a) and Haidar and Velasqa69g)



+ 5% of the sum of Transfer Tax and Flat Taxes (ipal Tax) + LBP 5,000 (stamp duty on new deed) +
0.3% of property value (stamp duty) + 0.1% of propealue (bar association tax). The total costeexts
LBP 23 million (US$ 15,257) for a property valueuating US$ 274,500. The cost to register could be
reduced significantly by making the transfer talower fixed fee instead of a percentage of the @riyp
value.

High percentage-based fees may lead some enteepeeto resort to undervaluing their property to
avoid paying the full amount, or simply to avoidjistration completely. The government could lowes t
transfer tax from 5% of property value to about UBSDO0 (about 29% of Lebanon’'s GNI per capita,
comparable to Egypt’'s new reduced fee). One cammsaexample of how this reform has helped in trszca
of Egypt. When the Egyptian government loweredttial cost to register from 5.9% of property valaea
fixed fee of EGP 2000 (around US$ 364), it courdeatkarly 39% increase in property registration meee
because of the increase in the number of registrgfi

Standardize sale-purchase contracisebanon is among the 40 countries that require ldoub
verification — one by a legal professional and bypéand registry officials. Currently most entrepears hire
a lawyer, notary public, or qualified facilitatar prepare the sale agreement in the official fofhe Beirut
Bar Association has set a minimum fee of US$ 5@R1750,000) for the drafting of a contract. Lebanon
could cut one procedure, two days, and LBP 75006tandardizing sale-purchase contracts and making
them available to the public. This reform couldueg delays by ensuring fewer mistakes and elinrigatie
need to scrutinize documents before registratidmed out of four countries manage property redistia
without mandating the use of notaries or lawyersluiding the UAE, Oman and Jordan in the region.

Introduce fast-track procedure#n entrepreneur currently spends 20 days to olaaimrban plan
certificate from the Urban Planning Authority ama tMunicipality, have the property inspected by Tlae
Authority for an official estimate of its rental lua, and apply for registration at the Land Registihese
agencies may be in need of some structural reftmmaduce their respective delays but such refonight
require long-term efforts. In order to speed upstegtion in the meantime, the Urban Planning Aditkip
Municipality, Tax Authority, and Land Registry coubffer clients a choice of expedited procedures. g
slightly higher fee and the registration is comgdetaster. Each of them could offer expedited msicg of
1-2 days, instead of waiting 15 days. Cases woelgtoritized in a transparent manner, and thosé th
prefer not to wait would be given an official way $peed the process by 13 days in total. This ofpe
scheme is offered in a number of countries arotmedworld, from Argentina to Mongolia and Ukraine.
Simultaneously, the Urban Planning Authority and Municipality can work on further reforms to reduc
time for everyone — i.e. by adopting shorter tiringik to process applications.

4. Trading across borders

Currently, in Beirut a trader must spend 27 d&Bsdays) to complete export (import) procedures and
must incur the cost of completing the relevant doents. Lebanon ranks 95 out of 185 countries imsenf
ease of trading across borders behind Egypt, Tainlsirdan, Djibouti, and Morocco in the region.

Most time is spent in dealing with customs - 13déor export and 19 days for import - and pre-
arrival documentation. Such delays are burdensamexporters and importers. Possible immediatemego
include:

» Extend hours of operation of customs
 Allow pre-arrival customs clearance
* Reduce free demurrage time

16 Haidar (2008)



Extend of hours of operatioAt the moment, customs opening hours are fror 8t — 1:00 pm and on
Fridays from 8:00 am — 10:00 am, which adds tdithe freight forwarders spend at customs. Beirut po
operates on a 24-hour basis; if customs increasertte of operation, it will increase customs pratity
and efficiency. In addition, freight forwarders Wpend less time waiting for their goods to beuwad. It
takes 22 days to export a cargo from Lebanon biytddays to do so in Cyprus.

