
Regulations and regulatory frameworks represent one of the most consequential determinants of

economic performance in emerging market economies such as India, China, and Brazil. While

designed to protect consumers, workers, and the environment, poorly designed or excessively

burdensome regulations can significantly stifle growth, production, and free market dynamics.

This analysis examines the empirical evidence, quantitative impacts, and projected effects of

regulatory environments across major emerging economies.

Research from the World Bank, OECD, and IMF consistently demonstrates a strong causal link

between regulatory quality and economic performance. Cross-country regression analyses

conclude that heavier regulatory burdens reduce growth and increase macroeconomic

volatility, though these effects are smaller where overall institutional quality is stronger. The

OECD's 2025 update on product market regulation confirms that anticompetitive regulations in

upstream sectors—particularly barriers to entry—curb long-run economic performance in

downstream sectors.

The quantitative magnitude of these effects is substantial. IMF research from 2004 found that a

one standard deviation increase in reform indicators raises real GDP per capita after four

years by 4.7% for trade reforms and 2.3% for tax reforms. For product market and labor

market deregulation, the corresponding figures are 7% and 1.9% respectively. More recent

analysis suggests that countries moving from the worst to the best quartile of business

regulations experience a 2.3 percentage point increase in average annual growth.
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Regulatory Quality Index comparison between advanced and emerging market economies

(2023). Scale: -2.5 (weak) to 2.5 (strong).

India's transformation from the notorious "License Raj" system to a more liberalized economy

illustrates both the costs of over-regulation and the benefits of reform. Before 1991, India's GDP

growth averaged just 2.9% during the 1970s under a system characterized by extensive

licensing requirements, import substitution policies, and state control. The economic reforms

initiated by Finance Minister Manmohan Singh following the 1991 balance of payments crisis

marked a watershed moment.

The dismantling of the License Raj delivered measurable results. GDP growth increased to an

average of 5.6% post-reform, with total factor productivity (TFP) gains of 32% in deregulated

industries. Research examining the delicensing reforms found significant heterogeneous effects

across states—industries located in states with pro-employer labor market institutions grew

more quickly than those in pro-worker environments. This reallocation effect shifted industrial

production from states with rigid labor regulations to those with more flexible frameworks.

Despite progress, former NITI Aayog CEO Amitabh Kant recently noted that "India's regulatory

environment places a very high compliance burden. The British Raj was in many ways

replaced by the license Raj, and our socialist mindset still continues." The Economic Survey

2024-25 emphasizes that reducing excessive regulatory burdens remains a key policy priority

for medium-term growth. The government has reduced more than 42,000 compliances under
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670 acts nationwide through the Regulatory Compliance Burden initiative, and the Jan Vishwas

Act 2023 decriminalized 183 provisions across 42 Central Acts.

India's Ease of Doing Business ranking improved dramatically from 142nd in 2014 to 63rd in

2019—a jump of 79 positions. Time to start a business decreased from 81 days in 2004 to

approximately 18 days. However, significant challenges remain, including 1,445 days required

to enforce a commercial contract—the longest among major emerging markets.

Time required to enforce commercial contracts across major emerging market economies (World

Bank data).

China presents a cautionary tale of how sudden regulatory tightening can damage economic

growth. Beginning in late 2020 with the suspension of Ant Group's $37 billion IPO, Beijing

embarked on a wide-ranging regulatory crackdown targeting the technology, e-commerce,

education, fintech, and real estate sectors. The results have been devastating:

Technology sector losses: China's tech giants lost more than $1 trillion in market value—

equivalent to the entire economy of the Netherlands—since regulatory measures were first

imposed. This crackdown represents what analysts describe as the state's effort to rein in

alternative power players and tech barons whom the CCP views as threatening its grip on power.

Property market collapse: Stricter regulations on the real estate sector have led to an $18

trillion loss in household wealth, with property prices dropping by as much as 30% from their
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2021 peak. The housing sector's contribution to GDP decreased from 24% to 21%. This

contraction has reduced consumer confidence and slowed overall growth significantly.

Manufacturing contraction: China's factory activity contracted for the eighth consecutive

month in November 2025, with the manufacturing PMI registering at 49.2. A private survey

showed the first contraction of non-manufacturing activity since December 2022.

The expansion of Communist Party cells within corporate headquarters and changes in

corporate governance have elevated the party's role in business decisions. Between 2015 and

2018, over 180 private companies amended their articles of incorporation to formalize the

corporate governance role of CCP organizations. Government subsidies and contracts have

increased the private sector's dependence on Beijing, while public investments in private sector

companies surged from $9.4 billion in 2016 to more than $125 billion in 2020.

Brazil exemplifies how regulatory complexity and bureaucratic burden can persistently constrain

economic potential. The concept of "Custo Brasil" (Brazil's Cost) refers to the high complexity

of local regulation that makes Brazilian goods and services more expensive than those of other

countries. A 2019 government study estimated that doing business costs companies R$1.5

trillion ($283 billion, or 22% of GDP) more in Brazil than in OECD countries.

The economic consequences are stark. Brazil's inflation-adjusted GDP grew by only 8%

between 2015 and 2025—the lowest among major emerging markets and below even

developed economies like the USA (28%) and Germany (10%). Annual bureaucratic obligations

cost approximately $50 billion in lost productivity, equivalent to 13% of the country's annual

exports.
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Inflation-adjusted GDP growth (2015-2025) showing stark differences between emerging and

developed economies.

Key regulatory burdens include:

The IMF's analysis of Brazil identifies incomplete market reforms, policies favoring inefficient

firms, and the proliferation of small, unproductive companies as primary constraints on growth.

The country's tolerance for informality and tax benefits for small businesses under regimes like

Simples have paradoxically kept companies with low productivity in business while discouraging

growth of efficient micro and small enterprises.

