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This policy note presents strategies to promote invest-
ment climate reforms across all levels of government: 
federal, state, and municipal. In most countries, policy mak-
ing is split between (i) the central government, which oversees 
foreign relations and the domestic rule of law, and (ii) local 
governments, which manage municipal and rural affairs. In 
federal countries, subnational governments (SNGs) also pos-
sess legislative powers that empower them to pass, enforce, 
and interpret laws.1

Reforming the business regulatory framework requires 
overcoming many hurdles, especially in federal coun-
tries. For example, the sheer number of state and local gov-
ernments involved in a reform agenda makes it difficult to 
reach consensus. Political incentives, mainly among compet-
ing political parties, can also undermine intergovernmental co-
operation. Asymmetries in power and the lack of coordination 
among the different levels of governments can further jeopar-
dize the reform process.

At the same time, global experience shows that a higher 
degree of decentralization is not associated with few-
er business regulatory reforms. The World Bank Group 
(WBG) Doing Business2 (DB) data suggest that globally and 
across income groups, federations — which are character-
ized by decentralized power structures — have implemented 
roughly as many reforms over the past fifteen years as have 
unitary states (see figure 1)3. Since 2004, for example, federal 
countries categorized as upper middle income (e.g., Brazil, 
Malaysia, Mexico, and the Russian Federation) implemented 
an average of 20 regulatory reforms, while upper middle in-
come unitary countries, on average, carried out 19 regulatory 
reforms each. The experiences of federal countries that have 
successfully reformed provide some key lessons, including 
strategies that enabled government agencies to coalesce 
around a common regulatory agenda. 

>  >  >
F I G U R E  1  -  The Average Number of Business Regulation Reforms in Federal Countries vs. Unitary Countries

Introduction 

Source: Doing Business database.
Note: The first wave of reforms in federal countries (2004–2006) was driven by Bosnia & Herzegovina, Germany, India, Pakistan, the Russian 
Federation, and Spain, which all implemented seven or more reforms. Federal countries reformed less actively between 2007 and 2015. The 
second wave of reforms in federal countries (2016–2019) has been driven by India, Malaysia, Nigeria, Pakistan, the Russian Federation, and the 
United Arab Emirates, which all implemented 11 or more reforms.

1. While most countries today have subnational governments, they may not have constitutional status, meaning the central government can abolish local governments if it 
so decides. In federal countries, subnational units have constitutional sovereignty. See Clark, Golder, and Golder (2009).

2. The WBG Doing Business, an annual publication, provides objective measures of business regulations and their enforcement across 190 economies and selected cities.
3. A unitary state is defined by Encyclopedia Britannica as a system of political organization in which most (or all) governing power resides in a centralized government. The 

central government commonly delegates authority to subnational units but channels policy decisions down to them for implementation. A majority of nation-states are 
unitary systems.
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Consensus-building can help central governments imple-
ment reform at the subnational level, particularly in coun-
tries with a higher degree of decentralization. For coun-
trywide business regulation reform programs to succeed, all 
relevant SNGs must be involved. SNGs typically have juris-
diction over some areas of business regulation (e.g., licens-
ing regulation) and are charged with implementing national 
legislation at the local level. As a result, consensus-building 
measures can ensure buy-in across subnational actors that, 
in turn, lead to consistent regulatory implementation. Central 
governments can facilitate consensus building with SNGs 
through formal bodies (such as intergovernmental committees 
that bring actors together and mediate conflicts) or indepen-
dent panels that inform legislation in a bipartisan manner. Col-
laboration can also be facilitated more informally through party 
channels or subnational partnerships.

Incentives can also be leveraged to encourage SNGs to 
implement a federal business regulation agenda. Incen-
tives can be “soft” or “hard.” Soft incentives include national 
awards/certifications and benchmarking SNGs on their busi-

ness climates. Hard incentives include the use of federal 
funds to motivate subnational reforms. Other incentive strate-
gies, such as mobilizing popular support to pressure SNGs 
into passing reforms championed federally, fall in between.

This note emphasizes federal countries. (See the appendix 
for details on the use of this term.) This note does not explore 
the pros and cons of different power-sharing structures. Rath-
er, the focus here is to learn from the successful practices and 
strategies used to align federal and SNG reform incentives.

The first section of the note provides an overview of pow-
er-sharing structures and the critical challenges encoun-
tered. This comparative exercise is intended to help govern-
ments determine what countries provide examples that can 
be most useful and relevant to them. The second part of the 
note focuses on consensus-building strategies, and the 
third part describes several successfully leveraged in-
centive strategies. Adapting some of these strategies to a 
country’s local context may help those countries’ governments 
implement regulatory reforms across subnational units.
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1.Reforming at the Subnational 
Level: Key Issues to Consider 

>>>

Several structural obstacles can impede regulatory reform agendas across subnational 
units. Challenges vary from country to country, but there are common difficulties encountered 
by federal governments. For example, in highly decentralized countries, central government re-
form programs require a fine balance between the sometimes conflicting interests of federal and 
subnational jurisdictions (Resnik 2014). Complex and competing political party dynamics can 
further complicate reform efforts. The subnational structure can add a further degree of complex-
ity to any federal reform agenda, as more states (or provinces) mean more actors to coordinate. 

Challenges typically arise from two kinds of structural characteristics beyond the imme-
diate control of policy makers: a country’s decentralization and subnational fragmenta-
tion (see figure 2). These are independent of one another, but the combination of the two can 
create unique challenges; for example, political pluralism and decentralization can lead to a wide 
array of local elected parties with high degrees of autonomy, making coordination around a com-
mon business reform agenda challenging. In the end, the combination of and degree to which 
obstacles hinder reform vary across countries.4

4. Other challenges exist, of course, but they are not covered here as they are more closely tied to the country’s development 
and the quality of its institutions. 
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>  >  >
F I G U R E  2  -  Common Challenges to Overcome When Promoting Reforms Across Subnational Units

5. According to Watts (2008), countries with civil law traditions tend to have more explicitly delineated jurisdictions as compared to common law countries, where legislative 
overlaps are more common. 

OBSTACLES ARISING FROM LEVEL
OF DECENTRALIZATION

Overlaps
in legislative 

responsibilities 
between federal 
and subnational 

entities

Executive
and legislative 
powers do not 

coincide

Lack of federal 
influence due to 
strong financial 

independence of 
subnational units

OBSTACLES ARISING FROM LEVEL
OF SUBNATIONAL FRAGMENTATION

High number
of states to

interact/ 
negotiate with

Asymmetry
in power

(or influence) 
between states

Competing
state and federal 

parties

1.1 Degree of Decentralization

Given the differences among countries’ power-sharing 
structures, replicating reform strategies requires under-
standing similarities and differences in decentralization 
levels, in both policy making and implementation. Conceptu-
ally, three main dimensions should be considered when as-
sessing the level of overall decentralization in a country: legis-
lative, administrative, and financial. 

The allocation of legislative powers drives the level of 
legislative decentralization at each level of government. 
The legislative power between subnational units and the fed-
eral government should be exclusive, but overlaps in respon-
sibilities are common. This is particularly the case in com-
mon law5 federations with older constitutions, like the United 
States, where powers are distributed in general terms. Not 
surprisingly, conflicts commonly arise between the states and 
the federal government over which entity is responsible for 
a particular matter. For this reason, the U.S. Supreme Court 
is often called upon to resolve conflicts over states’ rights. In 
contrast, newer federal constitutions, like Malaysia’s, have de-
tailed provisions listing the powers for each government level. 
This facilitates top-down reform planning and limits room for 
negotiation among political actors since the decision-making 
process is less flexible.

The level of administrative decentralization is determined 
by how executive responsibilities are assigned. Typically, 
executive responsibility is determined by the constitution and/
or developed through delegation (Watts 2008). In countries 
with a strong Anglo-Saxon tradition, such as Canada and Aus-
tralia, each government level has executive responsibilities in 
the areas in which it has legislative powers. Generally, assign-
ing responsibility exclusively to one level of government clari-
fies which body is responsible for policy success in a given 
area. Where this arrangement is not used, as in India or Ni-
geria, for example, legislative and executive functions do not 
coincide. In these nations, the federal government lays down 
a large amount of uniform legislation and leaves to the states 
(and to a lesser extent, the cities) the role of implementing 
it. Such an arrangement requires extensive collaboration and 
coordination among the different levels of government. By 
design, the arrangement also makes it more challenging for 
laws and federal programs to be applied consistently across 
subnational units.