Table 3

Nature of Export Procedures Duration (days) Cost (USD)
Documents preparation 12 262
Customs clearance and technical col 5 85
Ports and terminal handling 4 375
Inland transportation and handling 6 305
Totals 27 1027

Nature of Import Procedures Duration (days) Cost (USD)
Documents preparati 19 87
Customs clearance and technical control 11 85
Ports and terminal handling 6 375
Inland transportation and handling 2 263
Totals 38 810

Export Documents Import Documents
Bill of lading Bill of lading
Certificate of origin Cargo release order
Commercial invoice Certificate of origin
Customs export declaration Commercial invoice
Packing list Customs import declaration
Packing lis
Technical standard/health certificate

Allow pre-arrival customs clearanc€urrently, a cargo has to be physically preserthéncountry
before the clearance process can commence. Pvalaiigarance of customs can reduce the waiting fon
goods to be cleared at the port.

Reduce free demurrage timBeirut port could reduce the number of days foe fséorage, which at
present is 13 days. This would give traders annitiee to pick-up their cargo quicker than befordiiai
will help to reduce congestion and increase efficyeat the port (Amin and Haidar 2012b).

B. Long-term reforms

While the above “quick win” reforms may simply teéee administrative changes or ministerial action
(with the possible exception of the eliminationtieé minimum capital requirement for starting a hasg),
deeper reforms could demand legislative action anigne-consuming process to build consensus among
affected parties. To improve the ease of doingrimss within its borders, Lebanon could benefit from
additional administrative and legal reform acrosgous business regulatory areas.



Table 4: Summary of suggested long term reformsipyove Lebanon’s business regulations

Starting a Business

Reduce procedures and time by:
 reorganizing the National Social Security Fund (NBS
 creating a one-stop shop at the Commercial Registry

Dealing with L icenses
Reduce procedures and time by:
« introducing online license applications and elatitrgprocessing of documents

Registering Property
Reduce procedures and time by:
» consolidating ownership and revenue records

Trading acrossBorders

Reduce time to import and export by:
« allowing electronic submission and processing adérdocuments
« reducing number of inspections under current ria&eldl inspection regime
« introducing single window for lodgment of custonedated documents

Getting Credit
Increase scope and breadth of credit informatian by

« expanding the scope of information available orrdeers
« creating a unified registry for security rightsntovable property
« analyzing the creation of a private credit bureau

Protecting Investors

Reform provisions of the Commercial Code by engutimat the:
 code should clearly state directors’ duties
« directors are held individually and jointly liakfier violation of duties
» shareholders are allowed to appoint an inspector

Paying Taxes
Reduce number of tax payments and time and togastby:

» completing the implementation of electronic paymemd online filing systems

Emploving Workers
Make employing workers easier by:
« allowing longer durations for fixed term contracts
« substituting the “ex-ante” requirement for an “eosff mechanism with respect to redundancy
termination
* rationalizing dismissal and re-employment prioritjes

Enforcing Contracts
Reforms could be introduced in the judiciary by:
« enforcing existing adjournment limits.
« introducing performance measurement system forgsdg
« expanding the use of case management systemsauthanity exists in minimal form in some courts in
Lebanon.

10



1. Starting a Business

Further to the “quick-win” reforms outlined abov&banon could also benefit from the following
reform in starting a business.

Create a one-stop shop at the Commercial Regi$tng 5-step process it takes to start-up a company
in Beirut could be further improved with a one-stspop, created at the Commercial Registry. The
Commercial Registry would contain representativiethe Ministry of Finance and NSSF, and they would
have electronic access to their respective agerforegven faster processing. The entrepreneur would
approach the Registry to sign the by-laws and tegithe company. The next steps -- from having the
company’s books stamped at the Commercial Regtstriegistering at the NSSF -- would all be done
internally at the Commercial Registry. The entrepre would simply fill in all requisite forms atdh
beginning of the process, making only one contatlt the Commercial Registry, then return at an edre
upon date to pick up the certificate of incorparatand confirmation of registration with the otlagencies.

