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17 Luxembourg 75.9 81 Fiji 62.2 145  Cameroon 52.4
18 Chile 75.4 82 Samoa 62.2 146  The Gambia 52.4
19  Sweden 75.2 83 Bosnia and Herzegovina  61.9 147 Ukraine 52.3
20 Finland 74.9 84 El Salvador 61.8 148  Argentina 52.2
21 Lithuania 74.2 85 Paraguay 61.8 149  Micronesia 51.9
22 Malaysia 74.0 86 Croatia 61.4 150  Brazil 51.9
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24 Germany 73.5 88 Oman 61.0 152  Afghanistan 515
25 Mauritius 73.0 89 Dominican Republic 61.0 153 Malawi 51.4
26 Norway 73.0 90 Kuwait 60.8 154  Lebanon 51.1
27 Israel 72.8 91 Saudi Arabia 60.7 155 Iran 511
28 Qatar 72.6 92 Montenegro 60.5 156  Angola 50.6
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38  Saint Lucia 68.7 102  South Africa 58.3 166  Sudan 47.7
39  Jamaica 68.6 103 Mali 58.1 167  Sierra Leone 47.5
40 Uruguay 68.6 104  Belarus 57.9 168  Kiribati 47.3
41  Malta 68.6 105 Cambodia 57.8 169  Djibouti 47.1
42 Romania 68.6 106  Greece 57.7 170  Ecuador 46.9
43 Thailand 68.3 107  Nicaragua 57.7 171  Algeria 46.2
44 Cyprus 68.1 108 Tonga 57.7 172  Timor-Leste 44.2
45 Peru 67.8 109 Ghana 57.5 173  Bolivia 423
46 Poland 67.8 110 Laos 57.4 174  Equatorial Guinea 41.0
47 Armenia 67.7 111  Nigeria 57.3 175  Zimbabwe 40.4
48 Belgium 67.3 112  Trinidad and Tobago 57.0 176  Republic of Congo 39.7
49 Colombia 67.3 113 Guyana 56.8 177  Eritrea 38.9
50 Panama 67.2 114  Madagascar 56.6 178  Cuba 27.8
51 Kosovo 67.0 115  Srilanka 56.4 179  Venezuela 25.9
52 Albania 66.5 116  Vanuatu 56.4 180  North Korea 5.9
53  Jordan 66.5 117  Senegal 56.3

54 Bahrain 66.4 118  Gabon 56.3

55 St. Vincent & Grenadines  65.8 119 Mauritania 55.7

56 Indonesia 65.8 120  Guinea 55.7

57 Spain 65.7 121  Bangladesh 55.6 Economic Freedom Scores
58 Slovenia 65.5 122 Tajikistan 55.6 i

59 Kazakhstan 65.4 123 Belize 5.4 ® 80-100 Free

60  Azerbaijan 65.4 124 Comoros 5.4 70-79.9 Mostly Free

61  CostaRica 65.3 125 Tunisia 55.4 60-69.9 Moderately Free
62  Portugal 65.3 126 Mongolia 55.4 50-59.9 Mostly Unfree
63 Brunei 65.1 127  Benin 55.3 ® 0-499 Repressed

64  Hungary 65.0 128  Vietnam 55.3
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FOREWORD

A BIG MILESTONE
FOR THE INDEX OF
ECONOMIC FREEDOM

wenty-five years! That’s quite an achieve-
ment for a publication like the Index of
Economic Freedom. The 2019 edition is better
than ever, with comprehensive information on
186 economies from every corner of the world.

Though the Index has never been better, I
can’t say the same about the state of the world
economy. The average level of economic free-
dom in the world declined this year by 0.3 point,
from 61.1 to 60.8. That’s still the third-highest
level ever, but any decline is cause for concern.

The main culprits this year are judicial
effectiveness, which is down 2.2 points, and
trade freedom, which lost 1.5 points on aver-
age worldwide. Both are of concern, but for
very different reasons. Judicial freedom is one
of the lowest-scoring indicators overall and is
particularly low in Africa, reflecting deep-seat-
ed problems related to judicial independence
and corruption in a great many countries there.
Those are hard things to change, and a decline
like the one we have seen this year indicates a
serious failure of leadership and a lack of polit-
ical will to carry out needed reforms.

The loss of trade freedom, by contrast, rep-
resents the triumph of short-term expediency
in economies at more advanced levels of de-
velopment, which are holding back necessary
economic adjustments that would improve effi-
ciency and productivity. Even in countries with
well-established democratic systems, leaders

seem unable to resist the efforts of entrenched
economic elites to enlist the power of govern-
ment to maintain their current advantages in
the marketplace.

In many ways, the world seems to be at a
crossroads. Will we continue on the path of
economic freedom and international eco-
nomic cooperation that has brought increased
prosperity and profound reductions in poverty
since the end of World War I1, and particularly
in the past three decades, or will we return to
an earlier time when beggar-thy-neighbor pol-
icies heightened tensions and hindered growth
and development?

The answer will be found in future editions
of the Index of Economic Freedom.

Over the 25 years during which we have pro-
duced this Index, our methodology has been
improved in scope and scientific rigor. Our fo-
cus, now in equal measure on policies related
to the rule of law, government size, regulatory
efficiency, and open markets, reflects the best
current thinking of economists and develop-
ment experts from around the world. As we
gain in knowledge and experience in the years
ahead, we will continue to refine our methodol-
ogy with the goal of providing the best and most
comprehensive view of economic policies and
their impact, whether for good or for ill.

The ratings and rankings will undoubtedly
change in the future—we hope for the better

The Heritage Foundation | heritage.org/Index Xi



in all countries everywhere. One thing that
will not change, however, is the fundamental
message of the Index. As we at Heritage said
in introducing the first Index in 1995: In striv-
ing for peace and prosperity, freedom is what
counts most.

Kay Coles James
President

The Heritage Foundation
January 2019
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PREFACE

PROMOTING ECONOMIC
FREEDOM: TWENTY-FIVE
YEARS OF PROGRESS

hen we inaugurated the Index of Eco-

nomic Freedom in 1995, we hoped that
it would gain recognition among policymakers
and academics as a vital benchmark for eco-
nomic policy and progress toward prosperity.
Twenty-five years later, here we are: The Index
has become a known and trusted reference in
capitals throughout the world.

The Index is more than a reference book,
however. The philosophical commitment of
the Index to the capitalist free-market sys-
tem should be apparent to all. Through all the
years, we have seen confirmation of our view
that implementation of the fundamental tenets
of economic freedom leads to rapid increases
in incomes; dramatic drops in poverty; sus-
tainable gains in education, health, and the
environment; and improved conditions for
democracy and peaceful cooperation among
neighbors. It is a credit to our editors that the
integrity of our data and analysis is widely ac-
cepted and acknowledged by friends and foes
of freedom alike.

As we observe the 25th anniversary of the
Index of Economic Freedom, we celebrate a pub-
lication that has become by far the most widely
circulated and most widely read product of The
Heritage Foundation. Published copies of the
Index are in libraries around the globe. Index
webpages have been viewed more than seven
million times over the past year and more than

40 million times over the past five years. Over
600 scholarly articles in peer-reviewed publi-
cations have referenced one recent annual edi-
tion of the Index; similar results were achieved
in other years. Presidents and Prime Ministers
from around the world, including from coun-
tries like Poland, Taiwan, Estonia, Chile, Tu-
nisia, Ghana, and Mexico, have referred to the
Index as an important guide for economic pol-
icy. The Index rankings are reported annually
in countless broadcast and print media. It’s a
large footprint, and one of which we are justi-
fiably proud.

The idea for producing an Index of Economic
Freedom on an annual basis grew initially out of
concern in Washington in the late 1980s about
the effectiveness of foreign aid. Officials under-
stood intuitively that a policy commitment to
the free-market system was essential in cre-
ating fertile soil for the seeds of development
planted by the U.S. Agency for International
Development (USAID) and other aid agencies
around the world. There was basic agreement
about the fundamentals of capitalism but no
systematic way to measure whether and to
what extent those fundamentals existed in
Mogadishu, Manila, or Minsk. That was the
void we sought to fill.

The first edition of the Index covered 101
countries, evaluating them in 10 categories cov-
ering fiscal, monetary, and regulatory policy, as

The Heritage Foundation | heritage.org/Index
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well as the rule of law. Timely economic statis-
tics of consistent quality were difficult to obtain,
but the authors did their best to winnow away
the dubious or deceitful and to present as com-
prehensive a snapshot as possible of the actual

conditions facing everyday citizens and poten-
tial entrepreneurs as they sought to improve

their lives. Judgments were based on the best

information available at the time.

Today, thanks in no small part to the im-
proved data-collection efforts of international
institutions like the World Bank, the Interna-
tional Monetary Fund, the World Trade Orga-
nization, nongovernmental organizations like
Transparency International and the World
Economic Forum, and commercial enterprises
such as the Economist Intelligence Unit, De-
loitte, and PricewaterhouseCoopers, the Index
has become more data-driven, objective, and
rigorous, with replicable mathematical for-
mulas augmenting if not altogether replacing
judgment in many of the categories of econom-
ic freedom.

Over the past 25 years, the mission of the In-
dex has grown far beyond the initial impulse to
identify and measure conditions conducive to
aid effectiveness. As the so-called Washington
Consensus gained widespread acceptance in in-
ternational organizations and among econom-
ic policymakers everywhere except the most
doctrinaire socialist or Communist countries,
policymakers around the world soon realized
that the Index, whose 10 economic freedoms
looked a lot like the 10 policy priorities of
the Washington Consensus, could be used to
demonstrate progress, or the lack thereof, in ef-
forts by countries to implement the policy mix
that would best promote rapid and sustainable
growth. The Index became, in effect, a tool for
accountability, one welcomed enthusiastically
in many of the countries of Eastern Europe and
the former Soviet Union and perhaps a bit more
grudgingly in the more autocratic regimes of
Africa, Latin America, and Asia.

The widespread acceptance of the Index was
aided immensely by our 20-year partnership
with The Wall Street Journal, which began in

1997. Journal writers like Paul Gigot, Melanie

Kirkpatrick, and Mary Anastasia O’Grady con-
tributed significantly in highlighting the impor-
tance of economic freedom, and the Journal’s

worldwide reach helped the Index to pene-
trate markets that otherwise might have paid

little attention to the product of a Washington

think tank.

The persistent appearance of economies like
Hong Kong, Singapore, Australia, and New Zea-
land at or near the top of its rankings has made
the Index particularly popular and influential
in Asia. The Hong Kong government has taken
out full-page ads to tout its number-one rank-
ing in the Index. Average people also have taken
notice: On an early promotional tour for the In-
dex, we were greeted in a hotel in Singapore by a
clerk declaring, “We’re number two,” referring
to Singapore’s second-place ranking that year.

Over the past 10 years, with the idea of in-
ternational rankings of one sort or another
turning into something of a growth industry,
the Index has become institutionalized within
organizations such as USAID and the Millen-
nium Challenge Corporation, the World Bank,
and commercial credit rating and investment
agencies as a valuable resource. Its transpar-
ent and easily accessible data have become a
preferred resource for academics interested in
exploring the impact of economic policies on
indicators of economic and social well-being
or the factors that most affect business deci-
sion-making and firm behavior. Countries, as
always, continue to use it as a reliable bench-
mark for policy and performance vis-a-vis their
neighbors or competitors.

Looking ahead, the Index of Economic Free-
dom will continue to provide our users with
information that is up-to-date, as comprehen-
sive as possible, and packaged for ease of un-
derstanding and access. Since the first edition
of the Index in 1995, we have seen dramatic
progress in some countries, steady gains in oth-
ers, and only a few cases of backsliding in the
pursuit of greater economic freedom. The evi-
dence linking gains in economic freedom to im-
provements in living standards and well-being

Xiv
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is overwhelming. When governments do a little
less and do what they do with restraint, trans-
parency, and integrity, they can empower their
people to do so much more, unleashing pow-
erful energies of entrepreneurship and effort.

That is the promise of economic freedom,
and we are confident that the Index will contin-
ue in the years ahead to document ever-greater
successes as more and more countries set out
on the free-market path to prosperity.

Edwin J. Feulner, PhD
Founder and Former President
The Heritage Foundation

Kim R. Holmes, PhD
Executive Vice President

The Heritage Foundation

January 2019
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CHAPTER 1

THE INDEX OF

ECONOMIC FREEDOM AT 25

hat makes an economy grow and
prosper? Since its inception in 1995,
the Index of Economic Freedom has provided
powerful evidence that economic freedom,
measured in the Index by factors related to the
rule of law, limited government, regulatory effi-
ciency, and open markets, is the answer to that
simple yet profoundly consequential question.
Nations with higher degrees of economic
freedom thrive because they capitalize more
fully on the ability of individuals to innovate
and prosper when unfettered by heavy-hand-
ed government regulation and taxation. The
free-market system encourages the most ef-
ficient allocation of resources and generates
a dynamic environment that maximizes the
choices available for work and consumption.
Freedom itself is an important value, and eco-
nomic freedom is a vital engine for generating
the wealth that makes possible the wide range
of important economic and social achieve-
ments by which we measure the advance of
human society.

THE RISE OF GLOBAL
ECONOMIC FREEDOM
Over the past 25 years, the global average
economic freedom score has increased by 3.2
points, with a significant number of countries
joining the ranks of those considered at least
“moderately free.” The global average econom-
ic freedom score in the 2019 Index is 60.8, the
third-highest level in the 25-year history of the

Index. This represents a 5.6 percent increase in
global economic freedom from 1995—a nota-
ble gain, particularly considering the fact that
the fall of the Soviet Union and the rejection
of Communism by its European satellites had
already been five years in the past when the
Index was first produced. The growth in eco-
nomic freedom over the past 25 years has been
steady and purposeful rather than revolution-
ary or convulsive.

The cause of global economic freedom has
advanced since 1995, and in its wake has come
unprecedented global prosperity. The world
economy has grown during the past 25 years
from about $39.2 trillion to well over $80 trillion,
bringing a better standard ofliving to billions of
people. Countries that have opened themselves
to the productivity-boosting competition of the
global marketplace while adopting or adhering
to the principles of limited government, regula-
tory efficiency, and the rule of law have experi-
enced startling bursts of growth, prosperity, and
overall socioeconomic development.

In 2019, the Index results show clearly that
the principles and lessons of economic freedom
have been widely understood, accepted, and im-
plemented in practice by a significant number
of countries around the globe. Indeed, there is
compelling evidence that economic freedom
and economic prosperity go hand in hand. For
the relatively few countries that continue to fol-
low a state-centered or socialist path, the nega-
tive consequences have been readily apparent

The Heritage Foundation | heritage.org/Index 1



GLOBAL ECONOMIC FREEDOM

Average Score in the /ndex
of Economic Freedom

62

61.1

56.9

56

1995 2000 2005 2010 2015 2019

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index.
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in their faltering economic performance and a
corresponding fall in their Index rankings.

Certainly, there have been setbacks for eco-
nomic freedom over the past 25 years. Some of
them were quite severe as in the aftermaths of
the 1997 Asian financial crisis and the 2008 glob-
al financial turmoil. Nevertheless, countries that
have acknowledged the limits of government
and continued their commitment to sustaining
economic freedom have reaped tangible rewards
of swift economic rebound and renewed dyna-
mism. By contrast, those that have relinquished
economic freedom with short-sighted interven-
tionist and populist policies have prolonged the
crises and fallen into the trap of economic stag-
nation and greater uncertainty.

The real examples within the Index of the
consequences of the rise and fall of economic
freedom in countries around the globe demon-
strate unmistakably that economic prosperity
is not anational birthright. Rich economies can

fall into self-inflicted stagnation all too quickly,
while long-suffering underdeveloped nations

can ascend from poverty to economic dyna-
mism in a matter of years.

UNEVEN PROGRESS IN
THE FOUR PILLARS OF
ECONOMIC FREEDOM

As the Index has documented, the most
critical variable in sustaining the economic
dynamism and wealth of nations is economic
freedom, which is really about dispersing eco-
nomic power and decision-making throughout
an economy and—most important—empower-
ing ordinary people with greater opportunity
and more choices. More specifically, lasting
prosperity is a result of a persistent commit-
ment to low tax rates, monetary stability, lim-
ited government, strong private property rights,
openness to global trade and financial flows,
and sensible regulation. Together, these factors
empower the individual and induce dynamic
entrepreneurial activity.

The Index findings over the past two-and-
a-half decades have validated a number of im-
portant policy ramifications, including that:

e Private ownership and the protection of
free enterprises by the rule of law encour-
age effort and initiative far more than do
collectivism and socialism.

e Governments that dominate their coun-
tries’ economies tend to impoverish their
citizens through economic stagnation.

» Competition, facilitated by overall regu-
latory efficiency, promotes greater pro-
ductivity and a more efficient allocation of
resources than does central planning.

e Countries that have adopted and practiced
open-market policies in the areas of trade,
investment, and banking do better than
those that are protectionist or that shun
economic linkages with others.

2 2019 Index of Economic Freedom



FOUR PILLARS OF ECONOMIC FREEDOM

Changes from 1995 to 2019

80

69.1
63.8
60
48 46.2
0 I I

1995 2019 1995 2019

RULE GOVERNMENT
OF LAW SIZE

N
o

N
o

66
60.2

64.1

1995 2019 1995 2019
REGULATORY OPEN
EFFICIENCY MARKETS

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts, 2079 /ndex of Economic Freedom
(Washington: The Heritage Foundation, 2019), http://www.heritage.org/index.

Implementing policies that address these
four interwoven aspects effectively creates an
entrepreneurial environment that is condu-
cive to practical solutions to a wide range of
economic and social challenges that are faced
by most of the world’s societies.

The free-market system that is rooted in
economic freedom has fueled unprecedented
economic growth and development around the
world. However, advances in economic freedom
have not occurred evenly across all of the fac-
tors measured in the Index. Chart 2 shows the
changes in average scores over the life of the
Index for the four pillars of economic freedom.

The growth in overall economic freedom has
been driven primarily by advances in policies
related to limited government and open mar-
kets and to alesser extent by gains in regulatory
efficiency. Since 1995, countries interested in
improving their economic performance—and
their Index rankings as well—have engaged in
a sort of competition to adopt lower tax rates,
eliminate burdensome regulations, tame infla-
tion, advance free trade, and open their mar-
kets for greater investment.

Chart 2 & heritage.org

On the other hand, the absence of prog-
ress in advancing the rule of law is alarming.
A majority of the world’s countries score below
50 on the three factors related to this critical
institutional aspect of economic freedom,
with significant shortfalls apparent in gov-
ernments’ commitments to enhancing prop-
erty rights, judicial effectiveness, and govern-
ment integrity.

The rule of law, especially for developing
countries, continues to be the pillar of econom-
ic freedom that is most important in laying the
foundations for economic growth, and in ad-
vanced economies, deviations from the rule of
law may be the first signs of serious problems
that will lead to economic decline.

There is plenty of evidence that rule of law
is a critical factor in empowering individuals,
ending discrimination, and enhancing compe-
tition. In the never-ending struggle to improve
the human condition and achieve greater pros-
perity, the Index has shown over the past 25
years that policies that promote the rule of law
may well deserve a claim of precedence over
other desirable objectives.

The Heritage Foundation | heritage.org/Index 3



COUNTRIES MAKING HUGE STRIDES IN ECONOMIC FREEDOM

Overall Scores in the /ndex of Economic Freedom

First Year 2019
30 40 50 60 70 80
Georgia 44.1 75.9 @
Lithuania 49.7 74.2 ®
Rwanda 38.3 71.1
Bulgaria 48.6 69.0 ®
Romania 42.9 68.6 [
Armenia 42.2 67.7 ®
Albania 49.7 66.5 [
Azerbaijan 30.0 65.4 @
Kazakhstan 41.7 65.4 ®
Serbia 46.6 63.9 ®
Cabo Verde 49.7 63.1 o——————
Samoa 47.6 62.2 O——————
Bosnia & Herz. 29.4 619 @
Croatia 48.0 61.4 o———
Montenegro 46.6 60.5 o————

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

OUTPERFORMERS
AND UNDERPERFORMERS

Globally, 132 countries have improved their
economic freedom scores relative to the first
year in which they were rated in the Index,
while 47 countries have recorded score de-
clines. More notably, 15 developing countries
across the globe that were rated as “repressed”
in the first year they were graded in the Index
have successfully leaped forward into the ranks
of the “moderately free” or “mostly free.” This
is quite a geographically and economically di-
verse group, encompassing African countries,
Eastern European countries, and members of
the former Soviet Union.

Chart 3 & heritage.org

Itis also notable that the Baltic States have
tried to follow the Hong Kong and Singapore
example as small nations that open themselves
to capital and competition, and they have large-
ly prospered because of it. Estonia, Latvia, and
Lithuania, all of which have become “mostly
free” economies, have reformed their econ-
omies, shrunk the size of their governments,
opened their markets, and let the talents of
their people emerge.

On the other end of the scale, three coun-
tries—Bolivia, Ecuador, and Venezuela—have
dropped into the ranks of the “repressed” over
the past 25 years. These economies were rated
more highly in the first years they were graded

4 2019 Index of Economic Freedom



in the Index but since then have steadily lost
economic freedom.

The BRICS economies (Brazil, Russia, India,
China, and South Africa) have shown little or no
progress in economic freedom. All of them are
economically “mostly unfree.” South Africa’s
score has actually declined, causing the country
to drop out of the status of “moderately free” in
the 2019 Index for the first time.

Despite the global progress since 1995, the
number of people living in economically “un-
free” countries remains very high: 4.5 billion,
or about 65 percent of the world’s population.
More than half of these people live in just two
countries: China and India. Even in those coun-
tries, however, significant gains in economic
freedom over the years (6.4 points for China
and 10.1 points for India) have helped hundreds
of millions of people to escape from poverty.

THE INDEX BEYOND 25:
TIME TO STAY ON COURSE

It is no happenstance that the increase of
economic liberty over the past 25 years has
coincided with a massive reduction in world-
wide poverty, disease, and hunger. The link be-
tween economic freedom and development is
unequivocal: People in economically free soci-
eties live longer. They have better health. They

are able to be better stewards of the environ-
ment, and they push forward the frontiers of
human achievement in science and technology
through greater innovation.

A recurring theme of human history has
been resilience and revival. As the Index has
shown over the past 25 years, economic free-
dom underpinned by free-market capitalism
has enabled countries to grow, develop, and
prosper. No other systems that have been tried
have come close in terms of providing broad-
based prosperity.

