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The importance of macroeconomic stability to propel the country’s potential GDP and per capita income
over time has been the subject of exhaustive debate. Studies on the benefits of monetary stability, tax
consolidation, economic opening, and the floating exchange rate regime, among other macro factors, are
widely disseminated and discussed.

However, there is a wide range of microeconomic conditions that must be addressed and are just as relevant
as the traditional macro vectors when it comes to any country’s long-term development. One can say that
the macroeconomic tripod established in the late 1990s (inflation targets, floating exchange rate, and tax
accountability) contributes to promote sustainable economic performance, but it is not sufficient by itself.
Without any pretense of exhausting the discussion of what drives productivity and improves potential growth,
this article focuses on addressing the variables covered in the World Bank’s Doing Business index.

The Doing Business index comprises 11 indicators associated to the ease of doing business, namely: Starting a
Business, Dealing with Construction Permits, Getting Electricity, Registering Property, Getting Credit, Protecting
Minority Investors, Paying Taxes, Trading Across Borders, Enforcing Contracts, Resolving Insolvency, and Labor
Market Regulation.

Brazil currently ranks 125th among 190 countries surveyed by the World Bank, with positions varying from
43rd in the best-ranked indicator (Protecting Minority Investors) to 184th in the worst-ranked indicator (Paying
Taxes). Chart 1 illustrates Brazil’s relative placement in the top rankings. The score of 100 for each item refers
to the top-scoring country across each indicator.
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Image 1: Indicators measured by the World Bank 
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¹ Countries removed from the total sample: Antigua and Barbuda, Saudi Arabia, Algeria, Bahamas, Barbados, Bahrein, Belize, Benin, Botswana, Brunei
Darussalam, Burkina Faso, Burundi, Cape Verde, Qatar, Chad, Comoros, Republic of the Congo, Dominica, United Arab Emirates, Ethiopia, Fiji, Gabon,
Gambia, Grenada, Guyana, RC, Guinea, Guinea-Bissau, Haiti, the Marshall Islands, Islamic Republic of Iran, Iraq, Jordan, Kuwait, Lesotho, Lebanon,
Liberia, Libya, Luxembourg, Madagascar, Malawi, Republic of Mali, Malta, Mauritania, Myanmar, Federated States of Micronesia, Mozambique, Namibia,
Nepal, Niger, Nigeria, Norway, Oman, Palau, Panama, Kyrgyzstan, Dominican Republic, Rwanda, Samoa, Saint Lucia, San Marino, Republic of Seychelles,
Sierra Leone, Somalia, Swaziland, Sudan, Switzerland, Suriname, Tajikistan, Tanzania, Togo, Tonga, Trinidad and Tobago, Uganda and Vanuatu.

Based on the World Bank’s sample and according to each country’s score across each indicator in 2017, we
examined the potential improvement of Brazil’s per capita income if the country rose in the rankings. We ran
a series of econometric tests to single out the indicators with highest potential to predict the countries’ per
capita income. After establishing the main indicators, we developed separate models to explain per capita
income, including macroeconomic variables (paying taxes, trade liberalization, etc.); variables linked to
microeconomic efficiency (getting credit, ease to start a business), in order to test whether there is a significand
difference in results found for both indicator subsets.

The variables that most consistently explained the difference in per capita income among the countries
were: Paying Taxes, Trading Across Borders, Starting a Business, Dealing with Construction Permits, and
Resolving Insolvency. As shown in Table 1, the relative stability of end results for the different models draws
attention by indicating consistency across the results obtained.

Table 1 shows the results of some simulations, providing a good explanatory ability of the set of variables for
a cross-section analysis; a relative stability of parameters linked to each variable; and a higher result for
regressions with per capita GDP of an “adjusted” sample. We removed very low-income countries, countries
with high concentration of commodities exports (particularly oil) and tax havens from the “adjusted” sample. In
these three “groups” of countries, the formation of per capita income tends to be less related to the business
environment, while other explanatory variables “dominate” the accumulation of wealth. Even after these
adjustments, the sample remained with approximately 100 countries.