The third criterion for assessing the overall level of decen-
tralization is the financial dependence subnational units 
have vis-à-vis the federal government. SNGs’ spending 
shares are particularly high in federations, exceeding on aver-
age 35 percent of government spending (OECD and UCLG 
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2016). However, spending shares do not necessarily reflect 
policy-making autonomy: spending may be delegated by the 
central government rather than decentralized. SNGs may de-
pend on federal transfers — either because of constitutional 
limitations or a low capacity to raise revenue — thereby un-
dermining leverage vis-à-vis the central government. This is 
the case in the Russian Federation, where the spending of 
SNGs is planned centrally. Conversely, SNGs have more au-
tonomy when they have multiple revenue streams (e.g., state 
tax, state-owned enterprises, debt emission, etc.) and have 
discretionary power over expenditures. States in Nigeria, for 
instance, can generate multiple income streams through state 

taxes, land, and business registration fees. In Canada, 50 per-
cent of taxes accrue to the subcentral level, and provinces 
can define tax rates as well as emit bonds (OECD 2012). In 
contrast, many developing countries lack access to capital 
markets, making it difficult for SNGs to issue debt.

The legislative, administrative, and financial decentraliza-
tion can help determine a country’s overall decentraliza-
tion level, from the federal government to the cities. This, 
in turn, can help governments determine which country expe-
riences are most suitable reference points when developing 
strategies to promote a federal business reform agenda. 

6. In a constitutional convention, the prime minister appoints a cabinet that includes representatives of all the major Canadian subnational units: Ontario, Quebec, the West, 
and the Atlantic provinces. This convention was initiated by Canada’s first PM, John Macdonald. See Gardner 2017.

7. Canada’s Westminster form of government concentrates legislative and executive authority. In contrast, in the United States, chief executives must contend with independent 
legislatures that they have no power to direct (Gardner 2017).

8. The fourteen individuals are the chief executives of the federal government, the ten provincial governments, and the three territorial governments.

1.2 Subnational Fragmentation

The political party system heavily influences the coordi-
nation between different levels of government. Political 
parties — either statewide or at the subnational level — are 
one of the main drivers of policy change as they usually set 
the legislative agenda. In most democratic countries, several 
parties dominate different levels of government. This is espe-
cially the case in countries with large social, political, and eco-
nomic asymmetries, which tend to have regionalized systems 
with distinctive parties (Detterbeck 2012). 

State leaders can reject major central government eco-
nomic initiatives due to potential political implications. 
Federal leaders might have an interest in reforming trade re-
gimes, deregulation, and so forth, but political incentives can 
run in the opposite direction for subnational politicians. In Bra-
zil, for instance, five taxation reform attempts were made by 
the federal government between 1997 and 2006 to ease the 
tax burden of companies and streamline the number of taxes. 
All such attempts failed in part due to conflict in intergovern-
mental relations and zero-sum negotiations (Aguire and Dias 
2009). In the same vein, central governments may resist mar-
ket-friendly initiatives and curtail entrepreneurial SNGs. Policy 
changes — particularly on market reforms — are then likely 
to suffer from collective action problems. Promoting a coun-
trywide reform agenda at the central level, therefore, requires 
complex intergovernmental bargaining (Wibbels 2005). Not 
surprisingly, formal intergovernmental processes and institu-
tions can help negotiate cooperative arrangements, as de-
scribed in section two of this note.

The subnational structure of a country directly influences 
the number of key stakeholders involved in the decision-
making process. Canada, for example, has ten provinces, 
while the United States has fifty states. This impacts the types 
of strategies for partnerships with SNGs available to the fed-
eral government. In Canada, a norm has been that the prime 
minister appoints to his or her cabinet representatives of the 
biggest provinces to foster relationships with subnational 
entities.6 In the United States, this is not possible given the 
sheer number of states. The number of subnational entities 
also matters when it comes to reaching quorum. In Canada, 
because the number of jurisdictions is small — and because 
executive and legislative powers are consolidated7 — agree-
ment among only fourteen individuals is essentially required 
to make national policy.8 In contrast, in India, executive and 
legislative authority is separated, and subnational entities in-
clude 29 states and roughly 250,000 city and rural govern-
ments (OECD and UCLG 2016).

Power asymmetry among states is another variable that 
influences reform efforts at the subnational level. Such 
asymmetries can be produced by — among other conditions — 
variations in populations, territory size, economic dynamism, 
and natural resource endowment. When such asymmetries 
become too great, the political process can be undermined, 
particularly if the SNGs have different political agendas. In Ni-
geria, Lagos State’s revenue contributes roughly 30 percent 
of all states’ total revenue, equivalent to the total contribution 
of Nigeria’s 26 smallest states (per figures for fiscal year 2019 
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from Nigeria’s National Bureau of Statistics). This asymmetry 
makes reform efforts at the national level challenging as buy-
in from Lagos State is imperative. It also undermines reforms 
in less powerful states unless they coalesce around shared 
priorities to increase their lobbying power. Directly addressing 

asymmetries is difficult — most notably because amending 
the constitution is unlikely to succeed9 — so countries must 
resort to other measures to promote national reform agendas 
throughout their territory. Such measures are described in 
section two of this note.

9. Constitutions are difficult to amend, as they typically include multiple checks and balances. The United States Constitution, for example, has only been amended 27 times 
over two centuries, in part because amendment requires ratification by two-thirds of the house and senate and three-fourths of the states.

1.3 Identifying Relevant Measures

The general classification on the level of decentraliza-
tion helps to understand the degree of SNGs’ autonomy 
and what policy instruments are most relevant for central 
governments to promote reforms across the country. For 
instance, using federal financial transfers to influence SNGs 
is more likely to succeed in countries with high financial cen-
tralization levels, while countries with high administrative de-
centralization may require broader coordination levels, since 
SNGs implement regulations issued by the central govern-
ment.

Understanding the degree of political and subnational 
fragmentation also helps central governments to deter-

mine the most suitable strategies to use in promoting an 
investment climate agenda across the country. For exam-
ple, countries with multiple federal and local political parties 
may rely more on formal bodies to assemble key actors at the 
negotiation table. Similarly, countries with highly fragmented 
subnational architecture may be more inclined to adopt inter-
governmental committees to assemble all SNG heads. 

Table 1 illustrates the degree to which countries can rely on 
formal versus informal collaboration mechanisms and hard 
versus soft incentives. The strategies listed are more or less 
relevant depending on a country’s degree of decentralization, 
as well as on subnational fragmentation.
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>  >  >
T A B L E  1  -  Relevant Strategies to Promote a Business Reform Agenda Across Subnational Units Based on a 
Country’s Characteristics

HIGHLY CENTRALIZED
(i.e., federal government has a strong

legislative, administrative, and fiscal authority)

HIGHLY DECENTRALIZED
(i.e., federal government has a weak legislative,

administrative, and fiscal authority)

HIGHLY
COHESIVE

(i.e., few parties and
subnational units)

HIGHLY
FRAGMENTED

(i.e., many parties and
subnational units)

NOT APPLICABLE
Reforms are typically implemented from
the top down, without much obstruction

from SNGs.

RELIANCE ON “HARD” INCENTIVES
The central government can use its
authority to sway SNGs to adopt the 

business reform agenda by leveraging 
federal financial transfers or signing binding 

agreements with key states/provinces.

RELIANCE ON INFORMAL COLLABORATION
MECHANISMS

Political party channels can be used 
to facilitate negotiation between the 

subnational and the central governments. 
The concentration of actors also allows

for relationship-based negotiations.

RELIANCE ON FORMAL COLLABORATION
MECHANISMS

Formal bodies are likely necessary to
assemble key actors and reach agreements. 
Collaboration enables some reforms to be 

implemented from the bottom up.

RELIANCE ON “SOFT” INCENTIVES
The central government can commission 

benchmarks of subnational units and 
attempt to mobilize popular support for

a business reform plan.
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2.Promoting Regulatory Reforms 
Through Collaboration

>>>

A national business regulatory agenda can be facilitated through collaboration and con-
sensus-building between central and subnational governments. Intergovernmental coop-
eration may be facilitated informally where legislative powers are centralized, but formal mecha-
nisms are typically needed in countries with higher decentralization. Indeed, formal institutions 
or bodies encourage cooperation and help deal with conflict resolution. Experience of selected 
countries worldwide shows six key collaborative mechanisms can promote reforms (see figure 3 
for a summary). These mechanisms, discussed below, are not exclusive of one another and vary 
in their level of formalization. Some are more relevant to highly decentralized countries, while oth-
ers may be better suited to situations with a cohesive political party system. 
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Intergovernmental committees facilitate dialogue among 
key actors. Across all countries (albeit to various degrees), the 
power yielded to different government levels is bound to over-
lap. As a result, implementing a federal reform plan requires 
engaging with representatives of legislators, cabinets, and 
SNG agencies. Lack of broad-based consultations among ac-
tors can result in discord, undermining the alignment of reform 
incentives at both the federal and SNG level. In contrast, com-
mittees — or other mechanisms to gather stakeholders — can 
legitimize regulatory reform plans by bringing actors together 
and allowing consensus to build.