Perhaps the most critical lesson of the 25
years of Index history is that the fundamental
superiority and value of economic liberty must
be retaught to each new generation of political
leaders, either by their peers who have lived in
less free systems and less free times or by their
own citizens, who understand instinctively
that when individuals are allowed to decide
for themselves how best to pursue their dreams
and aspirations, their collective achievements
can add up to a better society for all.

Itis too soon to know how the coming years
will play out. Nonetheless, if the past 25 years
are a guide, it is safe to predict that countries
that find the political will to advance economic
freedom will see their citizens prosper greatly
in the years ahead.
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CHAPTER 2

ECONOMIC FREEDOM:
POLICIES FOR LASTING
PROGRESS AND

PROSPERITY

To build a better world, we must have the
courage to make a new start. We must clear
away the obstacles with which human folly has
recently encumbered our path and release the
creative energy of individuals. We must create
conditions favourable to progress rather than
“planning progress.”... The guiding principle
in any attempt to create a world of free men
must be this: a policy of freedom for the indi-
vidual is the only truly progressive policy.

—Friedrich A. Hayek

As avital component of human dignity, au-
tonomy, and personal empowerment,
economic freedom is valuable as an end itself.
Just as important, however, is the fact that eco-
nomic freedom provides a proven formula for
economic progress and success.

We know from the data we collect to build
the Index of Economic Freedom that each mea-
sured aspect of economic freedom has a signifi-
cant effect on economic growth and prosperity.
Policies that allow greater freedom in any of the
areas measured tend to spur growth. Growth, in
turn, is an essential element in generating more
opportunities for people to work, thereby re-
ducing poverty and building lasting prosperity.

Economic freedom, however, is not a single
system. In many respects, it is the absence of a

single dominating system. Over the past 25 years,
the Index has demonstrated that economic free-
dom is not a dogmatic ideology. It represents in-
stead a philosophy that rejects dogma and em-
braces diverse and even competing strategies for
economic advancement. Each year, the Index
provides compelling evidence that it is not the
policies we fail to implement that hold back eco-
nomic growth. Rather, it is the dreadful policies
that our governments all too often put in place.

Those who believe in economic freedom
believe in the right of individuals to decide for
themselves how to direct their lives. The added
benefit from society’s point of view is the prov-
en power of self-directed individuals, whether
working alone or working together in associa-
tions or corporations, to create the goods and
services that best respond to the needs and de-
sires of their fellow citizens.

No country provides perfect freedom to its
citizens, and those that do permit high levels of
freedom hold differing beliefs about which as-
pects of that freedom are most important. That
is consistent with the nature of liberty, which
allows individuals and societies to craft their
own unique paths to prosperity.

Throughout the previous editions of the
Index, we have explored many critical aspects

The Heritage Foundation | heritage.org/Index 7



of the relationships between individuals and

governments. In measuring economic freedom,
we have focused on a comprehensive yet far

from exhaustive range of policy areas in which

governments typically act, for good or ill. By its

very nature, however, the concept of freedom

resists a narrow definition, and each year seems

to bring new challenges from those who seek to

impose their own views on or control the eco-
nomic actions of others.

As new threats to economic freedom arise
around the world, our definitions and method-
ologies will continue to evolve so that we can
provide as true a picture as possible of the state
of economic freedom around the world.

DEFINING ECONOMIC FREEDOM

At its heart, economic freedom is about
individual autonomy, concerned chiefly with
the freedom of choice enjoyed by individuals
in acquiring and using economic goods and re-
sources. The underlying assumption of those
who favor economic freedom is that individ-
uals know their needs and desires best and
that a self-directed life, guided by one’s own
philosophies and priorities rather than those
of a government or technocratic elite, is the
foundation of a fulfilling existence. Indepen-
dence and self-respect flow from the ability and
responsibility to take care of oneself and one’s
family and are invaluable contributors to hu-
man dignity and equality.

Living in societies as we do, individual auton-
omy can never be considered absolute. Many
individuals regard the well-being of their fam-
ilies and communities as equal in importance
to their own, and the personal rights enjoyed
by one person may well end at his neighbor’s
doorstep. Decisions and activities that have an
impact or potential impact on others are rightly
constrained by societal norms and, in the most
critical areas, by government laws or regulations.

In a market-oriented economy, societal
norms, not government laws and regulations, are
the primary regulator of behavior. Such norms
grow organically out of society itself, reflecting
its history, its culture, and the experience of

generations learning how to live with one anoth-
er. They guide our understanding of ethics, the

etiquette of personal and professional relation-
ships, and consumer tastes. At their best, demo-
cratic political systems reflect societal norms in

their laws and regulations, but even democratic

governments, if unconstrained by constitutional

or other traditional limits, may pose substantial

threats to economic freedom. A constraint im-
posed on economic freedom by majority rule

is no less a constraint than one imposed by an

absolute ruler or oligarch. It is thus not so much

the type of government that determines the de-
gree of economic freedom as it is the extent to

which government has limits beyond which it

may not, or at least does not, go.

Inevitably, any discussion of economic
freedom will focus on the critical relationship
between individuals and the government. In
general, state action or government control
that interferes with individual autonomy limits
economic freedom.

However, the goal of economic freedom is
not simply the absence of government coer-
cion or constraint, but rather the creation and
maintenance of a mutual sense of liberty for all.
Some government action is necessary for the
citizens of anation to defend themselves and to
promote the peaceful evolution of civil society,
but when government action rises beyond the
minimal necessary level, it is likely infringing
on someone’s economic or personal freedom.

Throughout history, governments have im-
posed a wide array of constraints on economic
activity. Such constraints, even though some-
times imposed in the name of equality or some
other ostensibly noble societal purpose, are in
fact imposed most often for the benefit of so-
cietal elites or special interests. As Milton and
Rose Friedman once observed:

A society that puts equality—in the sense of
equality of outcome—ahead of freedom will
end up with neither equality nor freedom. The
use of force to achieve equality will destroy
freedom, and the force, introduced for good
purposes, will end up in the hands of people
who use it to promote their own interests.!
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Government’s excessive intrusion into wide
spheres of economic activity comes with a high
cost to society as a whole. By substituting politi-
cal judgments for those of the marketplace, gov-
ernment diverts entrepreneurial resources and
energy from productive activities to rent-seek-
ing, the quest for economically unearned bene-
fits. The result is lower productivity, economic
stagnation, and declining prosperity.

ASSESSING ECONOMIC FREEDOM

The Index of Economic Freedom takes a
comprehensive view of economic freedom.
Some of the aspects of economic freedom that
are evaluated are concerned with a country’s
interactions with the rest of the world (for ex-
ample, the extent of an economy’s openness
to global investment or trade). Most, however,
focus on policies within a country, assessing
the liberty of individuals to use their labor or
finances without undue restraint and govern-
ment interference.

Each of the measured aspects of economic
freedom plays a vital role in promoting and sus-
taining personal and national prosperity. All are
complementary in their impact, however, and
progress in one area is often likely to reinforce
or even inspire progress in another. Similarly,
repressed economic freedom in one area (for
example, a lack of respect for property rights)
may make it much more difficult to achieve
high levels of freedom in other categories.

The 12 aspects of economic freedom mea-
sured in the Index are grouped into four
broad categories:

* Rule of law (property rights, judicial ef-
fectiveness, and government integrity);

e Government size (tax burden, govern-
ment spending, and fiscal health);

* Regulatory efficiency (business freedom,
labor freedom, and monetary freedom); and

e Market openness (trade freedom, invest-
ment freedom, and financial freedom).

RULE OF LAW

Property Rights. In a functioning market
economy, the ability to accumulate private
property and wealth is a central motivating
force for workers and investors. The recogni-
tion of private property rights and an effective
rule of law to protect them are vital features
of a fully functioning market economy. Secure
property rights give citizens the confidence to
undertake entrepreneurial activity, save their
income, and make long-term plans because
they know that their income, savings, and prop-
erty (both real and intellectual) are safe from
unfair expropriation or theft.

Property rights are a primary factor in the
accumulation of capital for production and in-
vestment. Secure titling is key to unlocking the
wealth embodied in real estate, making natural
resources available for economic use, and pro-
viding collateral for investment financing,. It is
also through the extension and protection of
property rights that societies avoid the “tragedy
of the commons,” the phenomenon that leads
to the degradation and exploitation of property
that is held communally and for which no one
is accountable. A key aspect of the protection of
property rights is the enforcement of contracts.
The voluntary undertaking of contractual obli-
gations is the foundation of the market system
and the basis for economic specialization, gains
from commercial exchange, and trade among
nations. Even-handed government enforce-
ment of private contracts is essential to ensur-
ing equity and integrity in the marketplace.

Judicial Effectiveness. Well-functioning
legal frameworks protect the rights of all cit-
izens against infringement of the law by oth-
ers, including by governments and powerful
parties. As an essential component of the rule
of law, judicial effectiveness requires efficient
and fair judicial systems to ensure that laws are
fully respected, with appropriate legal actions
taken against violations.

Judicial effectiveness, especially for devel-
oping countries, may be the area of econom-
ic freedom that is most important in laying
the foundations for economic growth, and in

The Heritage Foundation | heritage.org/Index 9



advanced economies, deviations from judicial
effectiveness may be the first signs of serious
problems that will lead to economic decline.

There is plenty of evidence from around the
world that an honest, fair, and effective judicial
system is a critical factor in empowering indi-
viduals, ending discrimination, and enhancing
competition. In the never-ending struggle to
improve the human condition and achieve
greater prosperity, an institutional commit-
ment to the preservation and advancement of
judicial effectiveness is critical.

Government Integrity. In a world charac-
terized by social and cultural diversity, practic-
esregarded as corrupt in one place may simply
reflect traditional interactions in another. For
example, small informal payments to service
providers or even to government officials may
be regarded variously as a normal means of
compensation, a “tip” for unusually good ser-
vice, or a corrupt form of extortion.

While such practices may indeed constrain
an individual’s economic freedom, their impact
on the economic system as a whole is likely to
be modest. Of far greater concern is the sys-
temic corruption of government institutions by
such practices as bribery, nepotism, cronyism,
patronage, embezzlement, and graft. Though
not all are crimes in every society or circum-
stance, these practices erode the integrity of
government wherever they are practiced. By
allowing some individuals or special interests
to gain government benefits at the expense
of others, they are grossly incompatible with
the principles of fair and equal treatment that
are essential ingredients of an economically
free society.

There is a direct relationship between the
extent of government intervention in econom-
ic activity and the prevalence of corruption. In
particular, excessive and redundant govern-
ment regulations provide opportunities for
bribery and graft. Corrupt practices like bribery
and graft, in turn, are detrimental to economic
growth and development.

In addition, government regulations or re-
strictions in one area may create informal or

black markets in another. For example, by im-
posing numerous burdensome barriers to con-
ducting business, including regulatory red tape
and high transaction costs, a government can
incentivize bribery and encourage illegitimate
and secret interactions that compromise the
transparency that is essential for the efficient
functioning of a free market.

GOVERNMENT SIZE

Tax Burden. All governments impose fiscal
burdens on economic activity through taxation
and borrowing. Governments that permit in-
dividuals and businesses to keep and manage
alarger share of their income and wealth for
their own benefit and use, however, maximize
economic freedom.

The higher the government’s share of in-
come or wealth, the lower the individual’s re-
ward for his or her economic activity and the
lower the incentive to undertake work at all.
Higher tax rates reduce the ability of individ-
uals and firms to pursue their goals in the mar-
ketplace and thereby lower the level of overall
private-sector activity.

Individual and corporate income tax rates
are an important and direct constraint on an
individual’s economic freedom and are re-
flected as such in the Index, but they are not
a comprehensive measure of the tax burden.
Governments impose many other indirect tax-
es, including payroll, sales, and excise taxes, as
well as tariffs and value-added taxes (VATS). In
the Index of Economic Freedom, the burden of
these taxes is captured by measuring the overall
tax burden from all forms of taxation as a per-
centage of total gross domestic product (GDP).

Government Spending. The cost, size, and
intrusiveness of government taken together are
a central economic freedom issue that is mea-
sured in the Index in a variety of ways. Gov-
ernment spending comes in many forms, not
all of which are equally harmful to economic
freedom. Some government spending (for
example, to provide infrastructure, fund re-
search, or improve human capital) may be con-
sidered investment. Government also spends
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on public goods, the benefits of which accrue
broadly to society in ways that markets cannot
price appropriately.

All government spending, however, must
eventually be financed by higher taxation and
entails an opportunity cost. This cost is the
value of the consumption or investment that
would have occurred had the resources in-
volved been left in the private sector.

Excessive government spending runs a great
risk of crowding out private economic activi-
ty. Even if an economy achieves faster growth
through more government spending, such eco-
nomic expansion tends to be only temporary,
distorting the market allocation of resources
and private investment incentives. Even worse,
a government’s insulation from market disci-
pline often leads to bureaucracy, lower pro-
ductivity, inefficiency, and mounting public
debt that imposes an even greater burden on
future generations.

Fiscal Health. One of the clearest indica-
tors of the extent to which a government re-
spects the principle of limited government is its
budget. By delineating priorities and allocating
resources, a budget signals clearly the areas in
which a government will intervene in economic
activity and the extent of that intervention. Be-
yond that, however, a budget reflects a govern-
ment’s commitment (or lack thereof) to sound
financial management of resources, which is
both essential for dynamic long-term economic
expansion and critical to the advancement of
economic freedom.

Widening deficits and a growing debt burden,
both of which are direct consequences of poor
government budget management, lead to the
erosion of a country’s overall fiscal health. Devi-
ations from sound fiscal positions often disturb
macroeconomic stability, induce economic un-
certainty, and thus limit economic freedom.

Debt is an accumulation of budget deficits
over time. In theory, debt financing of public
spending could make a positive contribution to
productive investment and ultimately to eco-
nomic growth. Debt could also be a mechanism
for positive macroeconomic countercyclical

interventions or even long-term growth pol-
icies. On the other hand, high levels of public

debt may have numerous negative impacts such

as raising interest rates, crowding out private

investment, and limiting government’s flexibil-
ity in responding to economic crises. Mounting

public debt driven by persistent budget deficits,
particularly spending that merely boosts gov-
ernment consumption or transfer payments,
often undermines overall productivity growth

and leads ultimately to economic stagnation

rather than growth.

REGULATORY EFFICIENCY

Business Freedom. An individual’s abili-
ty to establish and run an enterprise without
undue interference from the state is one of the
most fundamental indicators of economic free-
dom. Burdensome and redundant regulations
are the most common barriers to the free con-
duct of entrepreneurial activity. By increasing
the costs of production, regulations can make
it difficult for entrepreneurs to succeed in
the marketplace.

Although many regulations hinder busi-
ness productivity and profitability, the ones
that most inhibit entrepreneurship are often
those that are associated with licensing new
businesses. In some countries, as well as many
states in the United States, the procedure for
obtaining a business license can be as simple
as mailing in a registration form with a mini-
mal fee. In Hong Kong, for example, one can
obtain a business license by filling out a single
form, and the process can be completed in a few
hours. In other economies, such as India and
parts of South America, the process of obtain-
ing a business license can take much longer and
involve endless trips to government offices and
repeated encounters with officious and some-
times corrupt bureaucrats.

Once a business is open, government reg-
ulation may interfere with the normal deci-
sion-making or price-setting process. Inter-
estingly, two countries with the same set of
regulations can impose different regulatory
burdens. If one country applies its regulations
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evenly and transparently, it can lower the
regulatory burden by facilitating long-term
business planning. If the other applies regu-
lations inconsistently, it raises the regulatory
burden by creating an unpredictable busi-
ness environment.

Labor Freedom. The ability of individuals
to find employment opportunities and work is
akey component of economic freedom. By the
same token, the ability of businesses to contract
freely for labor and dismiss redundant workers
when they are no longer needed is essential to
enhancing productivity and sustaining overall
economic growth.

The core principle of any economically free
market is voluntary exchange. That is just as
true in the labor market as it is in the market
for goods.

State intervention generates the same prob-
lems in the labor market that it produces in any
other market. Government labor regulations
take a variety of forms, including minimum
wages or other wage controls, limits on hours
worked or other workplace conditions, restric-
tions on hiring and firing, and other constraints.
In many countries, unions play an important
role in regulating labor freedom and, depend-
ing on the nature of their activity, may be either
aforce for greater freedom or an impediment to
the efficient functioning of labor markets.

Onerous labor laws penalize businesses and
workers alike. Rigid labor regulations prevent
employers and employees from freely negoti-
ating changes in terms and conditions of work,
and the result is often a chronic mismatch of
labor supply and demand.

Monetary Freedom. Monetary freedom
requires a stable currency and market-deter-
mined prices. Whether acting as entrepreneurs
or as consumers, economically free people need
a steady and reliable currency as a medium of
exchange, unit of account, and store of value.
Without monetary freedom, it is difficult to cre-
ate long-term value or amass capital.

The value of a country’s currency can be in-
fluenced significantly by the monetary policy
of its government. With a monetary policy that

endeavors to fight inflation, maintain price sta-
bility, and preserve the nation’s wealth, people

can rely on market prices for the foreseeable

future. Investments, savings, and other lon-
ger-term plans can be made more confidently.
An inflationary policy, by contrast, confiscates

wealth like an invisible tax and distorts prices,
misallocates resources, and raises the cost of
doing business.

There is no single accepted theory of the
right monetary policy for a free society. At one
time, the gold standard enjoyed widespread
support. What characterizes almost all mon-
etary theories today, however, is support for
low inflation and an independent central bank.
There is also widespread recognition that price
controls corrupt market efficiency and lead to
shortages or surpluses.

MARKET OPENNESS

Trade Freedom. Many governments place
restrictions on their citizens’ ability to interact
freely as buyers or sellers in the international
marketplace. Trade restrictions can manifest
themselves in the form of tariffs, export taxes,
trade quotas, or outright trade bans. However,
trade restrictions also appear in more subtle
ways, particularly in the form of regulatory
barriers related to health or safety.

The degree to which government hinders
the free flow of foreign commerce has a direct
bearing on the ability of individuals to pursue
their economic goals and maximize their pro-
ductivity and well-being. Tariffs, for example,
directly increase the prices that local consum-
ers pay for foreign imports, but they also distort
production incentives for local producers, caus-
ing them to produce either a good in which they
lack a comparative advantage or more of a pro-
tected good than is economically ideal. This im-
pedes overall economic efficiency and growth.

In many cases, trade limitations also put ad-
vanced-technology products and services be-
yond the reach oflocal entrepreneurs, limiting
their own productive development.

Investment Freedom. A free and open
investment environment provides maximum
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entrepreneurial opportunities and incentives

for expanded economic activity, greater pro-
ductivity, and job creation. The benefits of such

an environment flow not only to the individ-
ual companies that take the entrepreneurial

risk in expectation of greater return, but also

to society as a whole. An effective investment

framework is characterized by transparency
and equity, supporting all types of firms rather

than just large or strategically important com-
panies, and encourages rather than discourages

innovation and competition.

Restrictions on the movement of capital,
both domestic and international, undermine
the efficient allocation of resources and re-
duce productivity, distorting economic deci-
sion-making. Restrictions on cross-border in-
vestment can limit both inflows and outflows of
capital, thereby shrinking markets and reduc-
ing opportunities for growth.

In an environment in which individuals and
companies are free to choose where and how to
invest, capital can flow to its best uses: to the
sectors and activities where it is most needed
and the returns are greatest. State action to re-
direct the flow of capital and limit choice is an
imposition on the freedom of both the inves-
tor and the person seeking capital. The more
restrictions a country imposes on investment,
the lower its level of entrepreneurial activity.

Financial Freedom. An accessible and ef-
ficiently functioning formal financial system
ensures the availability of diversified savings,
credit, payment, and investment services to
individuals and businesses. By expanding fi-
nancing opportunities and promoting entre-
preneurship, an open banking environment
encourages competition in order to provide
the most efficient financial intermediation be-
tween households and firms as well as between
investors and entrepreneurs.

Through a process driven by supply and de-
mand, markets provide real-time information
on prices and immediate discipline for those
who have made bad decisions. This process
depends on transparency in the market and
the integrity of the information being made

available. A prudent and effective regulatory
system, through disclosure requirements and
independent auditing, ensures both.

Increasingly, the central role played by
banks is being complemented by other finan-
cial services that offer alternative means for
raising capital or diversifying risk. As with the
banking system, the useful role for government
inregulating these institutions lies in ensuring
transparency and integrity and promoting dis-
closure of assets, liabilities, and risks.

Banking and financial regulation by the state
that goes beyond the assurance of transparency
and honesty in financial markets can impede
efficiency, increase the costs of financing en-
trepreneurial activity, and limit competition.
If the government intervenes in the stock mar-
ket, for instance, it contravenes the choices of
millions of individuals by interfering with the
pricing of capital—the most critical function of
amarket economy.

ECONOMIC FREEDOM:
MORE THAN A GOOD
BUSINESS ENVIRONMENT

Economic freedom is clearly about much
more than a business environment in which
entrepreneurship and prosperity can flourish.
With its far-reaching impacts on various as-
pects of human development, economic free-
dom empowers people, unleashes powerful
forces of choice and opportunity, gives nour-
ishment to other liberties, and improves the
overall quality of life.

No alternative systems—and many have
been tried—come close to the record of
free-market capitalism in promoting growth
and enhancing the human condition. The un-
deniable link between economic freedom and
prosperity is a striking demonstration of what
people can do when they have the opportunity
to pursue their own interests within the rule
of law.

To get ahead based on sheer merit and hard
work, citizens of any country need a system
that maintains non-discriminatory markets,
allocates resources impartially, and rewards
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individual effort and success. That is the proven
recipe for economic freedom and real human
progress, which the Index of Economic Freedom
has documented and elaborated empirically
over the past 25 years.

ENDNOTE

1. Milton Friedman and Rose D. Friedman, Free to Choose: A Personal Statement (New York: Harcourt Brace Jovanovich, 1979).
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CHAPTER 3

KEY FINDINGS OF
THE 2019 INDEX

ow in its 25th edition, the Index of Economic
Freedom examines economic policy devel-
opments in 186 countries. Countries are graded
and ranked on 12 measures of economic freedom
that evaluate the rule of law, size of government,
regulatory efficiency, and openness of markets.
As countries’ governments compete to im-
prove their scores and move up in the rankings,
the real winners are the people of the world.
The link between economic freedom and de-
velopment is clear and strong. Improvements
in economic policy that enhance economic
freedom have lifted hundreds of millions out of
poverty and enabled countless others to enjoy
levels of prosperity never before seen.

THE GLOBAL ECONOMY:
MODERATELY FREE

Global economic freedom has declined
slightly over the past year. The inherent ten-
sion between the controlling tendencies of
governments and the entrepreneurial freedom
of an unfettered marketplace has heightened
around the globe, evident most notably in in-
creased protectionism and politically motivat-
ed government spending. The global average
economic freedom score in the 2019 Index is
60.8, a 0.3 point setback from last year but still
the third-highest level in the 25-year history of
the Index.