To complete the process, the Commercial Registnyissue a unique company registration number, which
would be used to register for tax and any otheneigs. Other countries including Belgium and Mausit
have created such single access points and expediensignificant reduction in time to start-upwasl as

an increase in the number of formally registeresirmsses (Djankov 2008).

2. Dealing with Licenses

Further to the “quick-win” reforms outlined aboJvegbanon could also benefit from the following
reform in dealing with licenses.

Introduce online license applications and electecoprocessing of documentSurrently construction
company representatives submit documents on pagoemaperson, taking time away from their business.
Instead, if databases were computerized, compaoigs simply apply online. This reform could impeov
the inspection process because it reduces the atomésween the two parties - reducing the chance fo
unofficial payments. In Kuwait, a new automatedteys was introduced to all government agencies
responsible for issuing technical approvals foritigallation of utilities. The reform reduced totiane by
almost two weeks.

3. Registering Property

Further to the “quick-win” reforms outlined abovesbanon could also benefit from the following
reform in registering property.

Consolidating the ownership and revenue recerds least in a single window interface for the
entrepreneur, if not the government agencies—wairttplify the process and significantly reduce time.
Instead of the entrepreneur going to each of thmtiPlanning Authority, Municipality, Tax Authorjtand
Land Registry, he would visit only the registry—eMiin turn would update the tax records. The ultena
goal is to have all records combined into the séites, so that they are automatically updated vewiery
transfer. Serbia has succeeded in ongoing impleatientof this reform.

4. Trading AcrossBorders

Further to the “quick-win” reforms outlined abouvesbanon could also benefit from the following
reforms in trading across borders.

Allow electronic submission and processing oft@tle documents.ebanon can undergo a customs
modernization reform project. This reform projeencshift Lebanon’s trade clearance into a paperless
customs clearance system. This should speed uprdmtiprocessing and clearing. Electronic systess al
limit the opportunity for informal payments by reglug face-to-face contact.
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Several countries have embarked on such initigti8audi Arabia is now allowing the transfer of all
data electronically thereby not requiring hard egpdof documents to be submitted. Egypt has impléden
pre-arrival customs clearance which occurs thraihghuse of an electronic data interface via thermt.
The implementation of an E-manifest system in Djibds helping to expedite the customs clearance
process. Further, customs clearance forms areabl@ibnline and can be directly filled out.

However, for this reform to succeed traders, austdrokers, and freight forwarders should have
sufficient access to computer facilities and theessary training. Recent customs reform in Sri bah&s
led to the acceptance of electronic invoices, hfilsexchange, packing lists and other supportiaeler
documents, thereby removing the need to have ibgaar hard copies. This contributed to a drop idefys
in the document preparation time.

Reduce the number of inspections under currektbésed inspection regimBespite the risk-based
inspection regime in place in Lebanon, around 50%hgpments are still subject to physical inspettidhe
inspection regime could reduce the proportion gbrelents inspected by being more selective and tiagge
inspections. This will enable low-risk cardao pass through without burdensome physical cherids
freeing customs personnel to focus on high-risig@aihis reform could reduce the delays associaitd
having to carry out a high level of inspection, aat the same time reduce the risk of revenue
losses/smuggling, since inspections will focushanhigh-risk cargo.

Introduce a single window for lodgment of custoeiated documentstebanon could introduce a
system whereby all customs documents can be obtaind submitted in one place. This will enable all
border clearing agencies to have simultaneous sdoesade documents. The current requirement where
traders have to submit different documents in défié places is cumbersome, slows down the prodess o
importing and exporting, and can create opportufutybribes. This reform was implemented by Mausti
and Singapore. Tunisia is presently implementirapsusingle window.