Brazil's 2023 tax reform—which will replace five consumption taxes with a single VAT—

represents a significant reform effort. Economic modeling forecasts GDP gains exceeding 4% in

the long run from this simplification.

Indicator India Brazil China Indonesia

Economic Freedom Rank 2024 84th 85th 104th 60th

Regulatory Quality Score 2023 -0.36 -0.26 -0.14 0.07

GDP Growth 2015-2025 77% 8% 74% 51%

Time to Start Business (days) 18 21 9 13

Contract Enforcement (days) 1,445 731 496 403

Informal Sector (% GDP) ~52% ~40% ~30% ~55%

119 days on average to start a business with 13 required procedures [25]

40% of Brazilian start-ups fail within two years due to regulatory burden [25]

12 government agencies must approve new business operations [25]

Complex tax systems requiring 2,600 hours annually for tax compliance—among the

highest globally
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Economic Freedom Index 2024: Scores and rankings of major emerging market economies.

One of the most significant mechanisms through which regulatory burden affects emerging

economies is the expansion of informal sectors. World Bank research finds that the informal

sector accounts for more than 70% of total employment and nearly one-third of GDP in

emerging market and developing economies. This informality directly correlates with

regulatory burden—heavier regulation in product and labor markets reduces formal sector

growth and induces informality.

The economic consequences of informality are severe. Government revenues in EMDEs with

above-average informality total about 20% of GDP—5 to 12 percentage points below the level

in other EMDEs. This fiscal constraint limits governments' ability to combat recessions, support

recovery, and invest in infrastructure and human capital development.

Research demonstrates that higher tax rates are not the primary driver of informality—rather,

countries with heavier regulation of entry have higher corruption and larger informal

economies than countries with lighter regulation. Simplifying labor market regulations,

eliminating excessive bureaucratic requirements, and digitizing government-to-business

interactions all help increase formalization rates.

The Informality-Regulation Connection
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Based on empirical evidence and econometric modeling, the following projections emerge for

regulatory impact on emerging market growth:

Productivity convergence: OECD research indicates that if the most regulated OECD countries

converged to the regulatory levels of the least regulated, economy-wide labor productivity gains

of up to 1.7% on average could be achieved, with manufacturing productivity growing by up to

6%. Similar or larger gains are plausible for emerging markets with greater regulatory distance

from best practices.

Investment effects: Legal restrictions on FDI, including foreign equity ceilings, screening

mechanisms, and restrictions on expatriate personnel, decrease FDI inflows in both developed

and developing countries. Regulatory risk—the risk of arbitrary government action—is strongly

associated with lower FDI flows. Countries that successfully reduce regulatory uncertainty and

improve contract enforcement are projected to see sustained increases in foreign investment.

Judicial efficiency gains: Research demonstrates that countries improving judicial efficiency

from the 75th to the 25th percentile experience measurable GDP boosts through enhanced

contract enforcement, credit availability, and business formation. For India, where contract

enforcement takes 1,445 days, judicial reforms could unlock significant economic potential.

Non-linear effects: The relationship between regulation and growth is non-linear—heavily

regulated countries on average grow 2-3% less annually than liberal ones. However, the

benefits of deregulation are larger for highly regulated countries and diminishing with lower

levels of regulation, suggesting emerging markets have greater gains available from reform.

Effective regulatory reform in emerging markets requires a multi-pronged approach:

Streamlining business entry and operations: Reducing the number of procedures, time, and

cost required to start and operate businesses directly impacts entrepreneurship and formal

sector employment. Digital platforms like India's National Single Window System consolidate

approvals and services, reducing transaction costs.

Improving judicial efficiency: Strengthening court systems to enforce contracts more quickly

enables businesses to form commercial relationships with greater confidence and reduces the

premium required for operating in uncertain legal environments.

Balancing labor market flexibility: While labor protections serve important social functions,

overly stringent regulations shift employment to informal sectors and constrain firm growth.

India's experience shows that states with more flexible labor regulations benefited more from

delicensing reforms.

Addressing informality: Rather than focusing solely on punitive enforcement, comprehensive

strategies combining regulatory simplification with improved public services can encourage

Projected Long-Term Effects

[34]

[35] [36]

[37]

[38]

[5]

Policy Implications and Reform Pathways

[9]

[37]

[7]



formalization. Digital government-to-person transfers and streamlined tax regimes help bring

economic activity into the formal sector.

Maintaining reform momentum: Sustained reform effort matters more than dramatic one-time

changes. India's continued progress on ease of doing business metrics and Brazil's ongoing tax

reform implementation demonstrate that systematic, incremental improvements can accumulate

into transformative change.

The evidence overwhelmingly indicates that regulatory frameworks significantly impact

economic growth, production, and free market dynamics in emerging economies. India, China,

and Brazil each illustrate different aspects of the regulatory-growth nexus: India demonstrates

both the costs of the License Raj and the benefits of liberalization; China shows how regulatory

crackdowns can destroy trillions in value; and Brazil exemplifies how persistent bureaucratic

burden constrains economic potential.

The quantitative effects are substantial—regulatory reforms have been associated with GDP per

capita increases of 2-7% or more, while excessive regulation can reduce annual growth by 2-3

percentage points. Given emerging markets' need for sustained high growth to achieve

development objectives, addressing regulatory burden represents one of the highest-return

policy interventions available.

The path forward requires balancing legitimate regulatory objectives—consumer protection,

worker safety, environmental sustainability—with the imperative to create enabling environments

for private sector growth. Countries that successfully navigate this balance, maintaining

predictable rule-based frameworks while reducing unnecessary compliance costs, position

themselves to capture the productivity gains and investment flows that drive sustained

economic development.

⁂
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