The global distribution of economic freedom
continues to be bell-shaped, with an almost
equal number of countries above and below

average in the rankings. Of the 180 economies
ranked in the 2019 Index:

» Six (Hong Kong, Singapore, New Zea-
land, Switzerland, Australia, and Ire-
land) earned the designation of “free” with
scores above 80.

e Anadditional 88 countries, with scores
above 60 in the ratings, provide institu-
tional environments in which individu-
als and private enterprises benefit from
at least a moderate degree of economic
freedom. Twenty-nine of these countries,
with scores between 70 and 80, are consid-
ered “mostly free.” The remaining 59, with
scores between 60 and 70, are judged only

“moderately free.”

e At the other end of the spectrum, 86 econ-
omies have registered economic freedom
scores below 60. Of those, 64 are consid-
ered “mostly unfree” (scores of 50-60).
The remaining 22 have economies in
which most aspects of economic freedom
are “repressed” (below 50).

o Everyregion except sub-Saharan Africa
has at least one representative among the
top 20 freest economies. Eleven of these
economies are in Europe, led by Switzer-
land, Ireland, and the United Kingdom.
Five are in the Asia—Pacific region, with
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Taiwan joining the top 10 as the world’s
10th freest economy for the first time.
Canada, the United States, and Chile
represent the Americas and the United
Arab Emirates represents the Middle
East and North Africa region.

ADVANCING ECONOMIC
FREEDOM: THE SUREST WAY TO
PROSPERITY AND PROGRESS

The rankings in the Index demonstrate that
the best economic results are achieved through
policy reforms that limit the size of government
and create greater economic dynamism in the
private sector. Policies that promote economic
freedom, whether by improving the rule of law,
by promoting efficiency, or simply by restrain-
ing the regulatory intrusiveness of govern-
ment, provide the empowering environment
for people-centered solutions to economic and
social challenges.

e People in economies rated “free” or “most-
ly free” in the 2019 Index enjoy incomes
that are more than twice the average levels
in all other countries and more than six
times higher than the incomes in “re-
pressed” economies.

e Thereis arobust relationship between
improvements in economic freedom and
economic growth. Whether long-term
(25 years) or short-term (five years), the
relationship between gains in economic
freedom and rates of economic growth
is consistently positive. The economic
growth rates of countries where econom-
ic freedom has expanded the most are
at least 30 percent higher than those of
countries where freedom has stagnated
or slowed.

The move toward greater economic free-
dom in recent decades has contributed to
a doubling in the size of the world econ-
omy. This progress has lifted hundreds

of millions of people out of poverty and
cut the global poverty rate by two-thirds.
Greater economic freedom has had a
positive impact not just on the number of
people in poverty, but also on the intensity
of the poverty still experienced by some.
For those who are still living in poverty,
the level of deprivation at the individual
level in education, health outcomes, and
standards of living is much lower on
average in countries with higher levels of
economic freedom.

Economic freedom is not just about
financial success. The societal benefits

of economic freedom extend far beyond
higher incomes or reductions in poverty.
People in economically free societies live
longer, enjoy better health, and are able to
be better stewards of the environment.

Greater economic freedom also provides
more fertile ground for effective democrat-
ic governance. By empowering people to
exercise greater control of their daily lives,
economic freedom ultimately nurtures
political reform by making it possible for
individuals to gain the economic resourc-
es they need to challenge entrenched
interests and compete for political pow-
er. Pursuit of greater economic freedom

is thus an important stepping-stone to
democratic governance.
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12 ECONOMIC FREEDOMS: A GLOBAL LOOK

RULE OF LAW

(+0.8) (-2.2) (-0.4)
100 —

80 —
70 —
60 —

50 —

Government
Integrity

Judicial

Property
Rights Effectiveness

Several governments made progress in enhancing
judicial effectiveness by increasing institutional
independence and accountability. Although the
global score for property rights improved somewhat
in the 2019 /ndex, scores for government integrity
and judicial effectiveness declined. The low average
scores for these three indicators reflect a poor over-
all level of protection for private property as well as
the systemic corruption of government institutions
by such practices as bribery, cronyism, and graft.

REGULATORY EFFICIENCY

(-0.8) (+0.7) (-0.9)
100 —
80 —
70 —
60 —
50 —
0
Business Labor Monetary
Freedom Freedom Freedom

Many economies have continued to streamline

and modernize their business frameworks, and the
overall pace of reform in developing countries has
generally exceeded the pace in developed coun-
tries. Nonetheless, the 2019 /ndex global score for
business freedom declined, reflecting the ongoing
temptation among governments to try to microman-
age business decision-making to achieve politically
motivated goals. Monetary freedom also decreased
slightly, reflecting a somewhat greater tendency by
governments to control prices.

GOVERNMENT SIZE

(+0.6) (+0.6) (-0.6)
100 —

80 —
70 —
60 —

50 —

Tax Government Fiscal
Burden Spending Health

The average top individual income tax rate for all
countries in the 2019 /ndex is about 28.5 percent,
and the average top corporate tax rate is 24.0
percent. The average overall tax burden as a per-
centage of GDP corresponds to approximately 22.2
percent. The average level of government spending
as a percentage of GDP is equal to 33.2 percent.
The average level of gross public debt for countries
covered in the /ndex is equivalent to about 56.2
percent of GDP.

OPEN MARKETS

(-1.5) (No change) (No change)

100 —

80 —
70 —
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Financial
Freedom

Trade Investment

Freedom Freedom

Global trade freedom suffered a setback in this
year’s Index, falling from 75.9 to 74.4. Investment
freedom remained unchanged, but progress was
uneven, and investment policy measures in many
countries remain geared toward promotion of
sectoral investment rather than general market
openness. While the global score for financial
freedom was unchanged, financial institutions

in many countries continue to face uncertain
regulatory environments.
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I 1 HongKong 00 933 753 88 %1 903 1000 %4 892 864 950 %0 900
2 2 Singapore OVl 06 94 ®4 BI04 %07 800 908 910 853 U8 80 800
33 New Zealand 02 %0 85 %7 710 504 %86 910 87 &5 924 800 800
41 Switzerland Ol 02 853 820 80 705 648 %3 754 725 852 874 850 900
5 4 Australia 00 791 85 799 628 601 82 883 841 866 876 800 900
6 2 lreland 01 88 664 780 763 774 890 81 753 870 860 %0 700
73 United Kingdom D890 09 923 89 838 647 482 686 929 735 812 860 %0 800
8 1 Canada CI1 00 870 64 846 768 513 831 819 737 772 868 800 800
9 1 United ArabEmirates | 726 00 818 871 788 %92 688 889 799 6Ll 809 844 400 600
10 5 Taiwan CH3 07 854 700 692 750 %06 916 B2 609 844 80 600 600
11 4 Iceland W70 01 814 638 838 727 40 %7 884 641 817 870 850 700
122 United States (68| 11 793 786 774 751 5.1 531 838 894 766 866 850 800
13 5 Netherlands U768 06 80 747 81 516 429 B3 814 603 840 860 %0 800
14 6 Denmark D67 01 82 778 &8 420 144 %7 907 864 841 860 %0 800
15 7 Estonia U766 22 815 760 731 799 511 998 753 572 796 860 %00 700
16 8 Georgia IB8 03 69 546 S5 8.1 736 B9 858 766 760 886 800 700
17 9 Luxembourg U5 05 80 724 88 654 466 989 688 459 826 860 950 800
18 3 Chile UBA 02 687 563 623 773 810 890 766 650 845 888 850 700
19 10 Sweden W52 11 85 840 80 #2267 %6 880 539 820 860 850 800
20 11 Finland L7490 05 86 812 925 668 72 84 894 503 848 860 850 800
2 12 Lithuania W2 11 736 612 478 84 651 973 752 636 846 860 800 700
2 6 Malaysia D700 05 841 682 S4 86 832 824 839 744 786 820 600 500
23 13 CzechRepublic WBI 05 748 416 21 826 521 976 724 71 815 860 800 800
2 14 Germany BB5 07 799 74 813 608 423 918 833 528 779 860 800 700
%5 1 Mauritius PBO. 21 65 621 403 91 803 736 798 608 794 884 800 700
2% 15 Norway PBO 13 861 812 93 574 B3 973 894 537 754 832 750 600
22 lsrael D728 06 800 734 679 619 524 853 714 651 862 844 750 700
8 3 Qatar L7261 00 645 600 774 97 68 940 712 69 784 832 600 600
2 7 SouthKorea B3 15 793 55 505 642 686 %8 913 574 820 804 700 700
3§ Japan D21 02 841 e85 780 682 550 557 805 790 859 800 700 600
316 Austria D200 02 842 713 774 505 245 855 749 687 815 860 %00 700
% 7 Rwanda Wl 20 72 2 679 798 794 83 62 822 761 704 600 400
33 17 Macedonia Bl 02 60 607 447 918 700 829 802 715 787 820 650 600
39 Macau D00 01 600 600 332 771 %04 1000 600 500 765 900 80 700
3 18 Latvia W04 32 613 44 B5 720 524 %9 725 733 811 860 850 600
% 3 Botswana 695 04 81 457 524 827 659 046 687 682 788 38 650 700
3719 Bulgaria 690 07 625 419 351 %02 639 988 627 684 880 80 700 600
3% 4 SaintLucia 687 11 659 638 503 762 793 813 763 692 39 732 650 400
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41 20 Malta 68.6 01 698 504 503 642 561 945 671 613 782 8.0 8.0 60.0
42 21 Romania 686 -08 667 519 398 897 69.0 893 631 645 827 8.0 700 500
43 10 Thailand 683 12 537 459 34 813 858 95 825 639 752 830 550 600
44 22 Cyprus 681 03 731 481 437 749 552 803 769 595 840 86.0 750 60.0
45 7 Peru 678 -09 561 340 318 806 861 885 678 635 839 864 750 600
46 23 Poland 678 -07 623 440 498 749 488 864 654 639 821 860 8.0 700
47 24 Armenia 677 -10 572 463 386 847 790 530 783 714 778 808 750 700
48 25 Belgium 673 -02 813 616 725 471 152 734 781 610 761 8.0 850 700
49 8 Colombia 675 -16 592 343 335 743 750 792 714 785 756 760 800 70.0
5 9 Panama 672 02 604 301 341 850 8.3 913 736 434 794 792 750 700
51 26 Kosovo 670 04 572 535 447 925 777 960 738 649 783 708 650 300
5227 Albania 66.5 20 548 306 404 863 739 806 693 527 815 878 700 700
55 4 Jordan 66.5 16 584 526 503 914 734 606 618 527 850 814 700 60.0
54 5 Bahrain 664 -13 635 507 536 997 627 37 714 711 8l6 838 750 80.0
55 19 v Vincentand 658 19 365 638 505 712 743 850 765 735 822 666 700 400

The Grenadines
5 11 Indonesia 658 16 522 535 395 837 914 881 693 493 774 798 450 60.0
57 28 Spain 65.7 06 729 514 519 623 462 511 668 578 875 860 8.0 700
5 29 Slovenia 655 0.7 764 465 536 584 383 826 793 612 836 8.0 700 500
59 12 Kazakhstan 654 -37 593 561 403 934 837 410 739 862 709 80.0 500 500
60 13 Azerbaijan 654 11 591 531 447 875 595 894 695 639 630 746 600 60.0
61 11 CostaRica 65.3 -03 583 540 545 792 884 425 672 552 832 814 700 500
62 30 Portugal 655 19 715 643 595 599 356 698 797 443 850 8.0 700 60.0
65 14 Brunei 651 09 640 560 437 907 599 200 802 908 765 840 650 500
64 31 Hungary 65.0 -17 609 452 353 786 317 850 611 647 818 8.0 8.0 700
65 32 Slovakia 65.0 -03 685 372 317 786 461 872 613 534 786 860 750 700
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67 13 Barbados 647 77 529 599 538 701 650 795 698 599 783 566 700 60.0
68 35 Turkey 646 08 558 498 412 764 651 922 660 492 700 796 700 60.0
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70 15 Philippines 638 -12 487 34 309 769 887 971 613 579 696 782 600 60.0
71 35 France 638 -01 825 661 679 484 39 649 812 452 791 810 750 700
72 14 Dominica 63.6 -09 492 638 545 721 535 847 707 604 857 682 700 300
75 4 Cabo Verde 631 31 441 490 457 764 712 597 652 557 841 682 800 60.0
74 16 Bhutan 629 11 625 554 545 830 716 776 687 795 726 794 200 300
75 6 Morocco 629 10 572 471 392 722 727 669 703 331 835 774 650 700
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21 Papua New Guinea
11 South Africa

90 372 718 891 752 622 726 700 809 250 300
393 397 621 676 626 643 591 752 760 450 500

12 Mali 05 337 B4 26 687 854 82 538 522 816 698 650 400
12 Belarus 02 %52 517 37 894 43 84 750 753 670 764 300 100
2 Cambodia 09 34 276 167 897 859 8.1 299 60 794 654 600 500
13 Greece GEN 04 54 495 377 501 233 790 741 525 791 BLO 550 500
21 Nicaragua 12 B4 187 N3 69 791 BI 60 558 727 760 600 500
2% Tonga 540502 266 BI85 409 B4 B3 699 694 736 400 200
13 Ghana GEN 15 /01 M2 /5 788 820 B9 65 599 663 634 700 600
2 Laos 38 38 M5 B5 869 853 665 601 601 785 818 3O 200
14 Nigeria 12 35 343 205 850 %5 682 512 83 60 624 450 400
2 TinidadandTobago AN 07 523 406 329 823 619 166 678 756 751 684 600 500
23 Guyana G0N 19 417 29 332 610 694 776 593 620 769 668 550 300
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114 15 Madagascar S <020 332 244 143 910 918 855 473 446 724 692 550 50.0
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119 18 Mauritania 17 275 306 306 780 742 806 619 515 812 626 500 40.0
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121 27 Bangladesh el 05 361 345 244 727 945 776 509 682 699 636 450 30.0
122 28 Tajikistan -7 478 521 364 918 646 603 673 492 685 736 250 300
125 24 Belize el <17 417 469 2720 799 659 391 618 548 787 640 550 50.0
12420 Comoros B 08 365 296 244 639 734 917 572 603 828 70.0 450 300
125 10 Tunisia S350 492 427 %6 744 744 319 767 503 760 714 450 300
126 29 Mongolia -0.3 482 258 298 885 631 62 660 750 778 758 500 60.0
127 21 Benin SBieh -14 3720 328 281 693 834 279 624 538 864 618 700 500
128 30 Vietnam 22 498 403 340 797 741 407 635 628 689 792 30.0 40.0
129 31 India 07 573 616 478 794 773 147 511 418 724 724 400 400
130 22 Kenya 04 538 469 321 795 778 158 558 634 727 604 550 50.0
131 32 Pakistan B 06 415 402 306 805 876 492 561 418 726 648 550 400
132 25 Eswatini 1.2 417 429 3.0 748 656 183 592 675 737 876 500 400
133 33 Solomon Islands 29 499 517 335 655 35 894 686 720 8.0 568 150 300
134 24 Sdo Tomé and Principe S 04 374 266 355 872 670 623 651 427 705 642 600 30.0
135 25 Guinea-Bissau 29 326 429 253 888 867 8L4 359 612 781 556 300 300
136 34 Nepal 03 392 347 262 840 837 985 618 479 694 604 100 300
137 26  Ethiopia S 08 326 409 3B1 0 772 904 833 486 580 608 608 350 200
138 27 Zambia -0.7 450 36 323 723 801 123 711 460 703 726 550 500
139 35 Burma -0.3 37 181 306 8.6 854 783 528 657 696 708 300 200
140 36 Uzbekistan Bl 18 498 343 252 913 674 987 725 587 589 626 100 100
141 37 Maldives Sl 210 439 364 355 958 608 107 783 708 810 626 350 300
142 28  Lesotho 08 415 457 309 594 330 635 533 588 750 810 550 400
143 25 Haiti 51104 253203 799 883 959 362 626 665 720 450 300
144 11  Egypt e 09 370 483 292 852 681 00 659 516 623 718 600 500
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149 38 Micronesia 04 76 266 366 928 00 988 574 719 858 806 350 300
150 27 Brazil S 05 573 517 281 705 552 59 579 519 755 69.0 500 500
151 31 Niger Sl 21 372 30 341 769 /56 222 563 482 767 658  55.0  40.0
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CHAPTER 4

THE POWER OF
ECONOMIC FREEDOM

he Index of Economic Freedom strives to

provide as comprehensive a view of eco-
nomic freedom as possible with data that illu-
minate varying aspects of the rule of law, the
size and scope of government, the efficiency of
regulations, and the openness of the economy
to global commerce.

The need to advance economic freedom is
stronger than ever. Our world has experienced—
is experiencing—astounding progress, yet many
in countries both rich and poor are still clam-
oring for change. Indeed, a recurring theme of
human history has been resilience and revival.
History has demonstrated that free-market
capitalism, built on the principles of econom-
ic freedom, can be relied upon to provide that
change. It pushes out the old to make way for the
new so that real and true progress can take place.
It leads to innovation in all realms: better jobs,
better goods and services, and better societies.

ECONOMIC FREEDOM:
TRANSFORMING OPPORTUNITY
INTO PROSPERITY

Today’s successful economies are not nec-
essarily geographically large or richly blessed
with natural resources. Many economies have
managed to expand opportunities for their cit-
izens by enhancing their economic dynamism.
In general, the overarching objective of eco-
nomic policies must be to create an environ-
ment that provides the best chance for trans-
lating opportunity into prosperity.

The Index results have shown that sustain-
ing such economic dynamism is achievable
when governments adopt economic policies
that empower individuals and firms with
more choices, thereby encouraging great-
er entrepreneurship.

Economic freedom is closely related to open-
ness to entrepreneurial activity. Chart 1 shows
the close correspondence between economic
freedom and entrepreneurial opportunity mea-
sured by the Business Environment pillar of the
Legatum Institute’s Prosperity Index.

Given this relationship, it should be ap-
parent that a government’s most effective
stimulus activity will not be to increase its
own spending or increase layers of regulation,
both of which reduce economic freedom. The
best results are likely to be achieved instead
through policy reforms that improve the in-
centives that drive entrepreneurial activi-
ty, creating more opportunities for greater
economic dynamism.

Equally notable is the strong positive rela-
tionship between economic freedom and levels
of per capita income. For countries achieving
scores that reflect even moderate levels of eco-
nomic freedom (60 or above), the relationship
between economic freedom and per capita GDP
is highly significant.

As indicated in Chart 2, countries moving
up the economic freedom scale show increas-
ingly high levels of average income. Econo-
mies rated “free” or “mostly free” in the 2019
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ECONOMIC FREEDOM AND ENTREPRENEURIAL DYNAMISM

Legatum Prosperity Index’s Business Environment Pillar Score
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Overall Score in the 2079 Index of Economic Freedom

NOTE: Represented are the 146 countries that are in both the 20719 Index of Economic Freedom and the Legatum

Prosperity Index 2017.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and Legatum Institute Foundation, The Legatum
Prosperity Index 2017, 2017, http://www.prosperity.com/rankings (accessed August 20, 2018).

Index enjoy incomes that are over twice the
average levels in all other countries and more
than six times higher than the average levels in
“repressed” economies.

ECONOMIC FREEDOM: THE
PROVEN ANTIDOTE TO POVERTY
By a great many measures, the past two-and-
a-half decades during which the Index has been
charting the advance of economic freedom
have been the most prosperous period in the
history of humankind. Countries that have ad-
opted some version of free-market capitalism,

Chart 1 & heritage.org

with economies that are open to the free flow of
goods, services, and capital, have participated
in an era of globalization and economic inte-
gration that has provided solutions to many
development problems throughout the world.
Unquestionably, the free-market system
that is rooted in the principles of economic
freedom—empowerment of the individual,
nondiscrimination, and open competition—
has fueled unprecedented economic growth.
As Chart 3 illustrates, over the life of the In-
dex, as the global economy has moved toward
greater economic freedom, the world economy
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ECONOMIC FREEDOM AND STANDARD OF LIVING

GDP per Capita (Purchasing Power Parity)
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SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and International Monetary Fund, World Economic
Outlook Database, April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx
(accessed December 4, 2018).
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AS ECONOMIC FREEDOM RISES, THE GLOBAL ECONOMY
EXPANDS AND POVERTY FALLS

Average Score in the Global GDP, in Trillions Percentage of Global
Index of Economic of 2010 U.S. Dollars Population in Poverty
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SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index.org/index; The World Bank, World Development Indicators,
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators (accessed December 4,
2018); and The World Bank, PovcalNet, http://iresearch.worldbank.org/PovcalNet/povDuplicate WB.aspx (accessed
December 4, 2018). Some figures have been interpolated.
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INCREASING ECONOMIC FREEDOM
AND ECONOMIC GROWTH

Average Annual Growth of GDP per Capita
(based on constant local currency)
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Years

NOTES: Figures are country averages in which both /ndex scores and data on GDP growth are available over the same
time period. Five-year growth rates include 171 countries, and 25-year growth rates include 92 countries.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and World Bank, World Development Indicators, "GDP per
Capita Growth (Annual %)," https:/data.worldbank.org/indicator/NY.GDPPCAP.KD.ZG (accessed December 7, 2018).
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has doubled in size. This progress has lifted
hundreds of millions of people out of poverty,
and the global poverty rate has declined by
two-thirds.

Opening the gates of prosperity to ever more
people around the world, economic freedom
has made our globe a profoundly better place.
More people are living better lives than ever
before. Clearly, this monumental reduction in
global poverty is an achievement that should
inspire celebration of the free-market system,
deeper understanding of its dynamics, and
greater commitment to its promotion.

The key driver of poverty reduction is dy-
namic and resilient economic growth that
comes with improving economic freedom. Not
surprisingly, one of the most important goals
of economic policy in almost every country in
the world has been to increase the rate of eco-
nomic growth.

More specifically, as documented in the
previous editions of the Index and supported
by volumes of academic research, vibrant and
lasting economic growth results when gov-
ernments implement policies that enhance
economic freedom and empower individuals
with greater choice and more opportunities.
Advancing economic freedom is the impera-
tive for dynamic economic expansion and true
progress, no matter what a country’s current
level of development may be.

As Chart 4 demonstrates, there is a robust
relationship between improvements in eco-
nomic freedom and levels of economic growth
per capita. Whether long-term (25 years) or
short-term (five years), the relationship be-
tween changes that advance economic freedom
and rates of economic growth is consistently
positive. Improvements in economic free-
dom are a vital ingredient in the achievement
of rates of economic expansion that are high
enough to reduce poverty effectively.