5. Getting Credit

The Getting Credit indicator measures credit im@ation sharing and the legal rights of borrowerd an
lenders. The Legal Rights Index ranges from 0-7ith tigher scores indicating that those laws asagied
to expand access to credit. The Credit Informatiwiex measures the scope, access and quality dit cre
information available through public registries mmivate bureaus, ranging from 0-6, with higher eslu
indicating that more credit information is avaikalffom a public registry or private bureau. Whikebnon
ranks 104 in the world, thanks to a high credit informatimalex (5/6), the percentage of individuals and
firms listed in the public credit registry is relegly low (18.6%). The Lebanon Credit Public Regist a
database managed by the Central Bank that collafdsmation on the creditworthiness of borrowers
(persons or businesses) in the financial system raakes it available to financial institutions. Gted
information is basic to expanding access to crd@ditbetter achieve this, Lebanon could:

« Expand the scope of information available on boe®wv
» Create a unified registry for security rights inwvable property
» Consider the creation of a private credit bureau

Expand the scope of information available on baeos Currently, the public registry only gathers
information on borrowers from financial institut@nfinance corporations and credit card companies.
Coverage could be expanded by including informafiom retailers like mobile phone companies, uést

YThere are various risk measurements in place milyrén Lebanon. Customs categorizes products dgipgnon their
“riskiness”. For example, the rate of inspectingdinal drugs should be higher than the rate of icspg textiles — but this is not the
case in practice at the moment.

18 Djankov et al. (2010), Amin and Haidar (2012b)] &faidar (2012b) show how trade facilitation impedvade.
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trade suppliers, and microfinance institutionsrioréase coverage. These reforms may entail legewe
Georgia, Kenya, Kuwait and Saudi Arabia are somenahy countries that have successfully expanded
coverage through this reform.

Create a unified registry for security rights iromable property Currently there is no unified registry
for security rights in movable property in Lebanoontributing to a relatively low score on the ledghts
index. Lebanon could create a geographically uhied electronically accessible registry for sdguri
interests in movable assets. Such a registry wafititd creditors the ability to ascertain whetheere are
existing security rights on a particular movablesess Ultimately, this benefits entrepreneurs thtoug
increased access to finance. To ensure its efficheyregistry should make it possible for creditiar search
its records according to the debtor's name. Thetreffcient registries do not require legal review
authentication of filings—processes that oftenl $ted registration process. This reform was intimtliby
France, India, and Micronesia in 2005/2006.

Consider the creation of a private credit buredince the public credit registry coverage is low
(18.6%), it might be worthwhile considering theatiten of a private credit bureau. Private creditelaus
tend to offer enhanced scope, quality and accéisgiof credit information available to lendétsArmenia,
Egypt, Mozambique, and Croatia undertook this raftast year. The private credit bureau typicallyars
the number of individuals or firms listed by a @te credit bureau with current information on repapt
history, unpaid debts or credit outstanding. Essablg a private credit registry offers the advaetaf faster
setup because it relies on central bank regulatitirer than new laws. Enforcement by bank supawisan
counter lenders’ unwillingness to participate. Maver, starting a private registry is cheap: the one
Mozambique cost less than USD 1 million. And privatedit registries usually get the job done — Rjan
et al. (2007) show that in developing countriesytirerease the flow of credit to businesses. Amgyt
highlighted that private credit registries are mefiective than public bureaus in most countridseyl are
better set up to serve lenders, covering 5 timasasy borrowers and scoring 73% higher on the depth
credit information index. Fewer than 10% of pulbskgistries report offering such services as crethtring
or borrower monitoring—compared with 90% of privateeaus.

Public registries can leave room for private busely focusing on loan information that matters for
systemic Risk - typically large loans for corpovat - as those in Austria, Germany and Saudi Ardbia
The Colombian central bank went further and clategdublic registry, keeping the data only for thepose
of supervising banks.

Another solution is to join forces. The bureausndia, Sri Lanka and Thailand were established as
public-private partnerships. Chile outsourced ofp@naof the registry to a private bureau. The busem
Romania, Saudi Arabia and Singapore are privatevetg set up with support from the central banken&
public registries collect information from banksdashare it with private bureaus, including those in
Argentina, Bolivia and the Dominican Republic. Aird March 2005 the Nepalese public registry was
reincorporated as a limited liability company, 9@%ned by financial institutions and 10% by the caint
bank.