In Australia, the Committee Council of Australia Govern-
ments (COAG) fits all heads of government around one ta-
ble. The intergovernmental forum assembles the federal gov-
ernment, the six state governments (plus two territories), and 
the local government association. The COAG also has many 

sub-councils (e.g., on energy, health, industry, education, and 
transport) that provide forums for collaboration and achieving 
coordinated actions.

In Canada, institutionalized committees, like the First Min-
isters Conference, facilitate bargaining between SNG ex-
ecutives (box 1). The annual meeting gathers the provincial 
premiers and the prime minister. Ahead of the conference, it 
is common for premiers to meet to present a united front to-
ward the federal government.10 This increases the provinces’ 
bargaining power while also facilitating negotiations by the fed-
eral government, as requests are centralized. It is common for 
ministers or advisors with specific portfolios to handle negotia-
tions on behalf of their respective governments directly, leading 
to an elaborate administrative apparatus, e.g., the Canadian 
Intergovernmental Secretariat and the Intergovernmental Con-
ference, to support dialogue. A wide variety of agencies further 
exist at the provincial level. In British Columbia, the Federal-
Provincial-Territorial Committee on Regulatory Governance 
and Reform (FPT-CRGR) shares ideas and principles between 
the federal and other provincial governments. The FPT-CRGR 
brings together a network of regulatory experts from across 

>  >  >
F I G U R E  3  -  Mechanisms to Foster Broader Cooperation

COLLABORATIVE MECHANISMS TO PROMOTE REFORM

1

INTERGOVERNMENTAL 
COMMITTEES
•  Bring relevant actors together
• Facilitate negotiation and consensus 

building

4
SUBNATIONAL PARTNERSHIPS
•  Encourage the testing of new public policies
•  Ideas that “work” make it to the national stage

5
PRIVATE SECTOR CONSULTATIONS
•  Provide legitimacy vis-a-vis the public
•  Increase trust between government and the 

private sector

POLITICAL PARTY CHANNELS
•  Party events allow for key federal and SNG 

actors to discuss reforms

2
INDEPENDENT PANELS
•  Help overcome partisan disputes or power 

asymmetries
•  Can galvanize public support and pressure 

SNGs

3
REGIONAL REFORM UNITS
•  Adapt reforms to local context
•  Help close implementation gaps

6

Formal mechanisms Informal mechanisms

2.1 Intergovernmental Committees

10. This is particularly the case for matters related to federal transfer and national policy programs where jurisdiction overlaps between the federal and provincial governments.

INTERGOVERNMENTAL COMMITTEES
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provincial boundaries and works to develop best practices on 
regulatory policy and build support for common approaches. 

In Mexico, the National Governors’ Conference (NGC) in-
cludes all executive branches’ state representatives. Inter-
governmental relations typically involve the federal gov-

ernment’s lobbying by subnational representatives. In that 
regard, the NGC plays a pivotal role in allowing state governors 
to find common ground and increase their lobbying power vis-
à-vis the federal government on regulatory reform programs 
(OECD 2014).

>  >  >
B O X  1  -  How Federal and SNG Jurisdictions in Canada Coordinate Their Actions 

Canada is arguably one of the most decentralized countries globally, with provinces wielding a high degree of autonomy 
and being mostly responsible for key policy areas like education and health care. In comparison to other federations, Can-
ada features few legal or constitutional mechanisms for resolving intergovernmental conflict. How then do different layers 
of Canadian government coordinate their action? Two critical bodies facilitate coordination: 

A. One is the annual First Ministers’ Conference, where the provincial and territorial premiers meet with the prime minister. 
This conference is essential because a sizable portion of provincial funding comes from the federal government, and 
the meeting presents an opportunity for the premiers to lobby for more money. Such conferences also play a vital role 
in addressing the fair amount of overlap Canada’s federal system leaves between federal and provincial jurisdictions.

B. A second important institution is the so-called Council of the Federation (COF). The COF is a formal provincial-
territorial (PT) body that meets twice a year and comprises the premiers of each of Canada’s 13 PTs. The federal 
government does not participate in it. The main functions of the COF are to provide the PT governments with a unified 
front when interacting with the federal government and to discuss interprovincial cooperation in areas of provincial 
jurisdiction. An array of working groups support the premiers’ meetings. Ultimately, the COF — by developing common 
positions — manages to shape national policy.

Independent panels help overcome political dynamics and 
power asymmetries. Political party dynamics and electorate 
incentives can make it difficult for federal and SNG jurisdic-
tions to see eye-to-eye on a regulatory reform agenda. Coali-
tion building may be especially difficult to achieve in countries 
historically dominated by a two-party, highly partisan system 
(e.g., the United States). To overcome such challenges, biparti-
san bodies can be set up to inform investment climate reforms. 
Alternatively, external organizations not involved in the politi-
cal process can be called on to guide the investment climate 
agenda.

In the United States, the Congressional Budget Office 
(CBO) serves as  an independent panel. Created as a non-
partisan agency by the Congressional Budget and Impound-
ment Control Act of 1974, the CBO produces independent 
analyses on budgetary and economic issues. The agency is 
further tasked with releasing reports and cost estimates for 
proposed legislation. Given its nonpartisan track record, a fa-
vorable CBO analysis accompanying federal legislation can 
make it easier to achieve consensus with the SNGs. At the 
very least, such an analysis provides a starting point for nego-
tiations (Joyce 2011). 

In Canada, expert panels are used to overcome power 
asymmetry among provinces. The provinces of Quebec 
and Ontario account for roughly 60 percent of GDP, while the 
four maritime provinces account for less than 6 percent of to-

2.2 Independent Panels

INDEPENDENT PANELS
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tal output. Given the provinces’ contrasting economic weight, 
achieving sweeping reforms across SNGs is challenging. As 
a result, Canada has relied on expert panels to help pass re-
forms, as it did in 2007 when it revamped its federal-provincial 
fiscal equalization system.11 The formula for fiscal redistribution 
was overhauled to relieve tensions between the federal gov-
ernment and the provinces and among the provinces them-
selves. Parliament adopted the reforms primarily based on the 
O’Brien Report, prepared by five high-ranking senior officials 
who consulted extensively with academics and the public 
through roundtable discussions. The report was well-received 
by the public upon publication (OECD 2012). In fact, between 
the time the report was commissioned and when it was pub-

lished, a new federal government from a different party came 
into power but it nevertheless accepted the recommendations.

In Malaysia and India, a successful strategy to overcome 
the partisan divide has been to seek input from external 
organizations with no inherent political stake in the busi-
ness regulatory reform process. Notably, India and Malaysia 
requested the WBG’s help to develop a reform roadmap for 
multiple areas of regulation, including taxation, business regis-
tration, and construction permitting. Many of the recommenda-
tions issued were taken on board by the respective federal and 
SNG jurisdictions.12

11. In Canada, provinces are responsible for policy areas such as education and healthcare, with limited interference from the federal government. Disparities in wealth 
between provinces, however, remain. As a result, the considerable differences in provincial capacity are reduced by equalization, i.e., the transfer from the federal gov-
ernment to the provinces is inversely related to provincial fiscal capacity and accounts for approximately 20 percent of federal payments to provinces.

12. Between 2017 and 2019, Malaysia recorded nine Doing Business regulatory reforms, while India recorded 19.
13. The progress on the law’s implementation can be tracked on the Indicador Subnacional de Reforma Regulatoria website: http://onmr.org.

Creating subnational reform units can help ensure that re-
forms are adapted to the local context and mitigate imple-
mentation gaps. Global experience shows that countrywide 
economic plans aimed at reforming the business environment 
often fail at the execution stage (Solf et al. 2020). Two central 
reasons are that national policies are often not well adapted to 
the local context and that SNGs are not adequately consulted 
before and during the reform implementation process. For this 
reason, in reforming countries with moderate levels of decen-
tralization, central governments directly involve SNGs through 
local reform units and feedback loops. 

In Malaysia, states have created special task forces to 
facilitate business reforms through local public-private 
collaborations. The federal government in Malaysia takes a 
proactive role in developing economic plans, with ministries 
at the state level in charge of formulating policies to achieve 
stated targets. State governments are then required to provide 
an annual regulatory impact assessment for review by and the 
approval of the federal Malaysia Productivity Corporation and 
the National Planning and Development Committee (NPDC). 
Given the need to reform, states have created business re-
form task forces that mirror in name and structure the national 

task force (PEMUDAH) (see figure 4). The collaboration be-
tween the federal PEMUDAH and the state-level PEMUDAHs 
has led the various state governments and agencies and lo-
cal business communities to undertake efforts to enhance the 
investment climate. For instance, the PEMUDAH of Penang 
State launched several initiatives in 2014, such as expediting 
business license issuance and the approval of supplementary 
building plans (PEMUDAH Annual Report 2015).