Undeniably, countries moving toward
greater economic freedom tend to achieve
higher rates of growth in per capita GDP.
Throughout the history of the Index, the per
capita economic growth rates of countries

POVERTY INTENSITY

Multidimensional
Poverty Index
(higher scores
indicate more
intense poverty)

Mostly Free and
Moderately
Free

Mostly Unfree
and Repressed

NOTE: Figures are based on the most recent
Multidemensional Poverty Index score between 2006
and 2017 for the 98 countries that have both an MPI
score for at least one year between 2006 and 2017,
and a 2019 Index of Economic Freedom score.
SOURCES: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2079 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index, and U.N. Development
Programme, Human Development Report 2018,
“Multidimensional Poverty Index,” http://hdr.undp.org/
en/content/multidimensional-poverty-index-mpi
(December 5, 2018).
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that have grown in economic freedom the
most are on average at least 50 percent high-
er than those of countries where freedom has
stagnated or slowed.

Greater economic freedom, while one of the
most effective means of eliminating poverty,
also has a major positive impact on the stan-
dard of living of those who remain poor. Poverty
intensity, as measured by the United Nations
Development Programme’s Multidimensional
Poverty Index is much lower on average in coun-
tries with higher levels of economic freedom.
As seen in Chart 5, the intensity of poverty in
developing countries whose economies are
considered mostly free or moderately free is
only about one-third the level prevailing in
countries that are rated less free.
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ECONOMIC FREEDOM AND HUMAN DEVELOPMENT

Human Development Index Score
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Category in the 2079 Index of Economic Freedom

NOTE: Represented are the 176 countries that are in both the 2079 Index of Economic Freedom and the Human

Development Index.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2079 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and U.N. Human Development Programme, Human
Development Report 2018, http://hdr.undp.org/sites/default/files/2018_human_development_statistical_update.pdf

(accessed December 5, 2018).

ECONOMIC FREEDOM: THE KEY
TO HUMAN DEVELOPMENT AND
DEMOCRATIC PROGRESS

The societal benefits of economic freedom
extend far beyond higher incomes or reduc-
tions in poverty. Countries with higher levels of
economic freedom enjoy higher levels of overall
human development as measured by the Unit-
ed Nations Development Programme’s Human
Development Index which measures life expec-
tancy, literacy, education, and the standard of
living in countries worldwide. As Chart 6 shows,
governments that choose policies that increase
economic freedom are placing their societies
on the path to more education opportunities,
better health care, and higher standards of liv-
ing for their citizens.

In recent years, policies and actions con-
cerning the environment have tended to be

Chart 6 & heritage.org

intrusive and economically distortionary. Gov-
ernments have pushed programs to tax carbon
emissions and increase taxes on gasoline, have
set up nontransparent and economically harm-
ful exchanges and marketplaces for the buying
and selling of carbon emissions, and have cre-
ated subsidies for so-called clean energy. Such
policies not only impose a huge cost on society,
but also retard economic growth.

Fortunately, such trade-offs are not re-
quired. The same free-market principles that
have proven to be the key to economic success
can also deliver environmental success. Chart 7
shows the positive relationship between levels
of economic freedom and levels of environmen-
tal protection as measured in Yale University’s
Environmental Performance Index.

In addition, in countries around the world,
economic freedom has been shown to increase
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ECONOMIC FREEDOM AND THE ENVIRONMENT

Environmental Performance Index Score

47.8
REPRESSED MOSTLY MODERATELY MOSTLY FREE
UNFREE FREE FREE

Category in the 2079 Index of Economic Freedom

NOTE: Represented are the 176 countries that are in both the 2019 Index of Economic Freedom and the 2018

Environmental Performance Index.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 20719 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and Yale University, 2018 Environmental Performance
Index (New Haven, CT: Yale University, 2018), https://epi.envirocenteryale.edu (accessed December 5, 2018).

countries’ capacity for innovation and thus to

improve overall environmental performance as

well. The positive link between economic free-
dom and higher levels of innovation ensures

greater economic dynamism in coping with

various environmental challenges. The most

remarkable improvements in clean energy
use and energy efficiency over the past decades

have occurred not as a result of government

regulation, but rather because of advances in

economic freedom and freer trade.

Greater economic freedom can also provide
more fertile ground for effective democrat-
ic governance.

Debate over the direction of causality be-
tween economic freedom and democracy has
become more controversial in recent years
because of the multifaceted interaction be-
tween the two. Undoubtedly, achieving greater

Chart 7 & heritage.org

political freedom through well-functioning
democracy is a messy and often excruciat-
ing process.

However, the positive relationship that
exists between economic freedom and dem-
ocratic governance is undeniable. (See Chart
8.) By empowering people to exercise greater
control of their daily lives, economic freedom
ultimately nurtures political reform by making
it possible for individuals to gain the economic
resources needed to challenge entrenched in-
terests or compete for political power.

Pursuit of greater economic freedom is thus
an important stepping-stone to democracy. It
empowers the poor and builds the middle class.
It is a philosophy that encourages entrepre-
neurship and disperses economic power and
decision-making throughout an economy.
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ECONOMIC FREEDOM AND DEMOCRATIC GOVERNANCE
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SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2079 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and The Economist Intelligence Unit, Democracy Index
2017, https://www.eiu.com/topic/democracy-index (accessed December 5, 2018).

ECONOMIC FREEDOM:
SAFEGUARDING UPWARD
MOBILITY AND GREATER
SOCIAL PROGRESS

The massive improvements in global indi-
cators of income and quality of life largely re-
flect a paradigm shift in the debate over how
societies should be structured to achieve the
most optimal outcome. In recent decades, this
debate has largely been won by capitalism.
Nonetheless, fears that the immediate bene-
fits of capitalism are fading have brought to the
forefront concerns about economic mobility
and inequality. Even while acknowledging the
positive impact of economic freedom in raising
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GDP growth, opponents of free-market capi-
talism continue to suggest that reducing the

size and scope of government leads to harmful

social consequences and can increase the gap

between the rich and poor.

The data, however, tell a different story.

As shown in Chart 9, countries that pro-
vide the most conducive environments for
social progress also largely embrace economic
freedom. Countries that improve their com-
petitiveness and open their societies to new
ideas, products, and innovations have largely
achieved the high levels of social progress that
their citizens demand. Also notable is that na-
tions with higher levels of economic freedom
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ECONOMIC FREEDOM AND SOCIAL PROGRESS
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have a tendency toward a more even distribu-
tion of income.

It is not massive redistributions of wealth
or government dictates on wages or prices that
produce the most positive social outcomes. In-
stead, mobility and progress require lower bar-
riers to entry, freedom to engage with the world,
and less government intrusion.
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ECONOMIC FREEDOM: REGIONAL VARIATIONS
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CHAPTER 5

REGIONAL

DEVELOPMENTS IN
ECONOMIC FREEDOM

verage levels of economic freedom vary
widely among the five regions of the world.
Europeans typically enjoy the highest levels of
economic freedom with an average score of
68.6, far higher than the world average of 60.8.
The Middle East and North Africa, Asia-Pacific,
and Americas regions have economic freedom
scores near the world average at 61.3, 60.6, and
59.6, respectively, while the Sub-Saharan Africa
region falls significantly short at only 54.2.

The benefits of economic freedom—greater
income, wealth, better health, and cleaner en-
vironments, among many others—are evident
in every region, but there are substantial dif-
ferences among the regions in terms of level of
development and social and economic culture
that affect the relative importance of the var-
ious factors that influence an economic free-
dom score.

The 12 indicators that make up an economic
freedom score are equally weighted in deter-
mining the rankings. For individual countries
looking to improve their scores, however, a
focus on the indicators in which they perform
most poorly provides the greatest opportuni-
ty for major increases in economic freedom. A
country that lags in fiscal health, for example,
might want to prioritize reductions in fiscal
deficits and debt. A country that lags in the rule
of law could concentrate on addressing corrup-
tion, judicial effectiveness, and the protection

of property rights. Such focus can bring signif-
icant immediate gains in economic freedom
and corresponding improvements in economic
growth and prosperity.

While there is diversity within every region,
certain patterns have emerged that point to
the relative importance of various factors in
holding back or promoting economic freedom
in each region. The countries of the Americas,
for example, lag significantly in the rule of law
and regulatory efficiency. Particularly for most
of the Latin American countries in the region,
a culture of corruption holds back foreign in-
vestment and job growth, and the typically poor
quality of the region’s regulatory environment
stifles entrepreneurship. These, then, are the
most important areas for reform in a typical
country in the Americas.

In the Asia—Pacific region, on average, it is
market openness and particularly investment
freedom and financial freedom that fall far be-
low world standards. Action by populous coun-
tries like China and India to relax restrictions
on foreign investment and open their banking
systems to competition from around the world
would improve the livelihoods of hundreds of
millions of people. High-performing Asian
economies like those of Hong Kong, Singapore,
New Zealand, and Australia have shown the way.

Itis in the area of government size that the
European countries tend to lose points in their
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economic freedom scores. In many countries,
burdensome levels of taxation and extraordi-
narily high levels of government spending have
led to unsustainable fiscal balances that crowd
out more productive private-sector activities.

The Middle East and North Africa region
falls far behind others in fiscal health, with
governments using debt to finance high spend-
ing on consumer subsidies and income-redis-
tribution schemes. Problems related to the
rule of law are notable throughout the region,
as is a serious lack of investment freedom in
many countries.

Sub-Saharan African countries trail world
averages in almost every category of economic

freedom, especially in scores for fiscal health
and business freedom. Ongoing deficiencies in
scores for property rights, judicial effectiveness,
and government integrity continue to reflect
problems in governance that are both the cause
and the effect of high levels of political instabil-
ity and conflict throughout the region.

The following pages provide a summary
snapshot of economic freedom in the various
regions while highlighting significant develop-
ments in a few notable countries. A full descrip-
tion of the status of economic freedom in each
country may be found in Chapter 6.
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THE AMERICAS

he Western Hemisphere’s North and South

American continents include 32 sovereign
countries, ranging from the advanced econo-
mies of Canada and the United States to the
Caribbean’s tiny island states and the huge
emerging markets of Latin America. The re-
gion accounts for more than one-quarter of
the globe’s landmass and is one of its most
economically diverse. Poor nations in Central
America, for example, share Iberian-rooted cul-
ture and history but little else with potential
economic powerhouses such as Mexico, Bra-
zil, and Argentina. Ideological differences are
strong as well: The toxic legacy of Cuba’s late
dictator, Fidel Castro, and his acolyte, the late
Hugo Chavez of Venezuela, continues to blight
a diminishing number of nations in the region
that cling stubbornly to long-discredited Com-
munist/socialist economic theories that have
largely lost sway elsewhere.

The continent-wide and sweeping pivot
away from those flawed theories and back to
market-based democracy that has been under-
way for several years received a dramatic boost

THE AMERICAS:
QUICK FACTS

TOTAL POPULATION: 993.6 million
Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
5-YEAR GROWTH:

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$31,288

1.6%

1.5%

4.4%*

6.9%

75.5% of GDP

* Excludes Venezuela.

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http:/www.heritage.org/index.
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in 2018. Voters in Brazil, disgusted and angered

by the disastrous consequences of more than
a decade of socialism, decisively rejected the

Workers’ Party in favor of a relatively unknown

presidential candidate, Jair Bolsonaro, who

was untainted by corruption and campaigned

torestore the rule of law and individual liberty,
in part by privatizing corrupt (and corrupting)

state-owned enterprises. Colombian voters

elected a young center-right candidate, Ivan

Duque, who is a protégé of free-market former
President Alvaro Uribe. Even Ecuador, under

President Lenin Moreno, has become more

centrist and retreated from the Chdvista pol-
icies of ex-President Rafael Correa.

The total population of the Americas is just
under one billion. Among the five global regions
in the Index, the Americas has the second-high-
est population-weighted average per capita in-
come ($31,288). Within the region, economies
have expanded at an average rate of 1.5 percent
over the past five years. The regional average
rate of unemployment is 6.9 percent, and the
regional average rate of inflation (excluding
Venezuela) has dropped significantly in the past
year to 4.4 percent. Nevertheless, the region’s
average level of public debt—the highest in the
world—has climbed to 75.5 percent of GDP.

The slight decline of the region’s overall av-
erage economic freedom score in the 2019 In-
dex reflects stagnant and often eroding scores
on economic freedom in too many of the nations
of the Americas that are the inevitable result of
an ongoing failure to commit fully to the pur-
suit of economic and structural reforms. The
election of pro-market, center-right candidates
to the presidencies of major Latin American
countries such as Argentina, Brazil, Chile, and
Colombia in recent years could finally generate
enough momentum to surmount the region’s
historical tendency to revert to the authoritari-
an cronyism that has held back development, but
the foundations of a well-functioning free mar-
ket in many Latin American countries remain
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THE AMERICAS
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THE AMERICAS: ECONOMIC FREEDOM SUMMARY
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shallow, with widespread corruption and the
weak protection of property rights aggravating
systemic shortcomings such as regulatory inef-
ficiency and monetary instability caused by gov-
ernment-driven market distortions.

In the English-speaking Caribbean, only
Barbados and St. Lucia registered overall gains

TOTAL
32 COUNTRIES

MODERATELY
FREE
17

MOSTLY FREE
&5

\
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in economic freedom. The rule of law remains
a problem in many of these countries, and the
protectionism that contributes to the high cost
of living on many of the islands continues un-
abated. Only Dominicaregistered a gain in trade
freedom this year. In North America, Mexico
and Canada registered almost no change in

THE AMERICAS: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

FREE n/a
MoSTLY FRee 44101 I
MODERATELY FREE ~ $15,162
MOSTLY UNFREE  $13,142 [N
RePResSED  $11,734 | EEGEGNG
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NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2017.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 20719 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and International Monetary Fund, World Economic
Outlook Database, April 2018, http://www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed
December 3, 2018).
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THE AMERICAS: COMPONENTS
OF ECONOMIC FREEDOM
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economic freedom as policymakers tried to de-
vise aresponse to a threat by the United States
to end the cooperative arrangements of the
North American Free Trade Agreement.

Chart 1 shows the distribution of coun-
tries in the Americas according to their eco-
nomic freedom. The region does not have any
economically “free” countries. Three of the
32 graded countries in the Americas region
(Canada, Chile, and the United States) are
rated “mostly free.” Most countries in the re-
gion fall into the category of “moderately free”
or “mostly unfree.” Five countries (Suriname,
Ecuador, Bolivia, Cuba, and Venezuela) are
rated “repressed.”

An examination of the various components
of economic freedom evaluated in the Index
reveals that the countries of the Americas as

Table 1 & heritage.org

a whole perform as well as or better than the
world average on only four of the 12 Index indi-
cators. Scores for tax burden and government
spending illustrate a broad regional acceptance
of the principle of limited government, and lev-
els of market openness are generally consistent
with world standards. On the other hand, as
shown in Table 1, the rule of law and regulatory
efficiency are major problem areas and reflect
long-standing weakness in the protection of
property rights, ineffectiveness in the judiciary,
and lack of government integrity.

Chart 2, which highlights the vivid positive
correlation between high levels of economic
freedom and high GDP per capita, reveals a
large gap within the Americas. The failed pop-
ulist policies implemented by leaders of repres-
sive economies such as Venezuela’s Nicolas
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THE AMERICAS:
ECONOMIC FREEDOM AND
ENTREPRENEURIAL DYNAMISM
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Maduro and Bolivia’s Evo Morales continue to
threaten regional development and stability,
trapping millions in poverty while their neigh-
bors in freer countries forge ahead.

As shown in Chart 3, it is significant that
countries with greater degrees of economic
freedom generally tend to enjoy higher levels
of the entrepreneurial dynamism that leads to
higher growth.

For the Americas as a whole, however, some
disquieting trends have emerged. The seven
countries in the region that posted gains in

economic freedom in the 2019 Index, along
with the two that remained unchanged, were
not able to offset declines in a staggering 23
countries. As a result, the overall regional av-
erage declined slightly. Such a starkly divided
and widening trend is indicative of a region that
is still searching for its true economic identity.

NOTABLE COUNTRIES

This year, the Americas region was home
to the country with the world’s largest overall
score increase: Barbados, which benefited
from major increases in scores for fiscal health
and government spending. Increases in arrivals
and spending by tourists have helped economic
growth, and the new government is executing a
fiscal consolidation and debt restructuring plan.

Among the Hemisphere’s larger countries,
the biggest improvement in both Index rank-
ing and overall score was by the United States.
Its overall score increased by 1.1 points to its
highest level since 2011, driven by significant
upticks in scores for the tax burden and gov-
ernment integrity, and its ranking in the 2019
Index rose six places. This advance reflects the
impact of major regulatory and tax reforms on
economic growth, investment, and business
confidence. In 2018, the U.S. unemployment
rate fell to its lowest point since 1969. New
protectionist policies that have raised tar-
iffs and disrupted established manufacturing
supply chains, however, are just beginning to
have an impact on consumer prices and invest-
ment decisions.

Cuba’s fiscal health score continued its
steep descent in the 2019 Index, reflecting the
chronicinefficiency of an economy that is dom-
inated almost entirely by the state. Without sig-
nificant supplies of subsidized oil from nearly
bankrupt Venezuela, Cuba’s dysfunctional
economy is even more dependent on foreign
exchange inflows from emigrants’ remittanc-
es and the tourism-generated foreign currency
that the regime needs to survive. Much of the
labor force performs low-productivity func-
tions in Cuba’s bloated government sector. All
courts are subject to political interference, and
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private property is strictly regulated. Excessive
bureaucracy and the lack of regulatory trans-
parency continue to limit trade and investment.
Haiti’s economic freedom dropped pre-
cipitously in the 2019 Index because of sharp
declines in scores for judicial effectiveness,
business freedom, property rights, and gov-
ernment integrity. The effectiveness of public
finance and the rule of law has been severely

undermined by years of political volatility. Un-
der the supervision of international donors, the
government has worked to increase domestic
revenues and gradually eliminate subsidies
to fund reconstruction of hurricane damage,
but it was forced to retreat in the summer of
2018 after violent protests against reduced
fuel subsidies.
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ASIA-PACIFIC

he Asia-Pacific region covers the Earth’s

largest land area, stretching from Japan,
Southeast Asia, and New Zealand in the East to
Mongolia in the North and all the way to Azer-
baijan and the Caspian Basin in the West. With
more than 4 billion inhabitants, the region con-
tains over half of the world’s population: Of the
total regional population, China alone accounts
for alittle more than one-third, and India ac-
counts for almost one-third.

The region continues to lead worldwide eco-
nomic growth, with average annual expansion
of approximately 6.3 percent over the past five
years driven largely by China, India, and other
trade-oriented economies. The region also has
one of the lowest average unemployment rates
(4 percent) and the second-lowest average in-
flation rate (3 percent).

The Asia—Pacific is unique among the five
global Index regions in the extraordinary dis-
parity among its countries’ levels of economic
freedom. The consequences for the people of
the region are enormous. The huge gap in liv-
ing standards between North Korea (last place,

ASIA-PACIFIC:
QUICK FACTS

TOTAL POPULATION: 4.16 billion

Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
5-YEAR GROWTH:

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$13,103

6.2%

6.3%

3.0%

4.0%

58.7% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http:/www.heritage.org/index.
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rated “repressed”) and South Korea (29th place,
rated “mostly free”) illustrates the benefits of
economic freedom versus its absence as vividly
as does the famous nighttime photograph from
space that contrasts the brightly lit South with
a North shrouded in darkness.

Chart 1 shows the distribution within the
Index of economic freedom in the Asia-Pacif-
ic countries. Four of the world’s six truly “free”
economies (Hong Kong, Singapore, New Zea-
land, and Australia) call the region home. Anoth-
er five of the region’s 43 economies (Taiwan, Ma-
laysia, South Korea, Japan, and Macau) are rated

“mostly free.” The majority of the other countries
remain “mostly unfree.” Four countries (Kiribati,
Timor-Leste, Turkmenistan, and North Korea)
have economies that are considered “repressed.”

Although its overall economic freedom score
of 60.6 is just below the world average in the
2019 Index, the Asia—Pacific scored higher again
this year than the world averages in seven of the
12 economic freedom indicators: property rights,
judicial effectiveness, tax burden, government
spending, fiscal health, business freedom, and la-
bor freedom (see Table 1). In other critical areas
of economic freedom such as government integ-
rity, monetary freedom, trade freedom, invest-
ment freedom, and financial freedom, the region
as awhole lags behind world averages.

As shown by the scores, many of the Asia-
Pacific countries are performing well in con-
trolling the size of government, maintaining
the rule of law, and regulating economic activity
efficiently. For aregion that still remembers the
hardships of the financial crisis 0f 1997-1998,
the above-average score in fiscal health is a
measure of the successful adoption of signif-
icant fiscal and monetary reforms. Although
the labor freedom score also beats the world
average, many small Pacific island economies
still lack fully developed formal labor markets.

As shown in Chart 2, the nine freest Asia-Pa-
cific countries far outpace other countries in
the region in per capita income. However, it is
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among the less free countries—notably China
and India, both “mostly unfree” and ranked
only 100th and 129th, respectively—that we
find some of the region’s highest growth rates.
In part, this is simply the result of the much
lower base from which economic growth is
measured in the less developed countries. On
the other hand, one of the most interesting
findings of the Index year after year (and again
in 2019) is that economic growth is more highly

R heritage.org

correlated with a dynamic trend of improve-
ments in economic freedom than it is with the
actual level of economic freedom.

In this context, it should be noted that
economic freedom scores in China and India
have improved by over five points over the life
of the Index. Nevertheless, the foundations of
economic freedom continue to be shaky in both
countries, with reforms often blocked by those
who have a political interest in maintaining

The Heritage Foundation | heritage.org/Index
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ASIA-PACIFIC: ECONOMIC FREEDOM SUMMARY
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SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

the status quo, and there is considerable room
for improvement.

In the 2019 Index, the scores of 23 countries
in the Asia—Pacific region have improved, those

of 18 have declined, and two were unchanged.

That bodes well for a majority of the region’s
population. As shown in Chart 3, countries with

Chart 1 & heritage.org

greater degrees of economic freedom generally
tend to achieve the higher levels of social prog-
ress that their citizens demand.