6. Protecting I nvestors

The Doing Business protecting investors indicatoeasures the transparency of related-party
transactions, liability for self-dealing, and sHaokelers’ ability to sue officers and directors forsconduct.
By scoring 9/10 on the disclosure index, Leban@vés no other MENA country ahead of it in terms of
transparency levels required by the commercial aadmrding the process of approval of related-party
transaction. However, by scoring 1/10 on the diméstliability index, Lebanon also leaves no otMENA
country behind it in terms of levels of directolighbility for misconduct in case of related-partgrisaction.

19 Djankov, Mcliesh, and Shleifer (2007)
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For instance, currently Lebanese securities reigastand commercial laws make it difficult to hold
directors liable for self dealing or make them lealonly if they acted fraudulently. Last year, Taiai
enhanced their investor protection regulations.

Lebanon could enhance its rank on the investdeeptions index byeforming some of the provisions
of its Commercial Code

The Commercial Code should clearly state directoigies. The reviewed law must require that
directors, during the exercise of their powers, smbject to a duty of care (duty to exercise
appropriate diligence and make decisions that @fie@med) and to a duty of loyalty (duty to act
without conflict and always put the interest of tt@poration before those individual director or
other individuals)

« By law, directors should be individually and jointlable for violation of their duties. They shouleé
liable even if they disclose all the informatiordahey do not participate in the process of apgdrova
of a related-party transaction. A diligent and logimector should put the interest of the company
and its shareholders before his personal intefgst. Commercial Code, as it currently stands, is
silent on this matter.

Directors should be required, by law, to pay themages caused to the company and also repay the
profit made from this type of transaction.

The law should also offer the possibility for shaoielers to request the appointment of an inspeator
investigate the activities of the company in casat tthe management refuses to provide the
shareholders with adequate information about tinepamy.

Implementing these changes will allow Lebanon &bokr among the top 50 economies on the
protecting investors indicator. Of course, a cdriegplementation of the reforms of the Commerciad€
will require also a deep review of the civil prooeel and court rules. Haidar (2009) showed thatehel of
investor protection matters for cross-country défees in income growth: countries with stronger
protections tend to grow faster than those withr poeestor protections.

7. Paying Taxes

The Doing Business paying taxes indicator meastiredime and cost associated with a company
paying all tax and other mandatory payments asimedjlbby government. Lebanon is ranked"3i the
world, making this the highest performing area agh®wing Business indicators in Lebanon. The average
statutory tax rate for corporate income is 19.1%h@ MENA, but only 15% in Lebanon. Lebanon can
undertake a tax management modernization program.

The time required to pay taxes is based on theébeuwf hours it takes a company to gather data from
internal accounting records and other internal ugses, analyze accounting information to highlight
sensitive tax items, calculate tax liability incing data input into software and hard copy recoeis]
submit payments. This process amounts to 180 hioutssbanon but only to 82 hours in Djibouti. It
currently takes a company, on average per yearhtQ6s to pay all its NSSF contributions, 40 hdorpay
its corporate income tax, and 40 hours to maké ggarterly tax payments.

In order to improve further, Lebanon could redube 19 payments it has at present to 5 by
introducing electronic payments and online filiygtems. To this end, the Ministry of Finance camtd e-
services for taxpayers under the tax modernizapooject. We understand that the relevant systems,
procedures and documentation for this process haen finalized and that the necessary decrees and
decisions were issued in 2006. However, currerdipmanies cannot pay taxes online in Lebanon, wherea
companies in other countries like India, Brazildarurkey can do so. We understand that in thisrceghe
Ministry is organizing a program of staff allocatiand training for the e-services. Also it is imjpat to
plan a launch of a communication campaign for tggpaducation and sensitization.
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In addition to reducing number of payments, if @ectronic payments and online filing would apply
to all categories of taxes and other mandatory gays) this would also reduce the time for payingsa
from its current 180 hours. The introduction ofcélenic payment and online filing systems couldoals
reduce the number of payments to 5 from 19, thusnmggpaying taxes easier in Lebanon.