Chart 1: Indicator (ranging from 0 to 100) for the main Doing Business items

Source: World Bank, Bradesco 
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Charts 2 and 3 show the simulation of per capita income in Brazil, based on adjusted samples, if the country
converges to a global average of the most relevant variables, which is actually a metric very similar to the
average among Latin American countries, such as Colombia and Peru,

Results
o In Chart 2, assuming convergence to the global average of the following indicators: (1) Dealing with

Construction Permits would be associated to a 15% increase in income; (2) The time spent reporting
taxes – would be associated to another increase of 16%; (3) Facilitating insolvency resolution would
be associated to another 22% increase in income, which if realized, would bring Brazil’s per capita
income to about USD 15,000 per annum, similar to Chile and Uruguay.

o In Chart 3, simulations indicate an even greater improvement in per capita income, with: (1) a 13%
increase associated to better rules for Trading Across Borders; (2) a 23% increase associated to
making it easier to Start a Business; and (3) an additional 40% in case of an improvement in the
framework for Paying Taxes. If these improvements were realized, Brazil’s per capita income could
rise to USD 17,500 per annum, closer to the current per capita income of Slovakia or Greece.

Chart 2: Suggested per capita income with Brazil’s convergence to the global average for: Dealing with 
Construction Permits, Paying Taxes, and Resolving Insolvency

Table 1: Models employed to explain per capita income based on the Doing Business index
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Construction Permits Trading Across Borders Starting a Business Constant R2

LOG (PER CAPITA GDP) 0,0308            0,0251              0,0366                                 2,9602                                               0,58

(6,51) (4,15) (4,61) (6,19)

LOG (ADJUSTED PER CAPITA GDP) 0,0424            0,0123              0,0179                                 4,4468                                               0,67

(8,71) (1,86) (2,04) (8,98)

LOG (PER CAPITA GDP) 0,0360              0,0225                                          0,0124                            3,5092                                               0,46

(5,18) (4,71) (1,35) (5,09)

LOG (ADJUSTED PER CAPITA GDP) 0,0170              0,0298                                          0,0178                            3,9449                                               0,52

(1,90) (5,21) (1,42) (4,70)
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Resolving these restrictions to growth, all else equal, would be consistent with a 50-75% increase in per
capita income. Note that Brazil’s per capita GDP has a starting advantage compared to the point suggested by
the explanatory variables of the Doing Business index (USD 9,800 against an estimated USD 6,500.) This
difference can be attributed to other characteristics of the country that aren’t considered in the World Bank’s
indicators, such as natural wealth (for example, commodities exporting countries have a higher per capita GDP
than the one suggested by the indicators), population size and macroeconomic stability variables, among others.
Despite the huge potential shown by the exercise, it is important to underline that implementing such reforms
takes time, and the results in terms of per capita gains would only start to appear after a few years. In addition,
these measures are much more effective in boosting GDP when applied together, instead of individually.

Based on this diagnosis, a more detailed analysis of the main indicators is required based on Brazil’s recent
progress, as well as more observations on international experiences shown by the World Bank. The recent
large-scale technological leap, such as easier digitalization of information, greater data processing power,
potential automation of activities, ushers in an unprecedented perspective of improvement in efficiency,
including opportunities to integrate with best practices across multiple fronts.

1 – Starting a Business

1.A – Brazil:

Brazil currently ranks 176/190 and is developing a system (REDESIM) that allows starting, closing and
regularizing companies, integrating authorities (federal, state and municipal), and simplifying procedures. Even
in this new system (http://www.redesimples.gov.br/), procedures would still be complex, with countless steps,
protocols, receipts, data collection and validation by multiple institutions (Trade Board, Notary, Federal Revenue
Service), and a final approval for only a subset of registered states and municipalities.