NOTABLE COUNTRIES

Laos’s economic freedom score increased in
the 2019 Index, driven by greater trade freedom

ASIA-PACIFIC: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

rree so1102 [

MOSTLY FREE  $54,646 [

MODERATELY FREE $18,842

6,762 [N
6,811 |
$0

MOSTLY UNFREE

REPRESSED

$15,000 $30,000 $45,000 $60,000

NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2017.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2079 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index; International Monetary Fund, World Economic Qutlook
Database, April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed

December 3, 2018); and the CIA World Factbook.
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ASIA-PACIFIC: COMPONENTS OF
ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— —@ HIGHER THAN WORLD AVERAGE
AVERAGES
Region World
OVERALL 60.6 60.8 [
Property Rights 54.0 53.0 o
RULE OF LAW Judicial Effectiveness 46.1 45.5 @
Government Integrity 41.9 42.2 ®
Tax Burden 81.2 77.2 —o
GOVERNMSEEE Government Spending 67.2 64.5 =
Fiscal Health 70.6 66.9 o
Business Freedom 66.1 64.1 +H®
REE?:Lélrééggz Labor Freedom 64.3 59.6 —o
Monetary Freedom 74.3 75.4 o
Trade Freedom 73.5 74.4 e
OPPI/-:IQEIEE; Investment Freedom 45.7 57.8 o——
Financial Freedom 42.6 48.6 o—

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

and higher scores for government spending, fis-
cal health, labor freedom, and property rights.
Unfortunately, although the government pro-
fesses a desire to achieve upper-middle-income
status by 2030, the business environment re-
mains opaque. Politically connected vested
interests block entry into some sectors, and
actions to increase state control (for example,
by reducing land concession tenures) do not in-
spire investor confidence. Deeper institutional
and systemic reforms are needed to overcome
such obstacles to economic freedom as weak
property rights, pervasive corruption, burden-
some bureaucracy, and government interfer-
ence and regulatory controls.

A significant increase in fiscal health boost-
ed Vietnam’s economic freedom score in the
2019 Index. The economy expanded at a very

Table 1 & heritage.org

fast rate in 2018 and will benefit from new
global supply chains that evolve from ongo-
ing U.S.-China trade tensions. To continue

strong economic growth, Vietnam will need

to reform state-owned-enterprises, reduce red

tape, increase business-sector transparency,
and increase recognition of private property
rights. Strengthening institutions to make

the regulatory regime more efficient, shrink-
ing the bloated and opaque bureaucracy and

making it more transparent, and bolstering

the weak judicial system would also promote

economic freedom.

The world’s largest drop in economic free-
dom this year—and one of the biggest such de-
clines ever measured—was recorded by Van-
uatu, precipitated by a nearly total collapse
in fiscal health and sharply lower scores for

The Heritage Foundation | heritage.org/Index
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ASIA-PACIFIC: ECONOMIC
FREEDOM AND SOCIAL
PROGRESS

Each circle represents a nation in the
Index of Economic Freedom
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NOTE: Based on the 29 countries in Asia-Pacific that
appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http:/www.heritage.org/index, and The Social
Progress Imperative, 2018 Social Progress Index
Report, 2018, https://www.socialprogress.org/index
(accessed December 3, 2018).

Chart 3 & heritage.org

government spending, government integri-
ty, judicial effectiveness, and trade freedom.
Strong factionalism continues to undermine
policymaking in the islands. Economic devel-
opment is hindered by dependence on rela-
tively few commodity exports, vulnerability to
natural disasters, and long distances to major
markets. There is an overall lack of commit-
ment to institutional reforms. Property rights
are poorly protected, and investment is de-
terred by Vanuatu’s inadequate physical and

legal infrastructure as well as by rigid labor
regulations and widespread corruption.

Tonga’s economic freedom score was also
sharply lower in the 2019 Index. The govern-
ment still hopes to attract investment to the
small island economy to develop a larger pri-
vate sector, but the public sector’s dominance
thwarts economic dynamism, and institutional
capacity is weak. The judicial system is ineffi-
cient and lacks transparency. A lack of commit-
ment to fully open markets impedes investment
growth. The state’s oversized role in the econ-
omy crowds out private-sector development.

Japan’s overall score declined slightly in the
2019 Index, but “Abenomics,” which includes
important reforms such as slashing business
regulations, liberalizing the labor market and
agricultural sector, and cutting corporate taxes,
has contributed to an ongoing recovery that, if
maintained until 2020, will be Japan’s longest
period of economic growth since the 1980s.
Trade liberalization is also a goal, but it has
been overshadowed by rising tensions in global
commerce. Japan has one of the world’s heavi-
est government debt burdens. Political stability
and a well-maintained rule of law strengthen
its economic freedom.

China’s economic freedom score improved
in the 2019 Index, with higher scores for judicial
effectiveness and labor freedom outpacing a
sharp dropin fiscal health. Increasing tensions
in the U.S.-China economic relationship have
heightened business uncertainties, and the
Chinese government adopted looser economic
policies in 2018 to mitigate mounting risks to
future growth. Despite still-impressive growth
rates, China remains “mostly unfree.” Non-
transparent state-owned enterprises dominate
the financial sector and many basic industries.
The official ideology of “Socialism with Chi-
nese Characteristics” has chilled liberalization,
heightened reliance on mercantilism, raised
bureaucratic hurdles to trade and investment,
weakened the rule of law, and strengthened
resistance from vested interests that impedes
more dynamic economic development.
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EUROPE

he European continent stretches from Ice-

land in the North Atlantic to Ireland and
the Normandy beaches and then far along the
Arctic Circle to the Ural Mountains of Russia
and south to the Black Sea and the Mediterra-
nean. [t was from its soil that the idea of free
markets and individual freedom first sprouted,
but it was also in Europe that the collectivist
philosophies of socialism and Communism
were developed and took root. Ultimately, the
Communist systems of Eastern Europe col-
lapsed, having proved incapable of generating
living standards for their citizens that even re-
motely approximated those of Western Euro-
pean democratic capitalist countries, but the
Communist and socialist philosophy lives on,
having spread to parts of Asia, Africa, and Lat-
in America, and the struggle continues to this
day both in those regions and within countries
almost everywhere.

Although the authoritarian political im-
pulse is manifesting itself anew in Europe,
the economic rivalries of the Cold War have
been eclipsed to a great extent by a new,

EUROPE:
QUICK FACTS

TOTAL POPULATION: 828.5 million
Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
5-YEAR GROWTH:

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$34,960

2.9%

1.8%

3.7%

7.9%

63.6% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index.
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technology-driven globalization and sub-
merged throughout much of the continent
under the evolving umbrella of the Europe-
an Union. One thing is clear, however: Today,
many of the large economies in Europe that
were built on a quasi-market welfare state
model are looking for ways to improve their
competitiveness, and small fast-growing Eu-
ropean countries such as Switzerland and
Ireland are showing them the path toward
economic freedom.

The European region encompasses nations
as diverse as Russia, Ukraine, Switzerland, Ice-
land, and Greece. The population-weighted av-
erage GDP per capita for the region stands at
$34,960, with inflation (3.7 percent) generally
under control. However, the European conti-
nent has long been plagued by high unemploy-
ment rates (7.9 percent) and a growing level of
public debt (63.6 percent of GDP on average).

Chart 1 shows the distribution of countries
in Europe within the five categories of econom-
ic freedom. Two of the world’s six truly “free”
economies (Switzerland and Ireland) are in
this region.

It is notable that 18 of the world’s 35 freest
countries (overall scores above 70) are in Eu-
rope, which is the only one of the five global re-
gions in the Index to have a distribution of econ-
omies that is skewed toward relatively higher
levels of economic freedom. Most countries in
the region fall into the category of “mostly free’
or “moderately free.”

Five countries (Moldova, Russia, Belarus,
Greece, and Ukraine) have economies that are
rated “mostly unfree.” Ukraine, which contin-
ues to experience political and security tur-
moil, remains the region’s least economically
free economy.

Relatively extensive and long-established
free-market institutions in a number of coun-
tries allow the region to score far above the
world average in most measures of economic
freedom. (See Table 1.) Europe is at least 10

>
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points ahead in judicial effectiveness, govern-
ment integrity, fiscal health, business freedom,
and financial freedom. The region’s average

scores on property rights and investment

freedom continue to exceed world averages by

more than 15 points.

However, Europe still struggles with a va-
riety of policy barriers to vigorous economic
expansion, such as overly protective and cost-
ly labor regulations, high tax burdens, various
market-distorting subsidies, and continuing
problems in public finance caused by years of

& heritage.org

public-sector expansion. The result has been
stagnant economic growth, which has exacer-
bated the burden of fiscal deficits and mounting
debt in a number of countries in the region.
Chart 2 shows the strongly positive correla-
tion between high levels of economic freedom
and high GDP per capita. Europe has benefit-
ed from centuries of substantial internal eco-
nomic competition, which may help to explain
why economic repression is so rare, but some
of the Eastern European countries, insulated
from both internal and external competition
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EUROPE: ECONOMIC FREEDOM SUMMARY
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for decades under their former Communist of 21 declined, and the scores of Kosovo and

regimes, still lag in needed reforms. Many Iceland were unchanged. As shown in Chart

post-Communist countries, such as Russia, Be- 3, around the region, countries with higher

larus, and Ukraine, are found at the “less free” economic freedom tend to maintain cleaner

end of the distribution. environments and greater protection of eco-
In the 2019 Index, the scores of 21 countries  system vitality.

in the European region have improved, those

EUROPE: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

FREE $68,480
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NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2017.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and International Monetary Fund, World Economic
Outlook Database, April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed
December 3, 2018).
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EUROPE: COMPONENTS OF
ECONOMIC FREEDOM
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NOTABLE COUNTRIES

Economic freedom in the United Kingdom
increased again in the 2019 Index, led by a big
jump in fiscal health. The U.K.’s 2019 departure
from the European Union has prompted policy-
makers to address such structural deficiencies
as lackluster productivity growth. The resilient
economy’s recovery from the financial crisis
was aided by effective rule of law, an open trade
regime, and a well-developed financial sector.
The country’s already liberalized labor market
can be made more flexible after Brexit. The UK.
has one of the world’s most efficient business
and investment environments and will soon
be open to expanded global trade relationships.

To promote its EU candidacy, Albania has
been transitioning to a more open and flexible
economic system by implementing substantial

Table 1 & heritage.org

restructuring. Those efforts are reflected in the

country’s higher economic freedom score in the

2019 Index. Progress in income growth and pov-
erty reduction has been considerable. A com-
petitive trade regime supported by a relatively

efficient regulatory framework has encouraged

development of the growing entrepreneurial

sector. To sustain this progress, the govern-
ment plans additional reforms to improve the

rule of law, encourage the growth of economic

freedom, and ensure continued vibrant eco-
nomic development.

Portugal’s economic freedom score also im-
proved, thanks to a higher score for fiscal health.
Over the years, however, and despite sound
institutions that contribute to an efficient
business framework and independent judicial
system, Portugal’s indebted and inefficient
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EUROPE: ECONOMIC FREEDOM AND THE ENVIRONMENT

Category in the 2079
Index of Economic
Freedom

Environmental Performance Index Score

FreE | s3.1

MOSTLY FREE
MODERATELY FREE

73.3
67.4

MOsTLY UNFREE [ 61.4

NOTE: Based on the 43 countries in Europe that appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 20719 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and Yale University, 2018 Environmental Performance
Index (New Haven, CT: Yale University), https:/epi.envirocenteryale.edu (accessed December 3, 2018).

public sector has worn away the private sec-
tor’s dynamism and reduced the economy’s
overall competitiveness.

Montenegro’s economic freedom score
dropped sharply in the 2019 Index, precipitated
by a steep plunge in fiscal health. The economy
is growing, but future prospects are uncertain
in the absence of major policy reforms. Privat-
ization of state-owned enterprises has slowed,
and the institutional commitment to strong
protection of property rights or effective mea-
sures against corruption remains weak.

The economic freedom score for Latvia
also registered a disappointing decline in the
2019 Index. The government’s fiscal and mon-
etary policies have ended Latvia’s dramatic
mid-2000s boom-and-bust cycle, improved
competitiveness, and returned the country to
economic growth. However, lack of institution-
al reforms and the prevalence of state-owned
enterprises hinder the emergence of a more
profitable private sector. Corruption contin-
ues to impede the attraction of foreign direct
investment, increase business costs, and under-
mine the rule of law.

Chart 3 & heritage.org

Although its score dipped slightly in the
2019 Index, Germany remains the most po-
litically and economically influential nation
in the European Union. Its robust underlying
fundamentals, such as business freedom and
investment freedom, should attract the ad-
ditional private investment needed for con-
tinued strong growth. Germany’s long-term
competitiveness and entrepreneurial growth
are supported by openness to global commerce,
well-protected property rights, and a sound
regulatory environment.

Russia’s economy continues to be severely
hampered by blatant disdain for the rule of law,
weak protection of property rights, and rejec-
tion of even the concept of limited government.
Further economic reforms have been subordi-
nated to the imperatives of political stability
and regime longevity. The private sector has
been marginalized by structural and insti-
tutional constraints caused by ever-growing
government encroachment into the market-
place. Large and corrupt state-owned institu-
tions and an inefficient public sector dominate
the economy.
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MIDDLE EAST AND
NORTH AFRICA

S tretching from Morocco’s Atlantic coast
across the mighty Nile, Jordan, and Eu-
phrates river valleys to Iranian and Yemeni
beaches on the Persian Gulf and the Arabian
Sea, the Middle East and North Africa (MENA)
region remains at the crux of global politics.
The countries of the region are successors to
some of the world’s most ancient civilizations,
but relatively few of them are enjoying the ben-
efits of economic freedom in the 21st century.
At once blessed and cursed by enormous miner-
al resources, the demographic profiles of most
countries tend to be distinguished by extreme
concentrations of wealth and poverty.

Most worrisome is the region’s ongoing
notoriety as the one that is most suscepti-
ble to economic, political, and security vul-
nerabilities. This instability is illustrated by
the fact that four of the six countries in the
2019 Index that cannot be graded or ranked
because of the lack of reliable data are in the
MENA region.

MIDDLE EAST/NORTH AFRICA:
QUICK FACTS

TOTAL POPULATION: 433.4 million
Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
5-YEAR GROWTH:

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$21,732

2.9%

3.2%

9.7%

9.9%

58.2% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index.

& heritage.org

The population-weighted average GDP per
capita for the region is approximately $21,732,
third-highest among the five global Index re-
gions. Monetary stability has been relatively
well maintained. During the past five years,
the MENA region has registered soft econom-
ic growth (2.9 percent) but has continued to
suffer from high levels of unemployment (9.9
percent), particularly among the young.

Many countries in the region have been
grappling since 2011 with fallout from social up-
heaval or outright conflict growing out of citi-
zens’ demands for more freedom. Unfortunate-
ly, the lives of most people have not changed
for the better during the past eight years. The
most vivid illustration of this regional policy
failure is the sharp drop in the economic free-
dom score for Tunisia, birthplace of the “Arab
Spring.” Scores for Egypt, Bahrain, Kuwait,
and Lebanon were also lower. The grading of
economic freedom for Iraq, Libya, Syria, and
Yemen remains suspended in the 2019 Index
because of the ongoing violence and unrest in
those countries.

Chart 1 shows the distribution of countries
in the MENA region according to the five cat-
egories of economic freedom measured by the
Index. The region has no economically “free”
countries. The United Arab Emirates, Israel,
and Qatar are the region’s only “mostly free”
economies. The majority of the 14 countries
in the region that are graded in the Index fall
into the “moderately free” or “mostly unfree’
categories, with Algeria categorized as “re-
pressed” and Iran just barely above that dis-
mal threshold.

Structural and institutional problems
abound, and private-sector growth in the re-
gion still lags far behind levels needed to pro-
vide enough job creation for proliferating pop-
ulations. Despite exports of crude oil for energy
generation, overall trade flows in the region
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- Tunisia

Morocco

Algeria
Libya

Economic Freedom Scores

® 30-100 Free
70-79.9 Mostly Free
60-69.9 Moderately Free
® 50-59.9 Mostly Unfree
@® 0-49.9 Repressed
@® Not Graded

remain very low, reflecting a lack of economic

dynamism and vitality. The MENA region’s lack
of economic opportunities remains a serious

problem, particularly for the younger work-
ing-age population, whose average unemploy-
ment rate exceeds 25 percent. Social upheaval

is the predictable result.

There is one Index indicator in which the
MENA region is the clear global leader: tax
burden (see Table 1). The region’s tax burden
score beats the world average by more than 10
points, a level reached because of the low in-
come tax rates typical in the oil kingdoms. The
region also scores above the world average in all
three indicators related to the rule of law and
in business freedom, monetary freedom, trade
freedom, and financial freedom.

The MENA region is endowed with the
world’s highest concentration of oil reserves,
but that does not automatically translate into
high levels of economic freedom. Even so, the
positive relationship between high levels of
economic freedom and high GDP per capita
still holds true in the region, as vividly illustrat-
ed by Chart 2. The ongoing transformation of

Lebanon ...,/
Israel

Bahrain

Saudi Arabia el United Arab

Oman

Emirates

Jordan -

SOURCE: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index.
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relatively economically advanced states like the
United Arab Emirates, Qatar, and Israel may
yet show the way to broader-based economic
growth, more political stability, and greater
economic freedom in the region.

In the 2019 Index, the scores of six countries
in the MENA region have improved, three were
unchanged from 2018, and the scores of the
other five graded countries declined.

As shown in Chart 3, across the region, great-
er economic freedom is also strongly correlated
with overall human development as measured
by the United Nations Development Pro-
gramme’s Human Development Index, which
measures life expectancy, literacy, education,
and the standard of living,.

The Arab Spring continues to morph into
an “Arab Winter” that is increasingly charac-
terized by repressive and authoritarian gov-
ernment, and the results of the 2019 Index re-
flect that the region’s underlying political and
economic architecture continues to repress
economic freedom. Costly subsidies to quell
social and political unrest are still being fund-
ed by too many of the region’s governments,

The Heritage Foundation | heritage.org/Index 61



MIDDLE EAST/NORTH AFRICA: ECONOMIC FREEDOM SUMMARY

MOSTLY UNFREE
4

REPRESSED
1

NOT GRADED
4

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

even at the cost of heavy and unsustainable
budget deficits.

NOTABLE COUNTRIES

Jordan’s economic freedom score rose ro-
bustly in the 2019 Index, led by a surge in the
score for fiscal health. The government is trying

TOTAL
18 COUNTRIES

MODERATELY
FREE

MOSTLY FREE
&

—

Chart 1 & heritage.org

to balance its goals of economic modernization,
higher growth, and job creation with the need to
consolidate public finances and maintain polit-
ical stability. More progress is needed on labor
market reform, however, and economic freedom
is further constricted by corruption and the judi-
cial system’s vulnerability to political influence.

MIDDLE EAST/NORTH AFRICA: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

FREE n/a
MOSTLY FREE

MODERATELY FREE $39,277

s16,01c [N
s15,237 NI

MOSTLY UNFREE
REPRESSED

$0 $20,000

$76,203 [

$40,000 $60,000 $80,000

NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2017.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http:/www.heritage.org/index, and International Monetary Fund, World Economic
Outlook Database, April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed

December 3, 2018).
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MIDDLE EAST/NORTH AFRICA: COMPONENTS OF

ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— —@ HIGHER THAN WORLD AVERAGE
AVERAGES
Region World
OVERALL 61.3 60.8 [
Property Rights 54.4 53.0 ®
RULE OF LAW Judicial Effectiveness 51.7 45.5 —o
Government Integrity 46.7 42.2 —e
Tax Burden 87.7 77.2 —ae
GOVERNMSEIQE Government Spending 60.8 64.5 o
Fiscal Health 48.6 66.9 o—————
Business Freedom 67.5 64.1 =
REE?:Lélrééggz Labor Freedom 57.2 59.6 [ 2
Monetary Freedom 76.7 75.4 ®
Trade Freedom 77.2 74.4 @
OPPI/-:IQEIEE; Investment Freedom 53.6 57.8 o
Financial Freedom 52.9 48.6 o

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

Economic freedom increased in Algeria as
well, albeit from a very low base, but efforts to
introduce additional economic reforms have
been stymied by powerful vested interests. As a
result the government has made little progress
in improving fiscal governance, has halted the
privatization of state-owned industries, and has
restricted imports and foreign engagement in its
economy. These policies and other institution-
al weaknesses, combined with ongoing political
uncertainty, continue to undermine prospects
for sustained long-term economic development.

Israel’s technologically advanced free-mar-
ket economy, bolstered by strong trade and
investment ties outside the Middle East that
insulate it from regional political instability,
propelled it to another increase in econom-
ic freedom in the 2019 Index. Israel has been

Table 1 & heritage.org

dubbed the “Start-up Nation,” and its economic
competitiveness is anchored in strong protec-
tion of property rights, efficient coordination
of regulatory processes, and a sound judicial
framework that sustains the rule of law.
Tunisia lost ground in the 2019 Index as
its economic freedom score dropped sharply
because of a plunge in fiscal health and lower
scores for trade freedom, business freedom,
labor freedom, and monetary freedom. Other
institutional weaknesses, left unaddressed be-
cause of political instability, include a burden-
some regulatory regime and rigid labor markets.
Many market-oriented reforms are opposed by
political parties and trade unions that espouse
a strong economic role for the state.
Lebanon’s economic freedom score de-
clined in the 2019 Index, at least in part because

The Heritage Foundation | heritage.org/Index
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MIDDLE EAST/NORTH AFRICA:
ECONOMIC FREEDOM AND
HUMAN DEVELOPMENT

Each circle represents a nation in the
Index of Economic Freedom

Human Development Index Score

0.95
Correlation:
0.58

0.85

075

0.65
40 50 60 70 80

Overall Score in the 2079 Index
of Economic Freedom

NOTE: Based on the 14 countries in Middle
East/North Africa that appear in both indexes.
SOURCES: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2018),
http://www.heritage.org/index, and U.N. Human
Development Programme, 2018 Human Development
Report, http://hdr.undp.org/en/2018-update
(accessed December 3, 2018).
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of a long political deadlock in 2018 that inter-
rupted policy implementation and delayed

all but the most pressing financial legislation.
Notwithstanding the stark divisions of different

religious groups’ vested interests, Lebanon has

afree-market tradition and a strong history of
private commercial activity. Nevertheless, the

economy performs weakly because of ongoing

fiscal and current-account deficits and chronic

political turmoil.
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SUB-SAHARAN AFRICA

he Sub-Saharan region of Africa spans

most of the world’s second-largest conti-
nent, traversing southward from the vast Saha-
ra Desert thousands of miles to South Africa’s
Cape of Good Hope and stretching from the
Indian Ocean beaches of Mozambique to the
North Atlantic coast of Senegal and Maurita-
nia. In the 2019 Index, scores for the 47 coun-
tries in the region that were graded generally
fall into the lower categories of economic
freedom. Although there was a very slight de-
cline in the region’s overall economic freedom,
the significantly higher rate of year-over-year
economic growth recorded in the countries of
Sub-Saharan Africa could permit those nations
to make the additional but politically painful
institutional reforms that are needed to ensure
long-term economic development.