In Mexico, a legal reform required all states and municipal-
ities to create a central coordinating authority on regula-
tory improvement. The 2017 constitutional reform establishes 
that authorities from all government levels (including the legisla-
tive and judicial branches) must implement regulatory improve-
ment policies. Subsequently, the General Law for Regulatory 
Improvement was promulgated on May 18, 2018, and the Na-
tional Commission for Regulatory Improvement (CONAMER) 
was created (replacing the Federal Regulatory Improvement 
Commission, COFEMER). A new private foundation will follow 
up on the implementation of the new law, which requires each 
state and municipality to create a regulatory improvement body 
led by a high-level official (e.g., an undersecretary or equiva-
lent).13 Furthermore, the newly established subnational au-
thorities are legally required to conduct several duties, such as 
publicizing regulatory forecasts, requesting public comments, 
repealing one regulatory obligation or act before promulgating 
a new one, and conducting ex-post regulatory impact analyses 
every five years for regulations that impose compliance costs.

2.3 Subnational Reform Units

SUBNATIONAL REFORM UNITS
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14. With the exception of Lagos, which is under the purview of federal-level reforms, the states of Kaduna, Gombe, Ekiti, Enugu, and Anambra have set up business environ-
ment councils, and Edo and Ogun are in the process of instituting their councils following an executive order.

>  >  >
F I G U R E  4  -  An Example of a Subnational Business Reform Task Force: PEMUDAH Sarawak

PEMUDAH SARAWAK

CO-CHAIRS
YBhg. Tan Sri Datuk Amar Haji Mohamad Morshidi bin Abdul Ghani, State Secretary of Sarawak 
& YBhg. Datuk Abang Haji Abdul Karim bin Tun Abang Haji Openg, President, Sarawak Chamber  
of Commerce and Industry (SCCI).

SECRETARIAT
Jointly administered by Ministry of Industrial Development Sarawak & Sarawak Chamber of 
Commerce and Industry (SCCI)

MEMBERS Representatives from public and private sectors

PEMUDAH Sarawak organised several programmes in 2015 to increase public awareness, promote entrepreneurship as 
well as identify and address business issues in order to ease doing business and accelerate growth and development in 
the state.

Source: Malaysia Productivity Corporation, PEMUDAH 2015 annual report.

In Nigeria, reforms are anchored by the federal govern-
ment through the Presidential Enabling Business Environ-
ment Council, which has a subnational technical working 
group (TWG). The subnational TWG, established in October 
2017, is chaired by the Secretary of the Presidential Enabling 
Business Environment Council. The council’s secretariat has 
state representation from its six geopolitical areas, the Nigeri-
an Governors’ Forum, and the private sector. As administrative 

and legislative powers are primarily decentralized, the TWG 
focuses on utilizing lessons learned to organize and implement 
reforms at the federal level to encourage collaboration and peer 
learning activities among the states. Since the TWG activities 
kicked off, traction with states has thus far been limited, except 
for a handful of reform-minded states that independently took 
the initiative to start subnational reforms in their states by set-
ting up business environment councils to oversee reform.14 

Subnational partnerships help promote reforms from the 
bottom up. Central governments in heavily decentralized 
countries can find it challenging to promote regulatory reforms 
across subnational units due to a lack of legislative and ad-
ministrative authority. On the other hand, decentralization can 
encourage the testing of new and innovative public policies 
at the local level — which can, in turn, be replicated by other 
SNGs (or even by the central government). For example, in 

the United States, Wisconsin pioneered the income tax and a 
safety net for the unemployed, helping these ideas gain trac-
tion in federal law (Nivola 2005). 

Canada’s experience shows that business-friendly initia-
tives undertaken locally can create a chain reaction. For 
such actions to spread across subnational lines, they require 
a track record of success through measurable outcomes (and 
public opinion). In 2005, the provinces of British Columbia and 
Ontario and Yukon’s federal territory launched BizPaL, a formal 
platform based on a partnership between participating provin-
cial and municipal governments offering a free online service 
for businesses. The partnership makes all decisions regarding 

2.4 Subnational Partnerships

SUBNATIONAL PARTNERSHIPS
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15. Entrepreneurs simply select the business activities they plan to undertake and BizPaL automatically generates a list of all required permits and licenses from all levels 
of government (federal, provincial, territorial, and municipal) and provides links to government sites where the entrepreneur can learn more and, in some cases, apply 
online.

16. As of March 2021, only the sparsely populated federal territory of Nunavut was not covered by BizPaL. 

the overall program, and the provinces make decisions con-
cerning the management of BizPaL within their jurisdictions. 
BizPaL first helped firms to identify which permits and licenses 
were required at both the provincial and municipal level and 
to determine how to obtain all required paperwork. Following 
positive feedback from the business community, services were 
expanded to offer a single access point for permit and license 
information for all government levels.15 In the wake of this suc-
cess, other provinces joined the agreement. And as of 2021, 
virtually all SNGs in Canada had joined BizPaL.16

Subnational partnerships need not necessarily be formal-
ized, as the case of India shows. The recent benchmarking 
of Indian states by the Department for Promotion of Industry 

and Internal Trade (DPIIT) (see section 3.3) revealed sub-
stantial disparities between Indian states regarding the local 
business environment. This prompted some of the best-ranked 
states to extend support to less developed subnational part-
ners. For instance, Telangana offered support to lagging states 
through peer-learning events presenting its experience reform-
ing its business environment. Gujarat offered to partner with 
a handful of states to share its online consent management 
system free of cost. From the perspective of Gujarat, this is 
a way to showcase its system nationally and achieve deploy-
ment across states. From the standpoint of partnering states, 
such collaboration can result in process improvements and 
cost savings.

Consultation with the private sector can legitimize re-
form plans. Developing an effective business reform agenda 
requires understanding the challenges faced by the private 
sector. According to data from the WBG Global Indicators of 
Regulatory Governance (2017), regulatory agencies do not 
collect targeted feedback from relevant experts and firms in 

over a third of countries. OECD data further reveal that, before 
enacting a new regulation, many countries fall short of follow-
ing many best practices regarding consultations with the public 
and the private sectors (e.g., timing and openness of consulta-
tions, transparency, and feedback mechanisms, etc.); see fig-
ure 5. This is a missed opportunity for many regulatory authori-
ties. A McKinsey study shows that most executives report that 
(i) public officials are uninformed about their industries’ eco-
nomics, and (ii) governments are likelier to affect companies’ 
value than any other group of stakeholders except customers 
(McKinsey 2010).

2.5 Private Sector Consultations

PRIVATE SECTOR CONSULTATIONS
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>  >  >
F I G U R E  5  -  OECD Stakeholder Engagement Score Across Member Countries; Primary and Secondary Laws

Source: OECD 2017.
Note: The composite indicator measures whether good regulatory practices are adopted to engage with affected parties when developing new 
regulations. Such measures include consultations and feedback mechanisms. For the United States, the score on secondary laws was doubled 
for comparability purposes.
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17. The first SIBS study was conducted in 2009. Two more editions were subsequently released, in 2012 and 2017. A forthcoming edition has been collecting data for the 
period from October 21, 2019, to March 31, 2020.

18. Materials and meetings recordings are made publicly available on ASI’s website, and the public can submit comments.
19. PEMANDU was a dedicated delivery unit created in 2009 under the PM’s department to accelerate reform implementation. In 2017, PEMANDU became a private con-

sultancy with contracts with the government. PEMANDU is distinct from PEMUDAH, which is the special task force for facilitating business that is tasked with identifying 
regulatory reforms through the various working groups it oversees and through dialogue with the private sector.

20. PEMANDU’s approach followed a 30:30:40 ratio: 30 percent of Lab recommendations were implemented, another 30 percent were implemented with refinements, and 
the final 40 percent were new initiatives not emerging from the Labs.

As firms are best placed to identify the key obstacles to 
their operations, gathering the right actors is vital for the 
design of a private sector development agenda. A reform 
program developed in consultation with key private sector 
stakeholders provides legitimacy vis-à-vis the general public 
and increases trust between the public and the business com-
munity. It is not enough, however, to involve the chamber of 
commerce (CoC). In many economies, the CoC is under the 
direct control of the government. In other cases, associations 
like the CoC are controlled by a handful of firms with close ties 
to the government. Therefore, it is essential to select relevant 
associations representing both large and small firms’ interests 
as well as other actors, such as think tanks, industry associa-
tions, and public policy institutions. 

An equally important consideration is geographic repre-
sentation. Some countries ensure this by selecting relevant 
actors (firms, organizations, etc.) across subnational units to 
sit on a national committee. Morocco established subnational 
committees tasked with leading the regions’ reform efforts. The 
Regional Committees for the Business Environment (CREA) 
include representation from the central government (usually 
the region’s governor), subnational public entities, and the pri-
vate sector. The committees’ primary role is to identify and put 
forward reform actions to improve the business environment. 
Another essential function assigned to them is monitoring re-
form implementation of national measures put in place by the 
National Committee for the Business Environment (CNEA). 
Private sector representation in these committees includes lo-
cal firms that may report different regulatory bottlenecks from 
region to region. While only a minority of regions in Morocco 
had well-functioning CREAs as of 2020, the federal and subna-
tional governments are proceeding to strengthen the CREAs 
across all regions. 