8. Employing Workers

Doing Business measures the regulation of emplayrmeterms of difficulty of hiring and firing of
workers and the rigidity of working hours. A recaitidy found that stricter labor regulation corisgdirm
size, and leads to higher unemploym&rBy making regulations more flexible, governmeras encourage
informal businesses to operate formally and creadee jobs. This expands the reach of regulation and
associated social protections to more people, benggéspecially the young and women.

On an index range of 0-180Lebanon scores less than 50 in the difficultite, rigidity of hours,
and rigidity of employment indices. Non-wage lalsosts are estimated at 22% of salaries. With régpec
this indicator, Lebanon ranks 53rd out of 183 caoastand is fourth across the MENA countries, beéhin
Kuwait, Saudi Arabia, and Jordan. Lebanon coule@ ¢fas employment of workers by:

« Allowing longer durations for fixed term contracts

e Substituting the “ex-ante” requirement for an “edsfi mechanism with respect to redundancy
termination

» Rationalizing dismissal and re-employment priorities

Allow longer durations for fixed term contractExtending the maximum term of fixed contracts
allows entrepreneurs to more readily respond tketdtuctuations. In Lebanon, the maximum duratidn
fixed-term contracts is currently 24 months. Thisadion could be shifted to 5 years, for exampleegent
labor law in Latvia extended the maximum periodfieed term employment contract.

Substitute the “ex-ante” requirement for an “exghb mechanism with respect to redundancy
termination Currently, an employer in Beirut has to notify taistry of Labor before terminating a group
of employees’ contracts even though no approvathef termination from the Ministry is required. By
substituting this requirement to a notificationeafthe-fact, the reform would rationalize the prxcédor
entrepreneurs, with little consequence to workienplementing this reform would also enhance Leb&non
ranking on the employing workers indicator.

Eliminate priority rules applying to dismissalscare-employmentAccording to Article 50.6 of the
Lebanese labor law, in order to terminate reduneamkers, the employer must follow a specific pitior
order (seniority, specialization, age, family aratial conditions and other objective criteria) kmoas
priority rules for dismissals. According to Artick®.7 of the Lebanese labor law, employers areired)tio
first offer any new positions to workers who wetientissed for economic reasons in the previous year
(priority rules for re-employment). The priorityles currently applied to dismissals and re-emplayme
could be eliminated, allowing employers to bothehand keep the most valuable workers in case of
transitional economic difficulties.

9. Enforcing Contracts
The Doing Businesgnforcing Contractsndicator measures time, cost and procedural cexitglto

enforce a debt in court between two local busirgeskebanon ranks 120in the world on the ease of
enforcing contracts. It takes 721 days (or neanjears) from the moment a case is filed until theditor

20 Almeida and Carneiro (2009)

2L Higher values indicate more rigid regulations. efails, see Botero et al. (2004)
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receives payment costing 30.8% of the value ofdhén. For comparability across countries, a cl&m
assumed in the Doing Business methodology to b&260GNI per capita (in Lebanon, it would be USD
18,220).

Costs and time to enforce a contract are ofteretaied because the longer cases take the higher
lawyer fees will be. Bforms could be introduced in the judiciaty expedite contract enforcement
procedures.

¢ Judges should limit adjournments and enforce exjséidjournment limits. Now, adjournments are a
bottleneck during the contract enforcement procitsakes 526 out of 721 days to get trial and a
judgment, and another 180 days for enforcemensté&nxi time limits should be enforced to reduce
long delays in court hearings.

» Performance measurement for judges could be intextiuThere are indicators for measuring the
performance of judges. One of them is dispositain,ri.e. looking at the number of incoming cases
versus the number disposed cases (be it by isfudiggnents or by settling a case in mediation).

* Lebanon could expand the use of case managementuirantly exists in minimal form in some
courts in Lebanon. A functioning case managemestesy tracks each case from filing to judgment.
This would allow better monitoring of the time aseaakes making necessary process adjustments
possible. When Slovenia introduced case managelibealiminated 90 days of the contract
enforcement process.