The region’s continuing underperformance
reflects repeated failures to implement policy
changes to improve the business and invest-
ment climate and to strengthen the rule of law.
Successful efforts at structural reform are rare,
and the modernization of infrastructure and

SUB-SAHARAN AFRICA:
QUICK FACTS

TOTAL POPULATION: 1.01 billion
Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
5-YEAR GROWTH:

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$4,005

4.0%

4.7%

13.2%

7.5%

48.4% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http:/www.heritage.org/index.
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institutions lags severely throughout most of
Sub-Saharan Africa. Overdependence on ex-
ports of agricultural and mineral commodities

that contribute little to sustained increases in

productivity and job creation, combined with

sluggish progress toward economic diversifi-
cation, has resulted in a deeply ingrained pat-
tern of suboptimal growth that has caused the

region to fall steadily behind the rest of the

world. The tragedy of the missed opportunities

that occur, for example, when an economy that

should be expanding at an annual rate of 5 per-
cent manages to grow at arate of only 3 percent

or 4 percent year after year is that the region’s

huge population of young people is never able

to make up that lost ground.

The population-weighted average GDP per
capita for the region is just $4,005, the lowest
for any of the five global regions in the 2019 In-
dex. Unemployment hovers at 7.5 percent, and
that figure understates the widespread prob-
lems of underemployment and the region’s
large informal sectors, whose workers are not
counted in official employment statistics.

Chart 1 shows the distribution of countries
in the Sub-Saharan African region by level of
economic freedom. Unlike regions that benefit
from a diverse range of competitive and inno-
vative free-market economies, the distinctions
among economies in Sub-Saharan Africa are
mostly defined by the countries’ relative lack of
economic freedom. There is not a single “free”
economy in the region, and only Mauritius and
Rwanda are counted among the ranks of the

“mostly free.” Six countries are considered to
have “moderately free” economies, but a clear
majority of the 47 nations graded in the 2019
Index are ranked “mostly unfree” or “repressed.”
In fact, 12 of the total of 21 “repressed” econo-
mies in the entire world—more than half—are
in Sub-Saharan Africa.

As shown in Table 1, the only one of the 12
indicators in which the region scores higher
than the world average is government spending.
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@® Not Graded

SOURCE: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2019),
http://www.heritage.org/index.

That is a hollow victory, however, because the
score is more indicative of the inability of poor-
ly resourced governments to perform the com-
plicated tasks required to manage 21st century
economies than it is of any particular efforts at
spending restraint.

Another irony emerges from the region’s rel-
atively positive average tax burden score, which
derives from the small formal GDP base upon
which the scores are calculated, not from any
particular restraint in efforts to extract reve-
nue from the population. That labor freedom
is likewise restricted is demonstrated by the
magnitude of the region’s informal economic
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activity. The 2019 Index scores also document
Sub-Saharan Africa’s continuing failure to im-
prove regulatory efficiency and open markets,
thereby providing additional metrics that con-
firm how the region is falling behind the rest of
the world.

Overall, the depressing landscape paint-
ed by the numbers in Table 1 depicts a region
dominated by dozens of nations with uneven
economic playing fields that are further pock-
marked by weak rule of law, inadequate protec-
tion of property rights, cronyism, and endem-
ic corruption. The region’s scores on property
rights, government integrity, fiscal health, and
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SUB-SAHARAN AFRICA: ECONOMIC FREEDOM SUMMARY

MOSTLY UNFREE
28

REPRESSED
12

NOT GRADED
1 I —

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http://www.heritage.org/index.

business freedom are all lower than world av-
erages by 10 points or more.

The message of Table 1 to the vast majori-
ty of citizens of Sub-Saharan Africa who lack
political connections is that the absence of
improvements in economic freedom severely
limits their prospects for a brighter future.

TOTAL
48 COUNTRIES

MODERATELY
FREE
5

Sl MOSTLY FREE
| 2

Chart 1 & heritage.org

Although Chart 2 confirms that the strong
relationship between high levels of economic
freedom and high GDP per capita holds true
even in Sub-Saharan Africa, the region’s deep
economic distortions are also evident in the
counterintuitive spike in average per capi-
ta GDP among countries in the “repressed”

SUB-SAHARAN AFRICA: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

FREE n/a

MOSTLY FREE $11,860
MODERATELY FREE $12,135
MOSTLY UNFREE $4,316
REPRESSED $5,215

$0

$3,000

$6,000 $9,000 $12,000

NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2017.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2019 Index of Economic Freedom (Washington: The
Heritage Foundation, 2019), http://www.heritage.org/index, and International Monetary Fund, World Economic
Outlook Database, April 2018, http://www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed

December 3, 2018).
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SUB-SAHARAN AFRICA: COMPONENTS OF

ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— —@ HIGHER THAN WORLD AVERAGE
AVERAGES
Region World
OVERALL 54.2 60.8 o—
Property Rights 39.0 53.0 o———
RULE OF LAW Judicial Effectiveness 36.4 45.5 o—
Government Integrity 31.1 42.2 o——
Tax Burden 75.3 77.2 @
GOVERNMSESE Government Spending 76.0 64.5 —ae
Fiscal Health 53.5 66.9 o———
Business Freedom 52.2 64.1 o—i
REEiLIiII-SEgEX Labor Freedom 55.6 59.6 [
Monetary Freedom 73.1 75.4 [ 2
Trade Freedom 66.5 74.4 o—
OPPI/-:IQEIEE; Investment Freedom 51.8 57.8 o—
Financial Freedom 39.6 48.6 o—

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2019 Index of Economic Freedom (Washington: The Heritage

Foundation, 2019), http:/www.heritage.org/index.

category. The reason for this is that the high

GDP of the small, profoundly repressive, and

corrupt—but oil rich—nation of Equatorial

Guinea perversely skews upward the average

GDP per capita for the region’s least economi-
cally free countries.

Also counterintuitively, the ascension this
year of Rwanda (with its mere $2,079 per capita
GDP) to the ranks of the mostly free, coupled
with Uganda’s descent into the “mostly unfree”
category, has had the perverse effect of boosting
the average per capita GDP of the moderately
free countries to a slightly higher level than
the average per capita GDP of the “mostly free”
Sub-Saharan African nations.

In the 2019 Index, the scores of 23 countries
in the Sub-Saharan Africa region improved,
and the scores of 24 declined, producing a slight

Table 1 & heritage.org

decline in the region’s average overall economic
freedom score.

Perhaps the most tragic consequence of the
dearth of economic freedom in Sub-Saharan
Africa is its correlation with severe food short-
ages and poor nutrition, which are directly and
causally related to the region’s political instabili-
ty, high infant mortality rates, disease outbreaks,
childhood learning disabilities, and frequent
famines. (See Chart 3.) In the longer term, for-
eign aid from the West cannot solve Sub-Saha-
ran Africa’s food security problem. The solution
to that problem and many other challenges in
the region is more, not less, economic freedom.

NOTABLE COUNTRIES

Cabo Verde’s economic freedom score in-
creased significantly again in the 2019 Index.
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SUB-SAHARAN AFRICA:
ECONOMIC FREEDOM AND
FOOD SECURITY

Each circle represents a nation in the
Index of Economic Freedom

Global Food Security Index Score

70

60 ®

50

40

30

° Correlation: 0.57
20

45 55 65 75

Overall Score in the 2078 Index
of Economic Freedom

NOTE: Based on the 28 countries in Sub-Saharan
Africa that appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2019 Index of Economic Freedom
(Washington: The Heritage Foundation, 2018),
http://www.heritage.org/index, and The Economist
Intelligence Unit, Global Food Security Index,
September 2018, http://foodsecurityindex.eiu.com/
(accessed December 3, 2018).
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The government has continued its efforts to
expand and modernize infrastructure, improve
the business environment by cutting red tape
and implementing other business-friendly re-
forms, streamline administrative procedures,
increase labor market flexibility, and strength-
en the performance of state-owned enterprises.
Guinea’s economic freedom score also im-
proved in the 2019 Index. However, although
the government’s efforts to curtail public
spending improved scores for fiscal health and
government spending, high living costs and

public frustration sparked nationwide strikes
in 2018 that complicated efforts to establish
macroeconomic stability, improve budget man-
agement, and enhance economic growth. Cor-
ruption and the judicial system’s vulnerability
to political interference have weakened the
rule of law and the protection of property rights.

South Africa’s economic freedom score
dropped sharply in the 2019 Index, reflecting
the severe mismanagement that prevailed un-
der former President Jacob Zuma. The new
government of President Cyril Ramaphosa
has restored macroeconomic stability but still
faces rising public debt, inefficient state-owned
enterprises, and spending pressures that have
reduced the country’s global competitiveness.
The judicial system has become increasing-
ly vulnerable to political interference, and
numerous scandals and frequent political
infighting have severely undermined govern-
ment integrity.

2019 Index economic freedom scores for
Zimbabwe and Sierra Leone also plummet-
ed. In the case of Zimbabwe, a plunge in fiscal
health and sharply lower scores for judicial ef-
fectiveness, monetary freedom, and business
freedom reflected a poor business climate. Ex-
cessive government interference and substan-
tial currency risks due to fiscal mismanagement
continue to weigh on investor confidence. The
failure of Sierra Leone’s government to imple-
ment fiscal consolidation measures such as re-
ductions inrice subsidies caused a precipitous
drop in economic freedom. Growth is also ham-
pered by a restrictive regulatory environment,
inadequate infrastructure, weak enforcement
of contracts, and nearly nonexistent protection
of property rights.

The 2019 Index marks the third year of re-
sumed grading of Sudan’s economic freedom
after years of protracted social conflict and
civil war that undermined investors’ confi-
dence. The petroleum sector provides some
economic stability, but other sectors of the
economy face serious structural and institu-
tional deficiencies. Greater fiscal constraints
in the Arab Gulf States may reduce their future
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financial support for Sudan. Poor governance,
weak rule of law, rigid labor markets, and an
inefficient regulatory regime have impeded
economic diversification and led to a large
informal economy.
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CHAPTER 6

THE COUNTRIES

he Index of Economic Freedom analyzes 12

factors under four pillars underpinning
economic freedom in countries throughout
the world.

Of the 186 countries included in this 25th
edition of the Index, 180 are fully scored and
ranked. Because of the lack of sufficient reliable
data, six countries (Iraq, Libya, Liechtenstein,
Somalia, Syria, and Yemen) are evaluated and
partially graded but not ranked.

For analytical understanding and presen-
tational clarity, the 12 economic freedoms are
grouped into the following four pillars of eco-
nomic freedom:

e Rule of law (property rights, judicial ef-
fectiveness, and government integrity);

e Government size (tax burden, govern-
ment spending, and fiscal health);

e Regulatory efficiency (business freedom,
labor freedom, and monetary freedom);
and

e Market openness (trade freedom, invest-
ment freedom, and financial freedom).

Ranked countries are given an overall score
ranging from O to 100 on each of the 12 compo-
nents of economic freedom, and these scores
are then averaged, using equal weights, to com-
pute a country’s final economic freedom score.

The country profiles in the Index provide
real-world examples of the impact of govern-
ment policies on the economic well-being of
individuals and families. Policies that enhance
economic freedom tend to be associated with
greater economic and social progress. Coun-
tries with high levels of economic freedom
have high levels of political stability and higher
levels of income. Their citizens typically enjoy
greater social mobility and work environments
that are characterized by high levels of inno-
vation and experimentation. Such economies
are following not just one path to development,
but rather as many as human ingenuity can
produce. By contrast, countries in which free-
dom is curtailed occupy the lower spectrums of
economic and social development.

In addition to the scores and rankings, each
country page provides a brief overview of the
economic and political background that may
have influenced the country’s performance, as
well as a statistical profile that includes the coun-
try’s key economic and demographic indicators.
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= AFGHANISTAN

fghanistan’s economic freedom score is 51.5, making its economy

ECONOMIC FREEDOM STATUS: the 152nd freest in the 2019 /ndex. Its overall score has increased by
MOSTLY UNFREE 0.2 point, with advances in labor freedom, property rights protection,
and judicial effectiveness outpacing declines in business freedom and
monetary freedom. Afghanistan is ranked 39th among 43 countries in
the Asia-Pacific region, and its overall score is below the regional and
world averages.

The improved availability of key economic data made it possible to
grade Afghanistan’s economic freedom for the first time in the 2017
Index. Its score in the 2019 /ndex reflects steady, incremental improve-
ment in several economic freedom indicators. Over the past decade,
economic growth has been volatile but rapid, with construction and agri-
culture the key contributors to economic expansion. Political uncertainty,
corruption, and security challenges remain formidable, and the rule of
law remains fragile and uneven across the country.

ECONOMIC FREEDOM SCORE

(A UPO.2POINT)

REGIONAL AVERAGE 60 6 JL 60 WORLD
n L |

(ASIA-PACIFIC REGION) AVERAGE

RELATIVE STRENGTHS: HISTORICAL INDEX SCORE CONCERNS:
Fiscal Health and Tax Burden CHANGE (SINCE 2017): Investment Freedom, Financial
+2.6 Freedom, and Property Rights
FREEDOM TREND QUICK FACTS
60
POPULATION: UNEMPLOYMENT:
513 51.5 35.5 million 8.8%
.~ 489 ) )
() GDP (PPP): INFLATION (CPI):
$69.6 billion 5.0%
2.5% growth in 2017 .
40 | 5-year compound g?sl I9NF,I|‘|9W'
annual growth 2.9% a2 llie
$1,958 per capita PUBLIC DEBT: 7.3%
of GDP
30 +
2015 2016 2017 2018 2019 2017 data unless otherwise noted. Data compiled as of September 2018

BACKGROUND: Former World Bank technocrat Ashraf Ghani became president of this mountainous and
landlocked country in 2014 following an election marred by allegations of vote rigging. After much political
wrangling, President Ghani and former Foreign Minister Abdullah Abdullah formed a unity government with
Abdullah as the newly created chief executive officer. Timing of the scheduled 2019 presidential election will
likely depend on progress in talks with the Taliban. Afghanistan is heavily dependent on international military
and economic assistance, which constituted an estimated 4 percent of GDP in 2016, and its living standards are
among the lowest in the world. Licit exports include table grapes and raisins, but the economy remains heavily
dependent on illicit opium cultivation. An ongoing insurgency and drought have hampered economic growth.
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RULE OF LAW
+1.7) (+1.4) (-1.0)

100 —

80 —

70 —

60 —

so8 T T TT7
19.6 29.6 25.2

o Property Judicial Government

Rights Effectiveness Integrity

Protection of property rights is weak due to a lack
of a comprehensive land titling system, disputed
land titles, and slow-moving commercial courts. The
judicial system operates haphazardly, and justice

is often administered based on a mixture of legal
codes by inadequately trained judges and local
elders or shuras. Corruption is endemic through-
out society and hampers economic development.
Reforms to reduce corruption have stalled.

REGULATORY EFFICIENCY

(-3.8) (+3.1) (-1

100 —

80 —

70 —

60— 0 am=m=====

50 —

Business Labor

Monetary
Freedom Freedom

Freedom

Processes for establishing businesses and obtaining
necessary licenses are relatively streamlined, but
other structural barriers persist. The presence of a
large informal economy continues to dampen devel-
opment of a functioning labor market. The govern-
ment has a limited influence over monetary stability
because of Afghanistan’s severely underdeveloped
financial system.

— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | AFGHANISTAN

GOVERNMENT SIZE

(-0.D (+1.0) (+1.0)

100 —

80 —
70 —
60 —

50 —

Tax Government Fiscal

Burden Spending Health

The top income and corporate tax rates are 20
percent. The overall tax burden equals 5.0 percent
of total domestic income. Over the past three years,
government spending has amounted to 25.6 percent
of the country’s output (GDP), and budget deficits
have averaged 0.6 percent of GDP. Public debt is
equivalent to 7.3 percent of GDP.

OPEN MARKETS

(No change) (No change) (No change)

100 —

80 —

70 —

60 —

50 —

10.0 10.0
: I
Trade Investment Financial
Freedom Freedom Freedom

The combined value of exports and imports is equal
to 55.9 percent of GDP. The average applied tariff
rate is 7.0 percent. As of June 30, 2018, according to
the WTO, Afghanistan had 22 nontariff measures in
force. Security concerns and the financial system’s
weak capacity have slowed investment growth. The
financial sector remains underdeveloped, and trust
in the banking system has been undermined.

The Heritage Foundation | heritage.org/Index

77



ALBANIA

Ibania’s economic freedom score is 66.5, making its economy the

52nd freest in the 2019 /ndex. Its overall score has increased by 2.0
points, led by dramatic improvement for the second consecutive year in
fiscal health and higher scores for judicial effectiveness, labor freedom,
and government spending. Albania is ranked 27th among 44 countries
52 27 in the Europe region, and its overall score is below the regional average
but above the world average.

WORLD RANK: REGIONAL RANK:

ECONOMIC FREEDOM STATUS: . ) ) N
MODERATELY FREE To promote its EU candidacy, Albania has been transitioning to a

more open and flexible economic system by implementing substantial
restructuring. Progress in income growth and poverty reduction has
been considerable. A competitive trade regime supported by a relatively
efficient regulatory framework has encouraged development of the
growing entrepreneurial sector. To sustain this progress, the govern-
ment plans additional reforms to improve the rule of law, encourage

the growth of economic freedom, and ensure continued vibrant eco-
nomic development.

ECONOMIC FREEDOM SCORE

6 6 5 (A UP20POINTS )
|

REGIONAL

WORLD 60 8 68 AVERAGE
AVERAGE ] ] (EUROPE REGION)

RELATIVE STRENGTHS: HISTORICAL INDEX SCORE CONCERNS:
Trade Freedom and Tax Burden CHANGE (SINCE 1995): Judicial Effectiveness and
+16.8 Government Integrity
FREEDOM TREND QUICK FACTS
80
POPULATION: UNEMPLOYMENT:
2.9 million 13.9%
7 65.7 65.9 66.5 GDP (PPP): INFLATION (CPI):
N 64.4 64.5 $36.0 billion 2.0%
3.9% growth in 2017 i
w1 5-year compound ;ﬁlglﬂFLOW
annual growth 2.5% all (el el
$12,507 per capita PUBLIC DEBT:
71.2% of GDP
50 |

2015 2016 2017 2018 2019 2017 data unless otherwise noted. Data compiled as of September 2018

BACKGROUND: The Balkan nation of Albania transitioned from Communist rule to multiparty democracy
in 1991. The political situation stabilized after state-sanctioned pyramid schemes collapsed in 1997. Edi
Rama became prime minister in 2013, and his Socialist Party won a parliamentary majority in 2017. Alba-
nia’s accession to the European Union has stalled in the absence of additional reforms to fight corruption
and improve the rule of law. Agriculture dominates the economy and employs about half of the workforce,
but services and tourism are increasingly important. Albania remains one of Europe’s poorest countries,
with sluggish economic growth hindered by a large informal economy and weak energy and transportation
infrastructure. High unemployment and a lack of opportunity spur substantial emigration.
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— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | ALBANIA

RULE OF LAW

(+0.7) (+5.2) (+0.5)

100 —

Property Judicial Government
Rights Effectiveness Integrity

Property legislation is weak. Real estate registration
procedures are cumbersome. The independent
judiciary is subject to political pressure, intimidation,
and limited resources, but a 2016 rewrite of one-
third of the constitution involved the most signifi-
cant judicial reforms since the end of Communism.
Convicted criminals cannot hold public office, but
public administration remains plagued by ineffi-
ciency, incompetence, and widespread corruption.

REGULATORY EFFICIENCY

(+0.2) (+2.3) (-0.9)

100 —

80 —
70 —

60 —

50 —

Business Labor Monetary
Freedom Freedom Freedom

Business start-up procedures have become less
costly, and there is no longer a minimum capital
requirement for setting up a company. Labor
demand in the formal economy, which has a high
level of self-employment, is significantly influenced
by the public sector. The government continues to
phase out subsidies and price controls for electric-
ity, water, and transportation but still subsidizes
agriculture heavily.

GOVERNMENT SIZE

(+1.2) (+1.2) (+13.1)

100 —

Tax Government Fiscal
Burden Spending Health

The top individual income tax rate is 23 percent,

and the top corporate tax rate is 15 percent. Other
taxes include value-added and inheritance taxes.
The overall tax burden equals 24.9 percent of

total domestic income. Over the past three years,
government spending has amounted to 29.5 percent
of the country’s output (GDP), and budget deficits
have averaged 2.4 percent of GDP. Public debt is
equivalent to 71.2 percent of GDP.

OPEN MARKETS

(No change) (No change) (No change)

100 —

80 —
70 —
60 —

50 —

Trade Investment Financial
Freedom Freedom Freedom

The combined value of exports and imports is equal
to 78.1 percent of GDP. The average applied tariff
rate is 1.1 percent. As of June 30, 2018, according

to the WTO, Albania had 196 nontariff measures in
force. Bureaucratic barriers deter investment. Most
banks are foreign-owned. The banking system has
benefited from increased competition and remains
stable, but the number of nonperforming loans
hinders credit growth.
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ALGERIA

lgeria’s economic freedom score is 46.2, making its economy the
171st freest in the 2019 /ndex. Its overall score has increased by
1.5 points, with improvements in property rights, monetary freedom,
investment freedom, and trade freedom offsetting a steep decline in
business freedom. Algeria is ranked 14th among the 14 fully evaluated
WORLD RANK: | REGIONAL RANK: countries in the Middle East and North Africa region, and its overall
171 14 score is well below the regional and world averages.

The state continues to dominate Algeria’s economy. Statism is a leg-
ECONOMIC FREEDOM STATUS: acy of the country’s socialist post-independence development model.

REPRESSED Efforts to introduce economic reforms have been stymied by powerful
vested interests; as a result, the government has made little progress in
improving fiscal governance, has halted the privatization of state-owned
industries, and has restricted imports and foreign engagement in its
economy. These policies and other institutional weaknesses, combined
with ongoing political uncertainty, continue to undermine prospects for
sustained long-term economic development.