In Canada, the national statistics agency, commonly 
known as StatCan, informs policy decisions by surveying 
regularly the private sector. Surveys are widely conducted 
with the private sector as joint initiatives between provinces 
and associations. For example, the Survey of Innovation and 
Business Strategy (SIBS) is carried out every few years17 to 
understand the market and policy factors that encourage or 

discourage firm activity and innovation. According to Stat-
Can, the survey results are used by the federal and provincial 
governments to develop policies to improve productivity and 
competitiveness. The most recent report, in 2017, was a joint 
initiative with the Atlantic Canada Opportunities Agency, the In-
stitut de la Statistique du Québec, and the Ontario Ministry of 
Economic Development, Job Creation and Trade. SIBS 2017 
surveyed close to 15,000 firms in 14 sectors. Among other re-
sults, it found that firms were least likely to take measures to 
overcome obstacles related to regulatory or government com-
petition policy — and that this type of obstacle was the hardest 
to overcome.

The Russian Federation set up an independent body to 
collect private sector feedback and guide policy deci-
sions. In the early 2000s, attempts in the Russian Federation 
to curb red tape failed due to a lack of firm engagement and 
poor stakeholder representation beyond the main clusters in 
Moscow and Saint Petersburg. The Agency for Strategic Initia-
tives to Promote New Projects (ASI) was created to improve 
the investment climate based on stakeholder engagement. ASI 
develops roadmaps to address the feedback collected during 
meetings with firms, business associations, and representa-
tives from academia from the country’s different oblasts. The 
process is made inclusive by opening the roadmap design pro-
cess to the public.18 To keep a degree of autonomy — and to 
shield the agency from any conflicts of interest — ASI is run as 
a nonprofit, autonomous organization. The supervisory board 
includes CEOs, multiple state governors, ministers, and trade 
and union leaders’ associations.

In Malaysia, the private sector has been actively engaged 
in identifying problems and designing and prioritizing so-
lutions. Malaysia’s Labs, led by the PEMANDU agency until 
2017,19 brought together relevant private sector stakeholders 
from their fields of competence and from across states to iden-
tify bottlenecks and identify potential solutions and implemen-
tation details. Each Lab worked together for several weeks, 
supported by data analysis and modeling. This intensive pro-
cess facilitated a swift move from strategy to implementation, 
and many suggestions were included in the final policy (World 
Bank, 2017).20
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In countries where a party dominates the political arena, 
intergovernmental issues can be sorted out through party 
channels. Party channels can effectively resolve disagree-
ments between the federal and state governments, especially 
when one party traditionally holds power across the political 
and subnational spectrum. In such cases, party channels and 
events can be used to mediate conflict between states.

In Malaysia, the federal-state intergovernmental relation is 
characterized by intraparty relations. From independence 
until 2018, the United Malays National Organization (UMNO) 
was the dominant party at both the federal and state level, 
leading multiple coalitions, including the most recent, Malay-
sia’s National Front (Barisan Nasional, BN). Historically, SNG 
leadership aligns with the federal government, as the respec-

tive ruling political parties come from the same coalition. This 
facilitates business regulatory reform coordination and dispute 
resolution, especially from the perspective of the federal gov-
ernment. Simultaneously, the plethora of political parties in Ma-
laysia has created a complex coalition-building system, which 
allows for negotiation in the policy-making sphere between 
state and federal governments. Inter- and intraparty negotia-
tion, in turn, ensures representative solutions that adapt the 
regulatory agenda to local challenges. 

While party channels can efficiently align subnational ac-
tors and expedite reforms, this mechanism cannot be re-
lied on in most countries. Almost all federations today have 
different political parties leading the executive branches at 
the federal and state levels. In some countries, like Australia 
and the United States, this has been the historical norm. In 
other countries, like Mexico, the political map has drastically 
changed in recent decades to include multiple parties holding 
key offices. 

2.6 Political Party Channels

POLITICAL PARTY CHANNELS
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3.Promoting Regulatory Reforms 
Through Incentives

>>>

A second type of measure, best described as incentivizing strategies, can encourage 
investment climate reforms across SNGs. Overreliance on collaboration mechanisms can 
result in a stalemate or lengthy negotiations between SNGs. Therefore, the central governments 
of federations often use strategies that provide a clear benefit or cost for SNGs vis-à-vis adopt-
ing regulatory reforms.

A managed carrot-and-stick approach based on incentives can encourage SNGs to co-
alesce around a common federal reform agenda. Some incentive measures, characterized 
as “soft,” provide intangible benefits for SNGs adopting (or rejecting) federally sponsored regula-
tory reforms; intangible benefits (or consequences) may include increased media exposure, op-
portunities for investment promotion, popular support, and so on. Incentive measures described 
as “hard” may have tangible adverse effects on SNGs that do not adopt a federal reform plan, for 
example, through reduced federal transfers. Figure 6 summarizes these approaches. It should 
be noted that some of the strategies highlighted, mainly related to financing, may not be repli-
cable everywhere for constitutional reasons.
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>  >  >
F I G U R E  6  -  Strategies to Incentivize Subnational Units

INCENTIVE MECHANISMS TO PROMOTE REFORM

5
COVENANTS 
•  Binding agreements institutionalize the 

commitment of SNGs 
•  For SNGs, covenants offer opportunities for 

partnerships with the federal government

Soft incentives Hard incentives

1

PROVIDING RESOURCES TO 
SUBNATIONAL UNITS
•  Encourage regulatory harmonization across 

jurisdictions units to make compliance more 
predictable nationally

2
AWARDS AND CERTIFICATIONS
•  Strengthen the credibility of SNGs
•  Incentivize SNGs to follow common 

requirements

3

LEVERAGING SUBNATIONAL 
COMPETITION
•  Promotes reform competition
•  Naming and shaming SNGs that 

underperform can pressure them to reform

4
MOBILIZING POPULAR SUPPORT
•  Can sway SNGs due to the desire to win 

reelection

FEDERAL TRANSFERS AND 
GRANTS
•  Using conditional transfers can ensure 

reform implementation

6

Making resources available to SNGs can help harmonize 
regulation. Decentralized political systems can result in dis-
persed regulation, with variations among the subnational units. 
To help make regulatory compliance consistent across juris-
dictions, federal governments can make resources available. 

Canada offers a good example of how offering resources 
to SNGs harmonized construction regulation. Construction 
codes in the country fall within the remit of provinces. Histori-
cally, this led to widely different codes across jurisdictions. As 

a result, in 1941, Canada’s federal government published the 
National Building Code (NBC) that SNGs can adopt voluntarily. 
By incorporating best construction practices, the NBC gradual-
ly became the basis for the building codes of all provinces, as 
well as for several cities.21 Since then — and to ensure SNGs 
do not impose a patchwork of different laws and interpreta-
tions on top of the national code — the NBC has been updated 
several times. For instance, the most current NBC, published 
in 2015, included over 300 changes, many of which focused 
on protection measures to address the risk of injury due to fire 
and structural collapse. Many such changes for the forthcom-
ing 2021 NBC are expected to focus on energy efficiency. In 
the meantime, fees to download the NBC were waived in 2018 
to make it easier for the public to access. 

3.1 Providing Resources to Subnational Units

PROVIDING RESOURCES TO 
SUBNATIONAL UNITS

21. In Canada, the regulation of building construction is a provincial responsibility, with selected municipalities given the right to write their own building code.

Rewarding SNGs for their regulatory reform efforts can 
provide local governments with national media exposure 
that serves its public relations needs and goals. Nigeria 
has sought to leverage this strategy. Since 2018, the Enabling 

3.2 Awards and Certifications

AWARDS AND CERTIFICATIONS
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Business Environment Secretariat of the Presidential Enabling 
Business Environment Council (PEBEC) has held annual 
awards to recognize SNGs that have implemented impactful 
reforms. Abuja’s yearly ceremony, which gathers CEOs, gov-
ernors, the prime minister, and heads of other leading minis-
tries, is widely covered in the media. In 2019, five states were 
recognized by PEBEC for the reforms implemented: Kaduna, 
Enugu, Lagos, Abia, and Anambra. Governors and/or vice 
governors of these states were present to accept the awards 
and gave speeches showcasing improvements made in their 
local regulatory climates. Anambra State, for instance, was 
recognized for easing the incorporation process as well as for 
property registration reforms.