10. Closing a Business

The Doing Busines€losing a Businessndicator measures the time, cost and recovery ot
bankruptcy process related to domestic businesa@sently, in Lebanon this process takes 4 years an
creditors only recoup 22 cents on the dollar thiotlge bankruptcy or insolvency proceedings. Creslito
need to get their money back and it is betteréf phocess is swift and inexpensive. Reforms simdahe
ones related to the contract enforcement procadd etso address the current bottlenecks of th&rogtcy
process in Lebanon.

If Lebanon limited adjournments and introducedfgrenance measurement for judges, it would
reduce the time needed to complete a bankruptaepsoand likely increase creditors’ recovery rate.

Concluding remarks:

Various developing countries are using their peegron the Doing Business rankings to show results
of their reform efforts which can play a role ineith access to loans related to development projects
supported by development institutions such as fiteenMillennium Challenge Corporation, USAID, aneé th
World Bank Group. The experience of business regulaeformers shows that what gets measured gets
done. A results-based incentive system with criditreformers in the Lebanese government can delive
results. For instance, Saudi Arabia is using ddionginess indicators as part of a scheme to medsure
reform progress. It aimed to be among the top 1hties in terms of ease of doing business in 2010.
2005, it set up a 5-year investment climate refpnegram. On the reform committee’s timeline, thalgo
was to be among the top 25 in 2008. Saudi Arabigfsrm efforts allowed it to rank flon the ease of
doing business indicator in the World Bank DoingsBess 2011 report.

One element of successful reform is communicatwag the reform has happened and monitoring the
results. Reforms are only effective if entrepresdurow of the reforms and how to make use of thény.
reforms that Lebanon makes should be communicaigtie relevant beneficiaries and stakeholders and
monitored. Publicity surrounding reforms suppottattchanges are accepted and implemented. It also
signals that Lebanon is serious about improvingiisiness environment to encourage investment@mnd |
creation. Monitoring results and feedback will Hight what was a success and where further effort i
needed.
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Last but not least, it is important to highlightt (i) business regulatory reform is not costlyd i
social protection does not necessarily requiretstmd complex business regulation. The costs adest
for many of the reforms just outlined. Setting upravate credit bureau cost less than $2 milliolBosnia
and Herzegovina. Setting up an administrative agdéocbusiness registration cost less than $2 omilin
Serbia. Integrating the business start-up processai single access point cost $10 million in Tyrkeasing
start-up was recently listed by a panel packed Withel laureates as one of the most cost-effestags to
spur development -- ahead of investing in infradtite, developing the financial sector and scalipg
health services.

And, one can look at Nordic countries to know thatial protection does not necessarily requiietstr
and complex business regulation. All four Nordiomamies in Doing Businessnkings are on the list of
countries with the simplest business regulationrwéy (#5), Sweden (#9), Denmark (#12) and Finland
(#14). Few would argue that they scrimp on socldjits relative to other countries, or regulaie litile.
Instead, they have simple regulations that allowif®sses to be productive. And they focus regulatio
where it counts—protecting property rights and pifimg social services. Estonia, Latvia and Lithaani
having learned much from their richer neighborg also among the countries with the best business
environment. Heavier business regulation is nat@ated with better social outcomes.

Business regulatory reforms are now necessarytiaraly but not sufficient in Lebanon. The above
recommendations are not comprehensive but can sedvighlight first steps for what needs to be geh
and where, when reforms are designed in speciBasarReformers can also benefit from reviewing the
experience of countries that perform well accordingthe indicators. Business regulatory reforms are
expanding significantly across countries and beisgd as benchmark measures for the success oy polic
makers. Thus, implementing the above reforms inabeb can signal tangible achievements for the nturre
ministers of finance, economy and trade, as welintesrnal and municipality affairs — especially time
current challenging times. And, most importantlyeyt can pave the road for longer-term, more intdept
reforms that can target the broader business enmwigat in Lebanon.
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