ECONOMIC FREEDOM SCORE

(A UP15POINTS )

REGIONAL AVERAGE

WORLD 60 8 61 (MIDDLE EAST/
AVERAGE [ ] [] NORTH AFRICA REGION)

RELATIVE STRENGTHS: HISTORICAL INDEX SCORE CONCERNS:
Tax Burden and Monetary Freedom CHANGE (SINCE 1995): Fiscal Health and
-9.5 Government Integrity
FREEDOM TREND QUICK FACTS
60
POPULATION: UNEMPLOYMENT:
501 41.5 million 10.0%
48.9 |
07 e o 465 462 GDP (PPP): INFLATION (CPI):
() 4é7 ° $632.9 billion 5.6%
2.0% growth in 2017 :
mw 5-year compound ;le :)N”FLOW
annual growth 3.1% 2O
$15,237 per capita PUBLIC DEBT:
25.8% of GDP
30 +

2015 2016 2017 2018 2019 2017 data unless otherwise noted. Data compiled as of September 2018

BACKGROUND: The National Liberation Front has dominated politics since Algeria won independence
from France in 1962. President Abdelaziz Bouteflika is considering a run for a fifth five-year term in 2019
despite rare public appearances after a stroke. Political stability is threatened by uncertainty over the
81-year-old Bouteflika’s longevity, widespread popular disillusionment with the political system, and a weak
economy. Reforms introduced after the Arab Spring protests lifted some restrictions on civil liberties. Since
2015, Algeria has pursued an import substitution policy, adopting protectionist measures to encourage
domestic production. Algeria is the world’s sixth-largest exporter of natural gas; oil and gas account for
almost 95 percent of export revenues and more than 30 percent of GDP.
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— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | ALGERIA

RULE OF LAW

(+3.8) (+1.0) (-0.1)
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Government

Property Judicial
Rights Effectiveness Integrity

Secured interests in property are generally enforce-
able, but most real property is in government hands.
Conflicting title claims make real estate transactions
difficult. The country’s judiciary system is generally
weak, slow, and subject to political pressure. Corrup-
tion is pervasive in the business and public sectors,
especially in energy. An estimated one-half of all
economic transactions occurs in the informal sector.

REGULATORY EFFICIENCY

(-6.5) (+1.2) (+5.0)
100 —
80 —
70 —
603 I --------
50 —
0
Business Labor Monetary
Freedom Freedom Freedom

Despite past enhancement of the business envi-
ronment, significant bureaucratic impediments to
entrepreneurial activity and economic development
persist. The continuing rigidity of the labor market
contributes to high youth unemployment. Low
global oil prices have forced the government to cut
some energy subsidies, but other politically popular
subsidies remain in place.

GOVERNMENT SIZE

(+2.4) (+2.8) (-0.5)
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Tax Government Fiscal
Burden Spending Health

The top income tax rate is 35 percent, and the top
corporate tax rate is 23 percent. Other major taxes
include a value-added tax. The overall tax burden
equals 24.5 percent of total domestic income. Over
the past three years, government spending has
amounted to 41.4 percent of the country’s output
(GDP), and budget deficits have averaged 11.6
percent of GDP. Public debt is equivalent to 25.8
percent of GDP.

OPEN MARKETS

(+3.9) (+5.0) (No change)

100 —

80 —
70 —
60 —

50 —

30.0 30.0
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Trade Investment Financial
Freedom Freedom Freedom

The combined value of exports and imports is equal
to 60.4 percent of GDP. The average applied tariff
rate is 8.8 percent. Nontariff barriers significantly
impede trade. The government screens foreign
investment, and its customs process is cumbersome.
Algeria’s capital markets are underdeveloped;
private banks have grown, but the financial sector
remains dominated by government-controlled banks.
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WORLD RANK: | REGIONAL RANK: A N G o I A

A ngola’s economic freedom score is 50.6, making its economy the
I;%%?E?Eij(mggUE&E 156th freest in the 2019 /ndex. Its overall score has increased by
2.0 points, with improved scores for government spending and labor
freedom, in particular, offsetting declines in monetary freedom and
business freedom. Angola is ranked 33rd among 47 countries in the
Sub-Saharan Africa region, and its overall score is below the regional
and world averages.

President Jodo Manuel Gongalves Lourenc¢o has tried to restructure
Angola’s economy away from dependence on oil, but his proposals have
encountered resistance from vested interests in the ruling party. A small
number of businesses have long enjoyed a stranglehold on most eco-
nomic sectors. These monopolies have kept prices high, limited choice
for consumers, and erected trade barriers and investment restrictions.
Modest reforms have somewhat modernized the regulatory environ-
ment, but pervasive corruption and institutional weaknesses continue to
undermine other important reforms.
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BACKGROUND: When former President José Eduardo dos Santos stepped down in 2017 after 38 years

in power, former Defense Minister Jodo Manuel Gongalves Loureng¢o from dos Santos’s ruling Popular
Movement for the Liberation of Angola was elected president. Lourenco quickly moved to terminate the
dos Santos family’s control of the Sonangol state oil company and Angola’s sovereign wealth fund. Angola
is one of Africa’s largest oil producers, and most of its proven reserves are in Cabinda province, which

is plagued by a separatist conflict. Despite the country’s oil, diamonds, hydroelectric potential, and rich
agricultural land, most Angolans remain poor and dependent on subsistence farming. The long global oil
price slump has battered the economy.
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Protection of property rights is weak. The judiciary
is subject to extensive political influence. Courts
suffer from a lack of trained legal professionals, poor
infrastructure, and a large case backlog. Govern-
ment corruption and nepotism are widespread. The
former president’s daughter was ousted as CEO of
the state-owned oil company, and in 2018, his son
was caught trying to steal $500 million from the
central bank.
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Despite the recent implementation of more stream-
lined business start-up procedures, burdensome
regulations still hinder private-sector development.
Overall, the regulatory system lacks clarity, and
regulations are enforced inconsistently. The formal
labor market is underdeveloped. Seeking greater
macroeconomic stability, the government says it
will reduce subsidies on utilities and make public
spending more efficient.
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The top income tax rate is 17 percent. The top
normal corporate tax rate is 30 percent, but rates
for the mining and oil industries are as high as 50
percent. The overall tax burden equals 20.6 percent
of total domestic income. Over the past three years,
government spending has amounted to 25.3 percent
of the country’s output (GDP), and budget deficits
have averaged 4.6 percent of GDP. Public debt is
equivalent to 65.3 percent of GDP.
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The combined value of exports and imports is equal
to 57.6 percent of GDP. The average applied tariff
rate is 9.4 percent. Nontariff barriers significantly
impede trade. Government policies such as sectoral
restrictions limit foreign investment. Banking con-
tinues to expand, but public use of banking services
remains low. About 10 percent of Angolans maintain
bank accounts.
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ARGENTINA

A rgentina’s economic freedom score is 52.2, making its economy the
148th freest in the 2019 /ndex. Its overall score has decreased by 0.1
point, with plunging scores for fiscal health and government spending
outweighing improvements in monetary freedom and property rights.
Argentina is ranked 26th among 32 countries in the Americas region,
and its overall score remains below the regional and world averages.

Notwithstanding an ongoing crisis of confidence in the economy, Pres-
ident Mauricio Macri is sticking with his government’s politically risky
austerity plan of budget cuts and tax increases to close the fiscal gap.
These unpopular measures include the continued unwinding of costly
energy subsidies, which caused prices of regulated goods and services
to rise and spiked inflation. If Macri can succeed in restoring fiscal health,
he will be well positioned to improve government integrity and make
the many other institutional and structural reforms that are needed to
ECONOMIC FREEDOM STATUS: restore Argentina to its former levels of economic freedom.
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BACKGROUND: Argentina is South America’s second-largest country. Once one of the world’s wealthiest
nations, it has vast agricultural and mineral resources and a highly educated population, but it also has

a long history of political and economic instability. Argentina’s investment profile declined during the presi-
dencies of Cristina Fernandez de Kirchner and her late husband Néstor. Their legacy of statist protection-
ism and other Peronist policies isolated the country and led to economic stagnation. Center-right President
Mauricio Macri began his four-year term in 2015 and has implemented a reformist agenda. Faced with an
opposition-controlled Congress, weaker commodity prices, and a downturn in foreign investment, Macri
was forced to seek a highly unpopular $50 billion IMF bailout in 2018.
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Secured interests in real property are recognized
and enforced. The government has taken signifi-
cant steps to improve the protection of intellectual
property rights, but deficiencies persist within the
patent and regulatory data protection regimes. Pres-
ident Macri has issued executive orders to improve
judicial transparency, but the opposition-controlled
Congress has blocked his comprehensive reforms to
strengthen bureaucracy and reduce corruption.
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The Macri government has pursued a range of
measures to improve the efficiency of business reg-
ulation. The president vetoed a labor law that would
have kept firms from dismissing workers, arguing
that it would depress the employment outlook by
deterring investment. The government is removing
price controls on fuel, oil, and natural gas and plans
to cut energy and transportation subsidies in an
effort to lower the fiscal deficit.
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The top individual income tax rate is 35 percent,

and the top corporate tax rate is 30 percent. Other
taxes include value-added, wealth, and financial
transactions taxes. The overall tax burden equals
30.8 percent of total domestic income. Over the past
three years, government spending has amounted

to 41.0 percent of the country’s output (GDP), and
budget deficits have averaged 6.2 percent of GDP.
Public debt is equivalent to 52.6 percent of GDP.
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The combined value of exports and imports is equal
to 25.0 percent of GDP. The average applied tariff
rate is 7.5 percent. As of June 30, 2018, according

to the WTO, Argentina had 126 nontariff measures

in force. Openness to foreign investment is below
average. The financial sector remains subject to gov-
ernment interference, but the presence of foreign
banks has increased, and their assets have risen to
approximately 30 percent of the total.
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ARMENIA

A rmenia’s economic freedom score is 67.7, making its economy the
47th freest in the 2019 /ndex. Its overall score has decreased by 1.0

e | FESEALRATE point, dragged c?own t_)y a stet_ep qr?p in fisc.al health and Io.wgr scores
on government integrity and judicial effectiveness. Armenia is ranked
47 24 24th among 44 countries in the Europe region, and its overall score is

slightly below the regional norm but well above the world average.
ECONOMIC FREEDOM STATUS:
MODERATELY FREE Despite the previous government’s efforts to improve the business
environment through tax reform, reduce corruption in the customs
and tax administrations, and increase the transparency of procurement
processes, Armenia’s geographic isolation, narrow export base, and
pervasive monopolies in important business sectors make it particularly
vulnerable to deteriorations in global commodity markets. Nevertheless,
modest diversification has produced greater economic dynamism, and a
decade of strong economic growth has reduced poverty and unemploy-
ment. Cronyism and influence peddling remain concerns, and progress in
tackling corruption has been limited.
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BACKGROUND: Armenia was a Soviet republic until independence in 1991. Protests against President Serzh
Sargsyan’s attempt to name himself prime minister led to his ouster, and Armen Sarkissian was elected pres-
ident in April 2018, with opposition leader Nikol Pashinyan elected prime minister. Armenia’s 25-year occupa-
tion of neighboring Azerbaijan’s Nagorno-Karabakh region and other territories remains one of post-Soviet
Europe’s frozen conflicts. The economy relies on manufacturing, services, remittances, and agriculture.
Russia is Armenia’s principal export market, and Armenia joined Russia’s Eurasian Economic Union in 2015.

It also signed a Comprehensive and Enhanced Partnership Agreement with the European Union in 2017. The
government relies heavily on loans from Russia and international financial institutions.
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Armenian law protects secured interests in both
personal and real property. The judiciary is slow and
lacks efficiency, independence, and transparency.
Judges often seek advice from higher courts, making
decisions subject to influence by external factors.
Corruption is pervasive, is not regularly prosecuted,
and has been aggravated by Russia’s consolida-

tion of its influence over Armenia’s economy and
regional security.
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The regulatory framework is relatively efficient. The
minimum capital requirement for business start-ups
has been eliminated, and bankruptcy procedures
have been modernized. The nonsalary cost of labor
is moderate, but the informal labor market is sizable.
Armenia’s rising government debt is forcing the
government to tighten its fiscal policies and rein

in subsidies.
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The top individual income tax rate is 26 percent, and
the top corporate tax rate is 20 percent. Other taxes
include value-added and excise taxes. The overall
tax burden equals 21.3 percent of total domestic
income. Over the past three years, government
spending has amounted to 26.4 percent of the
country’s output (GDP), and budget deficits have
averaged 5.1 percent of GDP. Public debt is equiva-
lent to 53.5 percent of GDP.
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The combined value of exports and imports is equal
to 88.5 percent of GDP. The average applied tariff
rate is 2.1 percent. As of June 30, 2018, according

to the WTO, Armenia had nine nontariff measures

in force. Bureaucratic barriers interfere with foreign
and domestic investment. The banking sector
accounts for over 90 percent of total financial-sector
assets but still struggles to provide adequate long-
term credit.
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i AUSTRALIA

FREE A ustralia’s economic freedom score is 80.9, making its economy

the 5th freest in the 2019 /ndex. Its overall score is unchanged
from 2018, with higher scores for labor freedom, government integ-
rity, fiscal health, and trade freedom offsetting a steep drop in judi-
cial effectiveness. Australia is ranked 4th among 43 countries in the
Asia-Pacific region, and its overall score is well above the regional and
world averages.

The Australian economy is undergoing structural change as the mining
investment boom unwinds, having peaked in 2012. The government

is supporting this transition through corporate tax cuts, negotiation

of additional free-trade agreements, and further reforms in the labor
market. Overall, Australia’s robust free-market democracy has bene-
fited from an effective system of government that facilitates vibrant
entrepreneurial development. With almost all industries open to foreign
competition and a skilled workforce readily available, Australia remains
an attractive and dynamic destination for investment.
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BACKGROUND: Australia is one of the wealthiest Asia-Pacific nations and has enjoyed more than two
decades of economic expansion. In a reflection of the turmoil within the governing party, Scott Morrison
replaced Malcolm Turnbull as head of the ruling Liberal-National coalition and prime minister in 2018.
Turnbull had replaced former Prime Minister Tony Abbott in 2015. Australia is internationally competitive
in financial and insurance services, technologies, and high-value-added manufactured goods. Mining and
agriculture are important export sectors. Australia’s 10 free-trade agreements include agreements with
the U.S,, China, Japan, South Korea, and ASEAN. Negotiations on similar agreements are ongoing with the
European Union and are expected to begin with the United Kingdom following Britain’s exit from the EU.
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Property rights are robustly protected, and the
strong rule of law mitigates corruption. Expro-
priation is highly unusual, and enforcement of
contracts is reliable. Australia has transparent and
well-established political processes, a strong legal
system, competent governance, and an independent
bureaucracy. The judicial system operates inde-
pendently and impartially. Anticorruption measures

are generally effective, and corruption cases are rare.
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Australia’s regulatory environment is one of the
world’s most transparent and efficient, and is highly
conducive to entrepreneurship. It takes only three
procedures to launch a business. The labor market is
well supported by the modern and flexible employ-
ment code. The government plans to eliminate subsi-
dies for wind and solar energy generators by 2020.
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The top income tax rate is 45 percent, and the flat
corporate tax rate is 30 percent. Other taxes include
value-added and capital gains taxes. The overall

tax burden equals 28.2 percent of total domestic
income. Over the past three years, government
spending has amounted to 36.5 percent of the
country’s output (GDP), and budget deficits have
averaged 2.5 percent of GDP. Public debt is equiva-
lent to 41.6 percent of GDP.
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The combined value of exports and imports is equal
to 41.9 percent of GDP. The average applied tariff
rate is 1.2 percent. As of June 30, 2018, according

to the WTO, Australia had 322 nontariff measures

in force. Government policies do not significantly
interfere with foreign investment. Foreign firms com-
pete on equal terms with domestic banks and other
financial institutions in Australia’s highly developed
and competitive financial system.
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AUSTRIA

A ustria’s economic freedom score is 72.0, making its economy the
3lst freest in the 2019 /ndex. Its overall score has increased by 0.2
point, with higher scores for government spending, fiscal health, gov-
ernment integrity, and labor freedom offsetting a steep drop in judicial
31 16 effectiveness. Austria is ranked 16th among 44 countries in the Europe
region, and its overall score is above the regional and world averages.

WORLD RANK: | REGIONAL RANK:

Eanggc_;f;rxglggés: The government’s efforts to improve the business environment histori-

cally have included reducing corporate tax rates and introducing more
flexible working hours and other labor market reforms. Austria’s small
but well-developed economy is highly globalized and resilient, sustained
by a skilled labor force, competitive manufacturing, and a large services
sector. Openness to global trade and investment is firmly institutional-
ized, and the relatively efficient entrepreneurial framework strengthens
competitiveness. Protection of property rights is traditionally strong, the
legal system is transparent and reliable, and anticorruption measures
are effective.
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BACKGROUND: Austria regained full sovereignty from the World War |l victors in 1955. Alexander Van der
Bellen, a Green Party member running as an independent, was elected to the largely ceremonial role of pres-
ident in 2016. Sebastian Kurz of the conservative People’s Party became chancellor in 2017 after forming a
coalition government with the populist Freedom Party. Kurz campaigned on promises to tighten immigration
controls, cut taxes, and make Austria more business-friendly. During its July-December 2018 presidency of
the European Union, Austria focused on security improvements in the common external border. Austria has
large services and industrial sectors and a small, highly developed agricultural sector. Challenges include the
assimilation of migrants and the strains on labor markets and public finances caused by an aging population.
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Austria’s land registry is a reliable and accessible
system for recording interests in property. The
investment climate has been enhanced by the
country’s stability and strong rule of law. The
independent judiciary provides an effective means
for protecting real and intellectual property rights
and enforcing contracts. Corruption is relatively rare,
although several former high-ranking officials were
charged with bribery and embezzlement in 2018.
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Although the transparent and efficient regulatory
framework generally facilitates productivity growth,
a large public sector and extensive bureaucracy
prevent Austria from being more business-friendly.
Nonwage labor costs are still very substantial. The
labor force is highly skilled, and labor-management
relations are always amicable. The government con-
tinues heavy subsidies for renewable energy sources
and electric vehicles.
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The top income tax rate is 50 percent, and the top
corporate tax rate is 25 percent. High social security
contributions are shared by employers and employ-
ees. The overall tax burden equals 42.7 percent of
total domestic income. Over the past three years,
government spending has amounted to 50.2 percent
of the country’s output (GDP), and budget deficits
have averaged 1.2 percent of GDP. Public debt is
equivalent to 78.8 percent of GDP.
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The combined value of exports and imports is equal
to 104.7 percent of GDP. The average applied tariff
rate is 2.0 percent. Austria implements a number
of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsi-
dies, and quotas. Complex regulations may impede
investment. The competitive and stable financial
sector offers a wide range of services.
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ECOROIIIE [REEBIOL S, zerbaijan’s economic freedom score is 65.4, making its economy
MODERATELY FREE A the 60th freest in the 2019 /ndex. Its overall score has increased
by 1.1 points, led by a dramatic rise in judicial effectiveness and higher
scores for property rights and government integrity that offset declines
in labor freedom and fiscal health. Azerbaijan is ranked 13th among 43
countries in the Asia-Pacific region, and its overall score is above the
regional and world averages.

The government’s goals are to join the World Trade Organization,
develop Azerbaijan into a trade and transit hub by continuing invest-
ment in road and rail infrastructure, and diversify away from economic
dependence on hydrocarbons. Continued market-based improvements
in regulatory efficiency and further restructuring are needed to capital-
ize on the well-educated labor force and broaden the production base.
There has been measurable progress to improve the rule of law in the
past year, but corruption remains widespread.
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BACKGROUND: President Ilham Aliyev was elected to a fourth term in 2018 amid allegations of electoral
fraud. His father, Heydar, ruled Azerbaijan as a Soviet republic and later as an independent country until his
death in 2003, when his son succeeded him. Armenia’s 25-year occupation of 20 percent of Azerbaijan’s
internationally recognized territory in the Nagorno-Karabakh region and seven neighboring districts is

one of post-Soviet Europe’s frozen conflicts and exacerbates regional instability. Falling oil production is
expected to be partially offset by increased natural gas exports. In 2018, the Trans-Anatolian Natural Gas
Pipeline, an important section of the Southern Gas Corridor, opened to export Azerbaijani gas through
Turkey and ease Europe’s dependence on Russia for energy.
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Although the state has seized property for devel-
opment projects and inadequately compensated
expropriations, some improvements in property
registration and contract enforcement were made
in 2016. The judiciary is corrupt, inefficient, and
subject to political pressure; outcomes often seem
to be predetermined. Corruption is widespread.
Opposition politicians are subject to arbitrary arrest,
physical violence, and other forms of intimidation.
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Despite progress in streamlining the process for
launching a business, other time-consuming require-
ments reduce regulatory efficiency. Labor regula-
tions are somewhat flexible, but enforcement of

the labor code remains uneven. Ongoing subsidies
continue to create price distortions for such goods
as alcohol, drugs, energy, food and other agricultural
products, and electricity.
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The top individual income tax rate is 25 percent, and
the top corporate tax rate is 20 percent. Other taxes
include value-added and property taxes. The overall
tax burden equals 14.9 percent of total domestic
income. Over the past three years, government
spending has amounted to 36.7 percent of the
country’s output (GDP), and budget deficits have
averaged 1.7 percent of GDP. Public debt is equiva-
lent to 54.7 percent of GDP.
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The combined value of exports and imports is equal
to 90.7 percent of GDP. The average applied tariff
rate is 5.2 percent. Nontariff barriers impede trade.
Regulatory barriers impede foreign and domestic
investment in Azerbaijan. The financial sector faces
many challenges including currency weakness. The
banking sector is dominated by a large state bank,
and small private banks remain splintered.
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THE BAHAMAS

he Bahamas’ economic freedom score is 62.9, making its economy

the 76th freest in the 2019 /ndex. Its overall score has decreased by
0.4 point, with declines in scores for government integrity and judicial
effectiveness outpacing increases in fiscal health and investment free-
76 15 dom. The Bahamas is ranked 15th among 32 countries in the Americas
region, and its overall score is above the regional and world averages.