Chart 3: Suggested per capita income with Brazil’s convergence to the global average for: Trading Across 
Borders, Starting a Business, and Paying Taxes 

Source: World Bank, Bradesco 
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1.B – World:

o In Canada, it is possible to start a new software company in 1.5 days, with only two procedures and low cost:

o 1 – USD 159 charged for online company registration at a federal and municipal level (consolidated);

o 2 – Registration in the Federal Revenue Service to start paying VAT (Value-added Tax), estimated at
approximately 20.9% of the company’s proceeds.

o In Thailand, the time needed to start a new company dropped from 28 days to 5 days, after companies are
no longer required to obtain an initial seal to validate the signature of any officer to approve the petition to
start a company. In addition, registration in the labor department is no longer required to start a company.

o In Portugal, reforms eliminated some requirements to start companies and resulted in a 17% increase in the
number of new startups, creating 7 additional positions for every 100,000 jobs. Most of the new jobs are
being filled by people not as qualified as they were before the reform, which indirectly improves formal
employment and generates economic distribution impacts in the country.

2 – Registering Property

2.A – Brazil

Ranked 131/190. The country is in the early stages of creating a National Territory Information Management
System to consolidate and streamline data on property ownership, transfers, donations and collateral. This
would provide a unique national identification to each property.

2.B – World

There is empirical evidence showing that investors holding registered property deeds are more likely to
invest. In addition, registering properties expands access to loans, since the properties can be used as
collateral in such transactions. A solid property registration system also makes it easier for the government to
collect real estate taxes.

o In Russia, the government created a consolidated registry service that allows permits to be granted in up to 9
days.

o In Niger, there was a drastic reduction of property registration costs to 4% of the property’s value, in addition
to establishing a regressive tax rate, massively increasing the number of new properties registered at optimal
pricing.

o Kazakhstan, in turn, created a public website to register properties, centralizing all information regarding
legal disputes involving properties (lands, properties, etc.), available for any public or private agent.



Macroeconomic Research Department 6

Depec Highlight- Bradesco

3 – Getting Credit

3.A – Brazil

Ranked 105/190. The scope of credit registrations broadened as the Central Bank of Brazil implemented a
requirement to register all transactions over BRL 200 in its database. In addition, an effort to create a credit
bureau (to keep a record of good payment records) may provide more incentive for individuals to provide
information and broadening the scope of information available.

Deployment of an electronic system to promote transactions with receivables provided as collateral, ultimately
bolstering the legal security of such transactions and mitigating loan costs. This improvement would particularly
benefit small and mid-sized companies that use this credit modality more often.

3.B – World

Countries focus on reducing data inconsistency in the credit market, improving credit records and expanding
the range of transactions through public records. Records of defaulting and non-defaulting payers, not only for
bank loans, but also among financing companies, cooperatives, retail enterprises, and public utility companies,
among other sectors. As an incentive to join the positive registry, some countries offer a corporate and
consumer risk rating service based on its database.

o In India, court arbitration chambers were created to settle credit disputes, allowing the litigating parties to
directly negotiate to expedite resolutions.

Improving the legal framework to reinstate collaterals and expanding the use of other assets as credit
guarantees, beyond real estate, such as cars, works of art, and jewelry, based on consolidated and simple
records of assets used in each transaction. Strengthening the legal framework to expedite the use of credit
collateral along with faster resolution of corporate insolvency.

Chart 4: Credit to GDP ratio (%)

Source: BIS, Bradesco 
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4 – Paying Taxes

4.A – Brazil:

Ranked 184/190. The country is among the worst-ranked countries in this particular item, due to its highly
complex tax system, with multiple government entities involved in the assessing and collecting taxes, high tax
rates, and an intricate interaction between tax credits and debits across different taxes and contributions. All of
these factors increase the cost of compliance in Brazil, requiring a considerable amount of time and resources to
carry out all tax obligations. In addition, the high tax burden and complexity of the system also lead to higher tax
evasion, forcing many citizens to take on informal economic relations, which has a negative impact on the
economy in general.