The central government can also issue certifications to 
signal that local institutions or regulations follow good 
practices. Mexico has used this strategy to harmonize regu-
lation and promote good practices across jurisdictions. As es-
tablished in the new General Law of Regulatory Improvement, 

certifications guarantee that SNGs follow standard guidelines. 
CONAMER, the entity responsible for designing the federal 
regulatory improvement agenda, issues certifications to state 
and local governments. From the public’s viewpoint, certifica-
tion signals that the certified local agency (for example, a busi-
ness registry, building authority, or single-window business 
licensing agency) meets a minimum quality standard. Such 
certifications, in turn, strengthen the credibility of a state (or 
local) government seeking to reform local institutions and im-
prove the business environment. Examples of CONAMER’s 
role as a certifying entity  include the PROSARE and VECS 
certifications. PROSARE recognizes that a business with 
low-risk activities can be opened in less than 72 hours with a 
single registration form and no more than two visits. Based on 
an evaluation, this certificate can be renewed at one, two, or 
three year intervals, depending on the achieved score. CONA-
MER also issues VECS certifications for one-stop municipal 
shops that issue construction permits for low-risk buildings.

Competition can be leveraged at the subnational level to 
disrupt the status quo and encourage reforms. Virtually 
all federations combine elements of cooperation and compe-
tition. In some federations, intergovernmental relations have 
historically been competitive. In such cases, the central gov-
ernment can leverage that competition; if a state’s regulatory 
environment is shown to be worse than its neighbor’s, that 
state cannot easily blame outside factors. And while some 
critics contend that competitive federalism can be divisive,22 

naming SNGs that underperform can put regulatory reform at 
the top of that SNG’s political agenda (Asia Pacific Economic 
Cooperation 2009). Conversely, highlighting high-performing 
states allows them to underscore their performance to attract 
more local investment.

Benchmarking the performance of states to push a fed-
eral economic agenda is a tactic used in India. The central 
government sets a series of annual goals as part of its Busi-
ness Reform Action Plans (BRAP), outlined in box 2. States 
are ranked annually based on their achievements. The results 
are widely covered by local and national media, increasing 
pressure on state governments to carry out reforms. In 2019, 
some of the greatest improvements were undertaken by 
states that had performed relatively poorly the previous year. 
In other words, benchmarking led to convergence, potentially 
triggered by comparisons and publicity. The benchmark devel-
oped has buy-in from states thanks to BRAP’s online portal, 
which created a real-time monitoring and evaluation system 
so states can see where their reforms have been effective 
and what neighboring states are doing. Finally, BRAP’s an-
nual aggregate rankings provide states with opportunities for 
investment promotion. For instance, Haryana has highlighted 
its standing in the BRAP by declaring that it is “the best state 
in North India” in which to do business. 

22. It has been argued that, if not carefully managed, competitive federalism can result in destructive competition between states, marked by parochialism and disdain for col-
laboration in the national interest (Committee for Economic Development of Australia 2014). Further, interstate rivalry may trigger a “race to the bottom,” with SNGs, in their 
attempts to achieve desired outcomes (e.g., employment, investment, etc.), cutting back on social or environmental programs (Volden 2002). 

3.3 Leveraging Competition

LEVERAGING SUBNATIONAL 
COMPETITION
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>  >  >
B O X  2  -  How DPIIT in India Monitors and Benchmarks Regulatory Reforms at the Subnational Level

To promote reforms at the state level, India’s Department for Promotion of Industry and Internal Trade (DPIIT)  created an 
indicator set to monitor progress against a Business Reform Action Plan for all states, starting in 2015. DPIIT identified 
a subset of critical areas of the business environment, covering the regulatory areas along the firm cycle from starting 
to closing a business, including those considered particularly problematic, such as inspections and sector licenses. Ex-
amples of the measures monitored include:

• Is there a single online window for business registration?
• Can registration with social security and the tax department be done concurrently?
• Can building permit applications be lodged online?

As most questions are binary, they can be self-assessed by state representatives and subsequently confirmed by DPIIT. 
This allows the state to form a series of annual goals as part of its Business Reform Action Plan (BRAP). The implementa-
tion of reform actions is monitored through an online portal where state governments upload evidence of implementation 
(for approval by the central government). Once approved, states receive an “implementation score” that allows the central 
government to rank states annually on reform implementation progress and real-time through a portal. Reforms achieved 
after being envisioned in the BRAP include the streamlining and automation of over 40 state-level licenses and permits; 
risk-based classifications and inspections reforms; greater access to information; single-window systems for business 
registration; and dedicated commercial benches/courts. Over time, more questions have been added, and a user experi-
ence component was included: users of the services are asked about their awareness and usage experience (qualitative) 
and the time spent dealing with different administrations (quantitative).

Another benchmarking tactic relies on third-party assess-
ments to avoid politicization. Some countries have relied on 
private consulting companies. For instance, The Russian Fed-
eration’s Agency for Strategic Initiative (ASI) has partnered 
with the Boston Consulting Group to develop the Regional 
Investment Climate Index in each of the Russian Federation’s 
85 subnational units. Over forty parameters are examined to 
determine how subnational units compare while also pointing 
up critical issues that impede business development (Boston 
Consulting Group 2018). Mexico and Malaysia took a different 
approach, commissioning the WBG to carry out subnational 
DB studies. In Mexico, national development plans have in-
cluded cutting red tape and harmonizing the business regula-

tory framework.23 Given the country’s complex party dynamics, 
successive federal governments sought to avoid politicizing 
any benchmarking instrument. As a result, starting in 2005, 
the WBG was tasked to conduct a subnational benchmark 
(figure 7). This exercise was repeated five times on all states, 
with best-performing states identified in multiple areas (e.g., 
business incorporation, commercial court efficiency, etc.).24 

Top improvers were highlighted, pressuring governments in 
states where progress was slow to follow suit. In the end, the 
DB assessment helped overcome political tensions (World 
Bank 2009) by offering objective analysis (Asia Pacific Eco-
nomic Cooperation 2009).

23. For example, the 2013–2018 National Development Plan included “productivity democratization,” which included a regulatory reform agenda as one of three crosscutting 
strategies. Similarly, the National Development Plan 2019–2024 includes administrative simplification for creating firms.

24. It should be noted that, as of 2017, the government of Mexico no longer relies on Subnational Doing Business (SNDB) benchmarks, replacing SNDB instead with the Regu-
latory Improvement Subnational Indicators measured by the Regulatory Improvement Observatory. This benchmark uses a different methodology than that used by DB.
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F I G U R E  7  -  Mexico Relied on The WBG to Assess the Regulatory Environment Across States

Aggregate Ranking
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Mobilizing popular support can exert pressure on SNGs 
to adopt regulatory reforms. The delegation of responsibili-
ties to subnational units creates principal-agent issues as the 
two government levels may have different priorities, resulting 
in divergent policy objectives. Mobilizing (or shifting) popular 
support, however, can help sway subnational agents. While 
the behaviors most affected by electoral incentives are debat-
ed, studies have found that the desire to win reelection makes 
legislators work harder in key legislative areas visible to con-
stituents (Fouirnaies and Hall 2018).

In India, Prime Minister Narendra Modi’s administration 
mobilized public opinion behind its federal business re-
form agenda. After taking office in 2014, Modi committed 
to improving the business environment as part of a broader 
“Make in India” initiative. One target set was to improve by 
80 ranks and become a Top 50 country on the DB rankings. 
This target gathered significant traction in the media, along 

with widespread support. On the other hand, resistance to re-
forms has increasingly become associated with acceptance 
of red tape and with anti-entrepreneurial behavior, creating a 
reputational risk for SNGs that maintain the status quo. This 
narrative has facilitated regulatory reforms in areas where 
jurisdiction lies with a SNGs. For example, reforms in con-
struction permitting were achieved in New Delhi thanks to the 
adoption of a new building code. Company incorporation was 
also improved in Mumbai thanks in part to better coordination 
between the federal and the Maharashtra governments, as 
separate forms for the respective authorities were streamlined 
into a general form. 

Nigeria’s central government has also sought to mobilize 
popular support through the national media to hasten its 
reform efforts. President Buhari has been vocal about his 
ambitions regarding the DB rankings. Frequent declarations, 
press releases, and tweets gathered significant media cover-
age, increasing concern regarding the country’s reform effort 
among the national population (figure 8). This, in turn, has 
pressured the SNGs of the states of Kano and Lagos to imple-
ment business regulatory reforms in areas over which they 
have jurisdiction (e.g., the building permitting process).

3.4 Mobilizing Popular Support

MOBILIZING POPULAR SUPPORT
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Covenants can institutionalize and anchor reform efforts 
between federal institutions and SNGs. Covenants are 
binding agreements used by federal governments to institu-
tionalize subnational units’ long-term commitments, thus mak-
ing it likelier that the commitment survives future changes in 
administrations. From the SNG’s perspective, covenants pro-
vide strong signals to the electorate and may enhance oppor-
tunities for partnerships with the federal government.

Covenants have been particularly relevant in Mexico in 
coordinating both the federation and state/municipal 
governments’ regulatory activities and those between 
the states and their municipalities. For example, in 2002 
Baja California signed covenants with the Federal Commis-
sion for Regulatory Improvement (COFEMER, renamed in 

2018 the National Commission for Regulatory Improvement, 
or CONAMER) to apply the System for Quick Business Start-
Up (SARE)25 in the state’s municipalities (e.g., Mexicali and Ti-
juana). The use of SARE resulted in notable gains in business 
creation, employment, and investments (García Villarreal 
2010), a success with a “demonstration effect,” as other juris-
dictions began applying for SARE modules across states. By 
2018, 331 SARE modules were rolled out, generating 6,681 
firms and 26,850 jobs between 2014 and 2018 (Comision Na-
cional de Mejora Regulatoria 2018). 

Covenants have also been successfully used in between 
SNGs. In 2016, the Canadian province of British Columbia 
signed the Trade, Investment, and Labor Mobility Agreement 
(TILMA) with Alberta. The TILMA aimed to modernize and 
streamline the regulatory regimes of the two jurisdictions by 
removing barriers to trade, investment, and labor mobility. 
One key component was the use of a single mobile business 
license across jurisdictions. TILMA’s success prompted the 
province of Saskatchewan to join the agreement. 

3.5 Covenants

COVENANTS 

25. SARE is a risk-based approach to business start-up. Businesses with low-risk activities can use a fast-track incorporation process with simplified procedures across all three 
levels of government. SARE, in fact, aims to provide entrepreneurs with commercial licenses to begin operation within 72 hours of the request. 

Where financial imbalances exist, conditional federal 
transfers can be used to pressure SNGs. In most countries, 
for practical and historical reasons, levying revenue is the fed-
eral government’s mandate. Typically, some revenue sources 

3.6 Federal Transfers and Grants

FEDERAL TRANSFERS AND GRANTS

>  >  >
F I G U R E  8  -  Nigeria’s Reform Effort Has Gathered Significant Media Traction
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are available to SNGs (e.g., borrowing, state taxes, profit from 
state-owned enterprises). These revenue streams may be 
more limited in economies with smaller capital markets, less 
natural resources, and a smaller tax base. SNGs may also 
have areas of responsibility — such as health, education, and 
social services — that are inherently costly.

In India the federal government has sought to leverage 
financial transfers to promote a federal reform agenda. 
Due to disruptions caused by the COVID-19 pandemic, the 
government of India raised borrowing limits in July 2020 for 
state governments from 3 percent to 5 percent of gross state 
domestic product. Only 0.5 percent of the additional borrow-
ing is unconditional. The remaining 1.5 percent is accessed 
based on states’ performance in several areas captured by 
measurable targets. One such area is private sector develop-
ment, wherein states must complete business reform action 
plans emphasizing simplification of registration and inspec-
tion reforms; removal of renewal requirements for certificates, 
licenses, and approvals; and implementation of risk-based 
approvals and inspections; among others. Implementing a 
business reform action plan raises states’ borrowing limit an 
additional 0.25 percent out of 2 percent.26

Ultimately, the extent to which central governments can 
influence SNGs through federal transfers and grants de-
pends on the country’s financial decentralization. Such 
measures may also prove controversial. The extent of the 
financial imbalance greatly influences SNGs’ true indepen-
dence and determines whether government transfers are 
conditional. Where this is the case, the federal government 
can exert financial leverage, as can be seen in countries like 
Malaysia (box 3). In countries where subnational units have 
strong revenue-raising capacity or where federal transfers 
are usually unconditional, the mere prospect of using federal 
funding to influence SNGs is controversial. For instance, in 
the United States the Supreme Court has long drawn a line 
between the permissible conditioning of funds and the use 
of federal funding that is “so coercive as to pass the point at 
which ‘pressure turns into compulsion’” (South Dakota v. Dole, 
483 U.S. 203 (1987)). Given the ambiguity of where that theo-
retical line lies, attempts to use federal funding to influence 
SNG policies typically result in lengthy constitutional court dis-
putes, stalling any reform agenda.

>  >  >
B O X  3  -  How Malaysia Encourages State Governments to Implement Features of Its Development Plan 

Malaysia has had a series of five-year economic plans in which actions for SNGs are identified, including regulatory areas 
to overhaul. Economic plans are oriented toward results, with clearly defined targets. Key performance indicators (KPIs) 
are agreed upon as part of the economic agenda, so implementers and planners are all clear on what will be monitored 
and evaluated. 

Compliance with the KPI targets is essential, as a feature of reform planning in Malaysia is the vital link between medium-
term plans and funding allocation. After a five-year economic plan is prepared by the federal government in a consultative 
manner with SNGs, the Economic Planning Unit (EPU) steers the annual budget preparation. The process unfolds in the 
following stages: 

1.  The EPU sends a circular to state governments, informing them of the plan’s key outcomes and strategies. For 
instance, the 11th five-year plan for 2016 to 2020 had six strategic thrusts (e.g., “Accelerating Human Development,” 
“Reengineering Economic Growth for Prosperity,” etc.). 

2.  State governments are then given six months to prepare proposals for funding from the development budget. 
Proposed projects must fall within the scope of the strategic thrusts of the five-year plan. 

3.  State governments proceed to submit costed project proposals to the EPU and the Ministry of Finance. The EPU 
then aggregates the budget proposals and their estimated expenditures. If proposals are not aligned with relevant 
strategic thrusts, they are rejected in the budget examination round. 

4.  The National Development Planning Committee (NDPC), the highest administrative authority for the formulation of 
public policy and national development plans, must review the plan. The prime minister finally approves it. 

26. As of February 6, 2021, twelve states implemented ease of doing business reforms and received additional borrowing permission. The twelve states are Andhra Pradesh, 
Assam, Haryana, Himachal Pradesh, Karnataka, Kerala, Madhya Pradesh, Odisha, Punjab, Rajasthan, Tamil Nadu, and Telangana (https://pib.gov.in/PressReleasePage.
aspx?PRID=1695747).
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Upon approval of the plan, the Ministry of Finance allocates funds to state governments (among other entities). The an-
nual budget planning process enables the government to fine-tune medium-term plans, insert new priorities, cull projects 
of lesser importance — since proposals always exceed available resources — and ensure that state governments follow 
the federal government reform plan. 

The 2021 Budget plan, for example, focuses heavily on economic recovery from the global COVID-19 pandemic. Against 
this backdrop, the federal government approved the Johor state budget, which included e-skilling and up-skilling pro-
grams to enhance skills of workers impacted by the Malaysia-Singapore border closing and establishing a Digital Bank to 
stimulate the digital economy.

Source: UNDP 2017; OECD 2015.
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Conclusion
>>>

Heavily decentralized countries can effectively implement regulatory reform across sub-
national units. Empirical evidence shows that many federations have overcome the challenges 
associated with reforming within political systems in which SNGs have exclusive powers. Coun-
try experience further reveals that reforms can be successfully encouraged and carried out 
across subnational lines through a number of measures, but the combination of measures used 
is unique to each country.

Because the nature of policy making between federal and subnational governments 
varies from country to country, no one approach is a ‘silver bullet’ for accomplishing a 
countrywide investment climate agenda. Three main dimensions can be used to assess a 
country’s level of decentralization: legislative, administrative, and financial. The extent of legisla-
tive decentralization is based on the exclusive powers conferred to each level of government. 
Administrative decentralization is determined by how executive responsibilities are assigned. 
Finally, financial decentralization depends on SNGs’ financial independence vis-à-vis the federal 
government. In addition to differences in the extent of decentralization, subnational fragmenta-
tion and pluralism heavily influence the political economy of regulatory reform planning.

Two types of approaches can be used to promote business regulatory reforms across 
subnational lines: one approach is collaborative, and the other relies on incentives. On 
the cooperative side, central governments can facilitate consensus building with SNGs through 
formal bodies, independent panels, and private sector engagement, among others. In addition, 
a wide array of incentive mechanisms can be leveraged. Such measures include mobilizing 
popular support nationally to pressure SNGs, benchmarking states, signing covenants, and us-
ing federal funds to sway subnational policy making.

29<<<EQUITABLE GROWTH, FINANCE & INSTITUTIONS INSIGHT | REFORMING AT THE SUBNATIONAL LEVEL



Some measures are arguably better suited for countries 
with more substantial executive power, whereas others 
are more applicable in countries with a higher degree of 
decentralization and subnational fragmentation. Figure 9 
summarizes the measures that have been successfully used 
by countries with the characteristics identified in this note, i.e., 
the level of decentralization versus the level of subnational 
fragmentation. For instance, independent panels have been 
successfully used to foster collaboration mainly in decentral-
ized countries with significant party partisanship. Similarly, 
mobilizing popular support for a federal initiative has been 
a strategy useful for overcoming SNG inaction. On the other 
hand, central governments have successfully used federal 
funding in countries with a higher degree of financial central-

ization. Finally, some strategies, such as leveraging subna-
tional competition, have been used across the spectrum. 