Brazil has been developing a Public Digital Accounting System to consolidate accountability and tax paying
activities. This new system will also make it easier to comply with ancillary obligations at the federal level and in
some states.

Another recent measure is the development of the Electronic Invoice System, consolidating information and
creating a registry to review invoices issued, ultimately mitigating the risk of fraud.

In this point, however, tax simplification still appears to be the most comprehensive reform to help boost
productivity.

4.B – World

Countries have rearranged their tax structures to simplify the system, establishing the least amount of taxes
possible and promoting simplified interactions between tax collection and remittance among government
entities. In addition, there is a huge effort to simplify the assessment and collection of taxes, increasingly carried
out through digital means and based on less complex calculation standards.

o In El Salvador, tax rebate requests can only be made electronically, requiring information regarding the
payment of taxes on profits, added-value (VAT), labor contributions and other mandatory requirements,
which must all be consolidated under a unified system to calculate the tax base. This allows most of the
companies to keep their tax paying records constantly up to date on a centralized database.

There is a massive effort to migrate data to electronic means and consolidated databases of tax information
across the countries.

In addition, two new trends have appeared since the 2008 crisis: lower tax rates on wage (e.g. Italy) and on
activities related to investments (e.g. Japan and U.S.) and exporting activities. There is a tendency to
concentrate taxes in Value-Added Taxes (VAT), over profits and dividends, and over wealth, in some cases.

o India is a case of success regarding tax simplification based on VAT, with a transition phase in which the old
and complex system was gradually replaced by a new, leaner and simpler taxation system.
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5 – Enforcing Contracts and Resolving Insolvency

5.A – Brazil:

Ranked 47/190. Brazil has an average ranking, with a reasonable legal framework to execute collateral in loan
agreements, particularly with the advancement of earmarked assets, among other improvements seen in recent
decades. In addition, regarding the resolution of insolvency, the Bankruptcy Act and Judicial Reorganization
processes have fulfilled their role of organizing the process of executing collaterals among different creditors in
extreme cases, although still leaving some room for distorted applications. This makes resolution processes slow
and expensive in general, depreciating the assets involved in the judicial backlog and reducing the likelihood of
companies recovering from such events.

5.B – World

The introduction of new resources to manage cases and automate court proceedings were the most common
reforms seen in 2016/17.

o Switzerland, Taiwan and China focused on implementing a platform to electronically file initial complaints.
Deadlines for court events were established and pre-judgment conferences were used to expedite
proceedings and increase the chances of successful resolution.

The improvement of information technology systems also allows judges and lawyers to access an exclusive
online case management system. Other economies bolstered judicial efficiency by introducing a specialized
commercial court.

o Kosovo law allows debtors to submit a rehabilitation plan before any reorganization process is initiated, in
addition to establishing expedited insolvency procedures for small and mid-sized companies, in order to
shorten the timeframe needed to resolve insolvency. The law also allows debtors to acquire new loans after
the insolvency resolution process is initiated, in order to make sure the company is able to continue
operating, in addition to regulating new contracts for companies in insolvency recovery. The efficiency
regulation of corporate insolvency is linked to greater access to credit for companies and better conditions,
ultimately raising the overall rate of entrepreneurship and job preservation.

Improving the business environment, across all of its characteristics, should be a permanent objective for the
government. A broad agenda of tax simplification, reducing red tape, expanding the scope and access to credit
information, better and stabler rules to realize collaterals, efficiency and simplified property and collateral
records would certainly help improve competitiveness.

The likely outcome would be more and better jobs, improved well-being and rising per capita income. The
agenda of transformations is broad and often requires a long implementation period, which calls for
coordination and consistency in efforts across different strata of public administration and civil society. Such
awareness of the challenges imposed and the willingness to consistently address them would increase Brazil’s
odds of climbing out of the middle-income trap and moving towards income levels closer to those of developed
countries in the long term.
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