None of the strategies listed should be considered stand-
alone resources. Throughout the note, countries’ experi-
ences have shown that several strategies can be combined 
to encourage and pressure SNGs to adopt business regula-
tory reforms. Typically, the more decentralized the country, the 
more tactics are needed to promote and encourage a country-
wide reform agenda. With the right combination of strategies 
(see table 2), experience shows that federal countries can 
reform across subnational units just as effectively as unitary 
ones.

>  >  >
F I G U R E  9  -  Strategies Used Successfully According to Country Characteristics

Highly centralized

Subnational singularity Subnational fragmentation

Highly decentralized

NOT APPLICABLE
Reforms are typically implemented from
the top down by the federal government,

with few obstacles from SNGs.

COLLABORATIVE MECHANISMS
• Subnational reform units

• Private sector involvement in reform design

COLLABORATIVE MECHANISMS
• Subnational reform units

• Private sector involvement in reform design
• Political party channels

INCENTIVE MECHANISMS
• Awards and certifications

• Leveraging subnational competition
• Using federal funding

INCENTIVE MECHANISMS
• Providing resources to SNGs

• Mobilizing popular support

INCENTIVE MECHANISMS
• Providing resources to SNGs

• Awards and certifications
• Leveraging subnational competition

• Mobilizing popular support
• Signing covenants

COLLABORATIVE MECHANISMS
• Intergovernmental committees

• Independent panels
• Subnational reform units
• Subnational partnerships

• Private sector involvement in reform design
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27. The “degree of decentralization” column shows each country’s level of decentralization in the regulatory policy decision and implementation process, from low decentralization 
(+) to high decentralization (+++++). The criteria elaborated in section I was used to compute the benchmark, and the legislative, administrative, and financial decentralization 
of each country were examined. The assessment is based on the author’s notes and research and does not reflect the official WBG view.

>  >  >
T A B L E  2  -  Summary of Strategies, by Country, Used to Reform Across Subnational Units

DEGREE OF
DECENTRALIZATION27COUNTRY SUBNATIONAL

FRAGMENTATION

COLLABORATIVE
MECHANISMS

SUCCESSFULLY LEVERAGED

INCENTIVE
MECHANISMS

SUCCESSFULLY LEVERAGED

Australia

Canada

India

Malaysia

Mexico

Nigeria

Russian 
Federation

United 
States

+++

+++++

+++

+

+++

++++

++

++++

• Providing resources to 
subnational units

• Providing resources to 
subnational units

• Signing covenants

• Mobilizing popular support 
• Benchmarking (subnational 

competition)
• Federal funds transfer

• Benchmarking (subnational 
competition)

• Federal fund transfers/
financing

• Certifications/awards
• Benchmarking (subnational 

competition)
• Signing covenants
• Federal fund transfers/

financing

• Certifications/awards
• Benchmarking (subnational 

competition)

• Benchmarking (subnational 
competition)

• Intergovernmental 
committees

• Private sector involvement 
in reform design

• Subnational partnerships

• Intergovernmental 
committees

• Independent panels
• Private sector involvement 

in reform design
• Subnational partnerships

• Intergovernmental 
committees

• Private sector involvement 
in reform design

• Subnational partnerships

• Intergovernmental 
committees

• Private sector involvement 
in reform design

• Subnational reform units

• Intergovernmental 
committees

• Private sector involvement 
in reform design

• Subnational reform units

• Intergovernmental 
committees

• Subnational partnerships
• Subnational reform units

• Private sector involvement 
in reform design

• Intergovernmental 
committees

• Independent panels
• Private sector involvement 

in reform design

• 6 states and 2 territories
• Two main political parties 

at the federal and state 
level

• 10 provinces and 3 
territories

• Three main political parties 
at the federal and state 
level

• 28 states and 8 union 
territories

• A plethora of political 
parties, including local 
ones

• 13 states and 3 federal 
territories

• One main political party 
historically; now two 
dominant parties

• 31 states and one federal 
territory

• One main political party 
historically; now three 
dominant parties

• 36 states and one federal 
territory

• Two main political parties 
at the federal and state 
level

• 85 federal subjects 
(oblast, republics, krais, 
autonomous cities, etc.)

• One main political party
 at the federal level

• 50 states 
• Two main political parties 

at the federal and state 
level
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APPENDIX
>>>



A federation is defined by Ronald Lampman Watts (2008) as 
a form of a political system in which neither the federal nor the 
constituent units of government are constitutionally subordi-
nate to the other. In other words, each government level has 
sovereign powers derived from the constitution allowing it to 
deal directly with and for its citizens through legislative and ex-
ecutive powers. As such, federal political systems combine an 
element of shared rule and regional self-rule. This creates a 
dynamic wherein the federal government and SNGs contend 
to secure influence. Advocates of federal political systems 
claim that they present many advantages, including (but not 
limited to) increased accountability (Marshfield 2011), better 
citizen participation,28 and higher efficiency.29

Today, close to 30 countries — representing over 40 percent 
of the world’s population — are organized on a federal basis. 
The subnational units go by many designations: states (Unit-
ed States), provinces (Canada), Länder (Germany), emirates 
(UAE), cantons (Switzerland), and oblasts (Russian Federa-
tion). While federations exist across all income levels, other 
groupings emerge. For example, as indicated in figure 11, 
seven of the eight countries with the largest land area have a 
federal political system,30 and some small countries with large 
geographic dispersion between populated areas, such as Co-
moros and the Federated States of Micronesia, have also ad-
opted federal systems.

Federal Countries at a Glance 

28. F. Smith (2007) argues that unitary-style states are organized hierarchically and only the central government possesses binding authority over legislative and executive 
responsibilities. Having only one elected authoritative government, in turn, means less democracy and accountability.  

29. Evidence laid out by P. S. Nivola (2005) shows federalism to be more efficient. In federal systems, SNGs are typically constitutionally obligated to balance their budgets. 
To spend, these governments must tax, which can discipline politicians. Moreover, interstate competition acts as a check against lavish social programs.

30. These countries are, in order of size, the Russian Federation, Canada, the United States, Brazil, Australia, India, and Argentina.

>  >  >
F I G U R E  1 0  -  Typical Power-Sharing Arrangements in Federal Countries

PROVIDING 
RESOURCES TO 
SUBNATIONAL UNITS

•  Conduct foreign affairs
•  Maintain armed forces
•  Regulate interstate                   

and foreign trade
•  Protect copyrights
•  Coin Money
•  Rules of naturalization
•  Uphold constitution

ESTABLISH LOCAL 
GOVERNMENTS

•  Regulate business within 
state

•  Provide for public safety
•  Regulate professional 

licensure
•  Conduct local elections
•  Set up and maintain 

schools

CONCURRENT
POWERS

•  Collect taxes
• Regulate banks
• Establish and 

administer the 
judiciary

• Borrow money
• Make and enforce 

laws
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>  >  >
F I G U R E  1 1 - Federal Systems Around the World

Source: United Cities and Local Governments (UCLG) and author’s research.
Note: Because of its unique structure, Spain is considered “quasi-federal” by UCLG.

Federal Unitary

Federal political systems are not just prevalent in large or dis-
persed countries, however; they commonly appear as well in 
multinational states with cultural differences along ethnic, re-
ligious, and/or language lines. Switzerland provides a good 
example: historically, four different linguistics groups have 
coexisted — German, French, Italian, and Romansh — and 

the federal system created by the constitution in 1848 unites 
these entities, known as cantons. Nigeria, too, in the wake of 
its independence, adopted a federal system, in part to provide 
the different major religious and ethnic groups (e.g., Hausa, 
Igbo, Yoruba, and others) that populate the country’s states 
with political power.
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Appendix
>>>

This FCI Insight note was prepared by Jean Arlet (Private Sector Specialist) under the guidance 
of Sylvia Solf (Global Product Specialist — Business Environment) and Christine Qiang (Man-
ager — Investment Climate).

Valuable contributions were received from Alejandro Espinosa-Wang (Senior Private Sector 
Specialist), Alessio Zanelli (Senior Private Sector Specialist), Karim Ouled Belayachi (Senior 
Private Sector Specialist), Tania Ghossein (Senior Private Sector Specialist), Harsh Jhanjaria 
(Private Sector Specialist), Luis Aldo Sanchez Ortega (Consultant), and Akhtar Mahmood (Con-
sultant).

The team is grateful for the information received from government officials and WBG country-
office colleagues.

For questions or comments, please contact Jean Arlet (jarlet@worldbank.org) or Sylvia Solf 
(ssolf@worldbank.org).
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