WORLD RANK: REGIONAL RANK:

ECONOMIC FREEDOM STATUS: L . ) - )
MODERATELY FREE The government’s top priority is reducing the fiscal deficit. To stimulate

the economy, it has simplified business licensing, procurement, and
business-related immigration. It also has taken new steps to foster
development of small and medium-size enterprises and encourage local
investment. Private-sector growth has been constrained by weak rule of
law, lingering protectionism, heavy subsidies to state-owned enterprises,
and a bloated and slow-moving bureaucracy. Nevertheless, the overall
regulatory system is conducive to entrepreneurial activity, and there are
no individual or corporate income taxes.
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BACKGROUND: Prime Minister Hubert Minnis of the Free National Movement party, elected in 2017, faces
soft economic growth, high unemployment, high household indebtedness, and the costs of ongoing
repairs made necessary by recent hurricanes. Tourism accounts for more than 60 percent of GDP. Inter-
national banking, investment management, and financial services are also important. The Bahamas is the
only Western Hemisphere country not to have joined the World Trade Organization, and Minnis is seeking
to reactivate the accession process with the goal of achieving full membership by 2019. Debate continues
regarding how to replace the tariff revenues that could decline with WTO membership. Proximity to the
U.S. makes the Bahamas a transshipment point for illegal drugs and human trafficking.
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RULE OF LAW
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The government has in recent years made property
registration somewhat easier, but difficulties remain.
The independent legal system is based on British
common law, and contracts are enforced. The judi-
cial process is inefficient, however, and trials can be
delayed. Retaliatory crimes against both witnesses
and alleged perpetrators have increased. Money
laundering and corruption are problems at all levels
of government.
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The Bahamas has made starting a business easier by
merging the processes of registering for a business
license and registering for the value-added tax. The
labor market is relatively flexible, but the existing
labor codes are not enforced effectively. Subsidies
to state-owned enterprises such as Bahamas Air,
which has recorded annual losses for two decades,
continue to be a drag on government finances.
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The government imposes national insurance,
property, and stamp taxes but no income, corporate
income, capital gains, or wealth taxes. The overall
tax burden equals 16.3 percent of total domestic
income. Over the past three years, government
spending has amounted to 21.0 percent of the
country’s output (GDP), and budget deficits have
averaged 4.2 percent of GDP. Public debt is equiva-
lent to 57.2 percent of GDP.

OPEN MARKETS

(-4.9) (+5.0) (No change)

100 —

80 —

70 —

60 —

50 —

Trade Investment Financial
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The combined value of exports and imports is equal
to 75.5 percent of GDP. The average applied tariff
rate is 18.6 percent. Emergence of a more dynamic
and sustainable private sector has been held back
by protectionism and a bloated bureaucracy. Finan-
cial services are relatively competitive. The Bahamas’
diversified banking sector remains stable, but the
number of nonperforming loans has increased.

The Heritage Foundation | heritage.org/Index 95



BAHRAIN

B ahrain’s economic freedom score is 66.4, making its economy the
54th freest in the 2019 /ndex. Its overall score has decreased by 1.3
points because of declines in business freedom, labor freedom, judicial
effectiveness, and government spending. Bahrain is ranked 5th among
14 countries in the Middle East and North Africa region, and its overall
score is above the regional and world averages.

WEIRLDIRANGE || RECHONAL RANS Bahrain continues to be affected by the political unrest that began after
54 5 the Arab Spring in 2011, which is driven by long-standing complaints
of the country’s Shia majority. Rising global oil prices may help the
ECONOMIC FREEDOM STATUS: government to reduce the budgetary deficit, but pressures to maintain
MODERATELY FREE higher public spending persist in the face of persistent social unrest and

intermittent political violence. The government faces the long-term chal-
lenge of boosting the country’s regional competitiveness and reconciling
revenue constraints with popular pressure to maintain generous state
subsidies and a large public sector.
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BACKGROUND: Ruled since the 18th century by the Al-Khalifa family, initially as a British protectorate,
Bahrain gained its independence in 1971 and became a constitutional monarchy in 2002. In 2011, Bahrain
was engulfed by domestic unrest spearheaded by Shia political activists demanding a new constitution
and greater political power. King Hamad bin Isa Al-Khalifa authorized a crackdown that subsequently
was supported by Gulf Cooperation Council security forces. A national dialogue led by the crown prince
and the introduction of law enforcement, intelligence, and judicial reforms eventually eased tensions, and
growing tourism has encouraged economic recovery. Qil revenues support 85 percent of the government
budget. A banking and financial services hub, Bahrain is the regional home for many multinational firms.
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Bahrain’s legal system adequately protects and facil-
itates acquisition and disposition of property rights.
Expropriation is infrequent. The Al-Khalifa royal
family appoints all judges, and the judicial system is
seen as corrupt, with outcomes often depending on
connections. Government tendering procedures are
not always transparent, and contracts are not always
awarded based solely on price and technical merit.
Petty corruption is relatively rare.
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The regulatory framework is relatively streamlined,
but minimum capital requirements for starting a firm
are higher than the level of average annual income.
There is no nationally mandated minimum wage,

but wage increases have exceeded overall produc-
tivity growth. Looking to ease its fiscal burden, the
cash-strapped government is negotiating with the
parliament to reduce subsidies on such goods and
services as fuel, electricity, and water.
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Bahrain imposes no taxes on personal income. Most
companies are not subject to a corporate tax, but a
46 percent tax is levied on oil companies. The overall
tax burden equals 5.6 percent of total domestic
income. Over the past three years, government
spending has amounted to 35.3 percent of the
country’s output (GDP), and budget deficits have
averaged 17.2 percent of GDP. Public debt is equiva-
lent to 90.3 percent of GDP.
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The combined value of exports and imports is equal
to 139.6 percent of GDP. The average applied tariff
rate is 3.1 percent. As of June 30, 2018, according to
the WTO, Bahrain had seven nontariff measures in
force. The banking sector remains well capitalized.
Foreign and domestic investors have access to a
wide range of financial services. About 85 percent
of adult Bahrainis have access to an account with a
formal banking institution.
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BANGLADESH

B angladesh’s economic freedom score is 55.6, making its economy

121 27 the 121st freest in the 2019 /ndex. Its overall score has increased

by 0.5 point, with higher scores on factors including property rights

ECONOMIC FREEDOM STATUS: and government integrity countering declines in investment freedom

MOSTLY UNFREE and fiscal health. Bangladesh is ranked 27th among 43 countries in
the Asia-Pacific region, and its overall score is below the regional and
world averages.

* Robust economic growth of approximately 6 percent annually for two
decades has been driven by a rapid increase in private consumption
and fixed investment. Nevertheless, Bangladesh still grapples with poor
infrastructure, endemic corruption, insufficient power supplies, and slow
implementation of economic reforms. The fragile rule of law continues to
undermine economic development. Corruption and weak enforcement
of property rights force workers and small businesses into the informal
economy. Entrepreneurial activity is also hampered by an uncertain
regulatory environment.
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BACKGROUND: Bangladesh is a large Muslim-majority democracy that shares borders with India and
Burma. The British partition of India in 1947 resulted in the creation of West Pakistan and, in the Mus-
lim-majority areas of Bengal east of India, East Pakistan. Following a brutal conflict for independence from
West Pakistan, East Pakistan, aided by India, declared itself the independent state of Bangladesh in 1971.
Two political parties have alternated in power for decades. Prime Minister Sheikh Hasina of the Awami
League was reelected in 2014. The opposition Bangladesh Nationalist Party boycotted the 2014 election
and threatened to boycott elections that were scheduled for late December 2018. Despite political instabil-
ity, economic growth is robust, led by garment exports.
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Property laws are antiquated, and land disputes are The top income tax rate is 25 percent, and the top
common. The judiciary is slow and lacks indepen- corporate tax rate is 45 percent. Other taxes include
dence. Contract enforcement and dispute settlement a value-added tax. The overall tax burden equals
procedures are inefficient. Endemic corruption 8.8 percent of total domestic income. Over the past
and criminality, weak rule of law, limited bureau- three years, government spending has amounted
cratic transparency, and political polarization have to 13.6 percent of the country’s output (GDP), and
undermined government accountability. High-profile budget deficits have averaged 3.6 percent of GDP.
corruption cases are common. Two recent cases Public debt is equivalent to 32.4 percent of GDP.

involved a chief justice and a former prime minister.
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Freedom Freedom Freedom Freedom Freedom Freedom
Despite some progress in streamlining business The combined value of exports and imports is equal
regulations, entrepreneurial activity is hampered to 35.3 percent of GDP. The average applied tariff
by an uncertain regulatory environment and the rate is 10.7 percent. The government has taken steps
absence of effective long-term institutional support to reduce bureaucratic barriers to investment, but
for private-sector development. A well-functioning overall progress has been slow. State ownership and
labor market has not been fully developed, but labor interference in the financial sector remain consid-
productivity growth has been slightly higher than erable. About 54 percent of adult Bangladeshis
wage hikes. The state continues its extensive subsi- have access to an account with a formal bank-
dizing of food, fuel, electricity, and agriculture. ing institution.
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BARBADOS

B arbados’s economic freedom score is 64.7, making its economy the
67th freest in the 2019 /ndex. Its overall score has increased by 7.7
points, with large increases in scores for fiscal health and government
spending far outweighing declines in monetary freedom and trade free-
dom. Barbados is ranked 13th among 32 countries in the Americas region,

WORLD RANK: | REGIONAL RANK: and its overall score is above the regional and world averages.
67 13 Increases in arrivals and spending by tourists have helped economic
growth in the past year. Government economic policies are focused
ECONOMIC FREEDOM STATUS: on attracting international companies. Regulatory efficiency facilitates
MODERATELY FREE private-sector growth. Despite some restrictions on foreign investment,

transparency levels the playing field for domestic and foreign businesses,
but excessive bureaucracy discourages the expansion of investment by
undercutting policies intended to buttress open trade and productivity
growth. The new government has executed a fiscal consolidation and
debt restructuring plan that includes a selective default, but government
debt remains very high.
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BACKGROUND: Independent from the United Kingdom since 1966, Barbados is a stable parliamentary
constitutional monarchy. In May 2018, the center-left Barbados Labor Party won all 30 parliamentary
seats and defeated incumbent Prime Minister Freundel Stuart in a stunning upset that created an unprec-
edented single-party legislature and gave the country its first female leader, Prime Minister Mia Mottley.
Barbados has transformed itself from a low-income agricultural economy into a more diversified, mid-
dle-income economy built on tourism and offshore banking that generates one of the Caribbean’s highest
per capita incomes. Tourism receipts have improved, but serious challenges to medium-term economic
growth remain.
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Property registration in Barbados is very time-con-
suming. The court system is based on British
common law and is generally unbiased and efficient.
The protection of property rights is strong, and the
rule of law is respected. Corruption is not a major
problem, and anticorruption laws are implemented
effectively. Violence related to transshipment

drug trafficking from Venezuela remains a seri-

ous problem.
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Transparent policies and straightforward laws gen-
erally facilitate regulatory efficiency. The overall pro-
cess for obtaining licenses and starting a business is
not burdensome. The labor market remains relatively
flexible, and employers are not legally obligated to
recognize unions. Rising international oil prices are
increasing the inflationary pressures faced by the
new government, which must also reduce subsidies
to state-owned enterprises.
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The top income tax rate is 35 percent, and the top
corporate tax rate is 25 percent. Other taxes include
value-added and property taxes. The overall tax bur-
den equals 33.7 percent of total domestic income.
Over the past three years, government spending has
amounted to 34.1 percent of the country’s output
(GDP), and budget deficits have averaged 0.6
percent of GDP. Public debt is equivalent to 132.9
percent of GDP.
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The combined value of exports and imports is equal
to 80.7 percent of GDP. The average applied tariff
rate is 14.2 percent. As of June 30, 2018, according
to the WTO, Barbados had 128 nontariff measures
in force. The investment climate has improved, but
much investment activity is subject to government
approval. The banking sector provides a wide range
of services for investors, although securities markets
are relatively illiquid.
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g BELARUS

B elarus’s economic freedom score is 57.9, making its economy the
104th freest in the 2019 /ndex. Its overall score has decreased by 0.2
point, with higher scores for fiscal health and monetary freedom unable
to offset declines including for government spending and judicial
ECONOMIC FREEDOM STATUS: effectiveness. Belarus is ranked 42nd among 44 countries in the Europe
MOSTLY UNFREE region, and its overall score is below the regional and world averages.

WORLD RANK: REGIONAL RANK:

Economic growth has been fueled by domestic demand and investment.
The recovery of the Russian economy helped to increase exports of man-
ufactured goods. Higher global prices for key exports such as petroleum
products and potash fertilizer have helped Belarus service its external
debt. The government has had some success with deregulation, but
broad-scale liberalization has not been a priority. Instead, pervasive state
involvement in and control of the economy still severely hamper growth
and development, and the small private sector remains marginalized.
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BACKGROUND: Belarus is a former Soviet republic. President Alexander Lukashenko, in power since 1994,
controls all branches of government. Belarus has one of Europe’s worst human rights records. Opposition
groups united in a coalition for the 2016 parliamentary elections, which international observers viewed as
rigged, but failed to make meaningful gains. Lukashenko faced no serious competition in the 2015 pres-
idential election, which was likewise neither free nor fair, and may seek another term in 2020. Industries
and state-controlled agriculture are not competitive. Moscow maintains huge influence in the government
and the economy, which rebounded in 2017 as the Russian economy slowly recovered. Belarus joined the
Russia-backed Eurasian Economic Union in 2015.
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Soviet-era property laws remain in effect, but
improvements have made property registration and
transfer easier. Constitutionally vested powers give
the president control of the government, the courts,
and the legislature by assigning greater legal force to
presidential decrees than to ordinary legislation. The
state controls 70 percent of the economy, feeding
widespread corruption, and the lack of transparency
and government accountability encourages graft.
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Simplified registration formalities and abolition of
the minimum capital requirement have facilitated
business formation. Procedural requirements for
necessary permits have also been reduced. An
efficient labor market is not fully developed. The
government continues to subsidize its inefficient
state-owned enterprises and controls fuel prices by
charging one group of consumers higher prices to
subsidize costs for others.
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The personal income tax rate is 13 percent. The top
corporate tax rate remains 18 percent. Other taxes
include excise and value-added taxes. The overall
tax burden equals 23.8 percent of total domestic
income. Over the past three years, government
spending has amounted to 44.2 percent of the
country’s output (GDP), and budget deficits have
averaged 2.4 percent of GDP. Public debt is equiva-
lent to 51.0 percent of GDP.
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The combined value of exports and imports is equal
to 133.6 percent of GDP. The average applied tariff
rate is 1.8 percent. Extensive state ownership and
government control severely limit investment and
financial activity. Many industries are primarily or
exclusively state-run to the detriment of private
investment and enterprises. About 85 percent of
adult Belarusians have access to an account with a
formal banking institution.
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BELGIUM

B elgium’s economic freedom score is 67.3, making its economy the
48th freest in the 2019 /ndex. Its overall score has decreased by 0.2

WORLD RANK: | REGIONAL RANK: point, precipitated by sharp drops in judicial effectiveness and mone-
48 25 tary freedom that are not totally offset by improvements in fiscal health,
tax burden, and government spending. Belgium is ranked 25th among

44 countries in the Europe region, and its overall score is below the

ECONOMIC FREEDOM STATUS: -
regional average but well above the world average.

MODERATELY FREE
Generally friendly to free-market competition, Belgium’s well-diversified
economy, based on transport, services, manufacturing, and high technol-
ogy, has long benefited from openness to global trade and investment.
The government has passed measures to implement its reformist agenda
to increase competitiveness, reduce the tax burden, and improve public
finances, along with changes in labor market rules and welfare benefits.
These changes have generally made Belgian wages more competitive
regionally but risk worsening tensions with trade unions and triggering
extended strikes.
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BACKGROUND: Belgium is a federal state with three culturally different regions: Flanders, Wallonia, and
the capital city of Brussels, which hosts the headquarters of NATO and the European Union. The cen-
ter-right New Flemish Alliance formed a coalition government in 2014, and Charles Michel of the liberal
francophone Reformist Movement Party became the country’s youngest prime minister since 1845. Neigh-
boring countries have a strong political and economic impact on Belgium. The services sector accounts
for a large portion of GDP in the export-driven economy. Belgium boasts a dense network of rails and
roadways and Europe’s second-busiest port, Antwerp. The vital tourism industry recovered well in 2017
after high-profile terrorist attacks, but terrorism remains a significant security challenge.
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Property rights are well protected by law, but
enforcement actions to protect intellectual property
rights can be protracted. Laws are well codified, and
the independent judicial system functions profes-
sionally, albeit under a growing backlog of cases.
Corruption is relatively rare in Belgium, although
the government’s Central Service for Combatting
Corruption is insufficiently staffed. The government
prohibits and punishes bribery.
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The overall regulatory environment is efficient and
transparent. The cost of establishing a company

is relatively modest, and starting a business is a
relatively quick process. Employment regulations
have gradually become less burdensome, but the
nonsalary cost of hiring a worker remains high. Bel-
gium’s Energy Minister plans to grant subsidies to all
electricity producers as a part of efforts to increase
non-nuclear thermal power production.
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The top income tax rate is 50 percent, and the top
corporate tax rate is 29 percent. Other taxes include
value-added and estate taxes. The overall tax bur-
den equals 44.2 percent of total domestic income.
Over the past three years, government spending has
amounted to 53.2 percent of the country’s output
(GDP), and budget deficits have averaged 2.0
percent of GDP. Public debt is equivalent to 103.2
percent of GDP.

OPEN MARKETS

(-0.9) (No change) (No change)

100 —

80 —
70 —
60 —

50 —

Trade Investment Financial
Freedom Freedom Freedom

The combined value of exports and imports is equal
to 169.4 percent of GDP. The average applied tariff
rate is 2.0 percent. Belgium implements a number

of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and quotas. The banking sector has recovered its
resilience over the past years, and the number of
nonperforming loans remains low.
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BELIZE

B elize’s economic freedom score is 55.4, making its economy the
123rd freest in the 2019 /ndex. Its overall score has decreased by 1.7
points, with sharp declines in fiscal health, government integrity, and
judicial effectiveness overwhelming an improvement in labor freedom.
WORLD RANK: | REGIONAL RANK: Belize is ranked 24th among 32 countries in the Americas region, and its
overall score is below the regional and world averages.

Belize’s record of economic reform is uneven, and more dynamic growth
ECONOMIC FREEDOM STATUS: is constrained by lingering policy and institutional weaknesses in many
MOSTLY UNFREE parts of the economy. Entrepreneurial activity remains limited, and eco-
nomic growth rates have been lackluster in recent years. Burdensome

tariff and nontariff barriers and the high cost of domestic financing
hinder private-sector development and economic diversification. The
inefficient regulatory infrastructure raises costs for private businesses.
The judicial system remains vulnerable to political interference, and
corruption is common.
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BACKGROUND: The former colony of British Honduras gained independence in 1981 as a parliamentary
democracy. The economy relies primarily on tourism and exports of marine products, citrus, sugar, and
bananas. Belize’s vulnerability to fluctuating agricultural commodity prices complicates policymaking.
Actions to tighten controls against money laundering and the financing of terrorism have heightened scru-
tiny of international financial transactions in Belize. As Prime Minister Dean Barrow of the United Democratic
Party seeks to anoint a successor in 2020, his party’s losses in 2018 municipal elections will likely slow the
process of economic reform. Foreign reserves remain under pressure as the government continues to make
U.S. dollar payments to settle a dispute arising from the 2009 nationalization of Belize Telemedia.
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RULE OF LAW
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Rights Effectiveness Integrity

Unreliable land title certificates result in numerous
property disputes involving foreign investors and
landowners. The judiciary, although independent,
is often influenced by the executive. Recent case
management reforms should reduce backlogs,
time delays, and costs. Belize is the only country
in Central America that is not a party to the U.N.
Convention Against Corruption.
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Entrepreneurial activity often faces such challenges
as poor enforcement of the commercial code and
lack of transparency. The nonsalary cost of employ-
ing a worker is relatively low, and terminating labor
contracts is not cumbersome, but a formal labor
market has not been fully developed. The govern-
ment maintains price controls on basic foods like
rice, sugar, bread, and flour as well as on butane gas
and all utilities.
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Tax Government Fiscal
Burden Spending Health

The top income and corporate tax rates are 25
percent; petroleum profits are taxed at a rate of 40
percent. Other taxes include a goods and services
tax and a stamp duty. The overall tax burden equals
27.6 percent of total domestic income. Over the past
three years, government spending has amounted

to 33.7 percent of the country’s output (GDP), and
budget deficits have averaged 5.1 percent of GDP.
Public debt is equivalent to 99.0 percent of GDP.
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The combined value of exports and imports is equal
to 112.8 percent of GDP. The average applied tariff
rate is 10.5 percent. As of June 30, 2018, according
to the WTO, Belize had two nontariff measures in
force. Bureaucratic barriers may discourage foreign
investment. The state influences credit allocation
through quasi-government banks. About 52 percent
of adult Belizeans have an account with a formal
banking institution.
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BENIN

B enin’s economic freedom score is 55.3, making its economy the
' 127th freest in the 2019 /ndex. Its overall score has decreased by 1.4
points, with improvements in trade freedom and labor freedom over-
whelmed by a plunge in fiscal health and lower scores for investment
freedom, government integrity, and government spending. Benin is
WORLD RANK: | REGIONAL RANK: ranked 21st among 47 countries in the Sub-Saharan Africa region, and its
127 21 overall score is above the regional average but below the world average.

The government’s structural reforms are aimed at reducing corruption
and bureaucratic inefficiency and improving governance by pushing for
legislative changes to strengthen political checks and balances. The pro-
gram is also intended to reduce administrative expenses and strengthen
Benin’s public finances and debt management. Higher public spending
has funded infrastructure upgrades, which should produce higher GDP
growth. Overall, entrepreneurs in Benin benefit from a relatively stable
political and macroeconomic environment.

ECONOMIC FREEDOM STATUS:

MOSTLY UNFREE
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BACKGROUND: One of Africa’s largest cotton producers, the former French colony of Benin nevertheless
remains underdeveloped and dependent on subsistence agriculture and regional trade. Wealthy business-
man and political novice Patrice Talon was elected to a five-year presidential term in 2016 on a clean-gov-
ernment platform. His predecessor, Thomas Boni Yayi, was constitutionally limited to two terms. In April 2017,
Talon tried unsuccessfully to change the limit to one six-year term. Government efforts to increase power
generation capacity to help two-thirds of the population gain access to electricity should stimulate economic
growth. Ongoing expansion of the privately managed port of Cotonou, which accounts for approximately 60
percent of GDP, will further encourage growth by increasing port services to Nigeria, Niger, and Burkina Faso.
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Property rights are recognized and enforced. Prop-
erty registration procedures were streamlined in
2018. The judiciary remains inefficient, underfunded,
and susceptible to corruption, but the government
has proposed reforms to increase transparency and
accountability and to strengthen the independence
of the courts. A Court of Accounts is to be estab-
lished to review public finances in the wake of a
major embezzlement scandal.
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The overall entrepreneurial environment remains bur-
densome. Obtaining necessary business licenses is
time-consuming and costly. Outmoded employment
regulations hinder overall job creation. The gov-
ernment has stopped subsidizing the cotton sector,
citing a lack of transparency, but Benin continues

to benefit from smuggled and heavily subsidized
gasoline and rice from neighboring Nigeria.
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The top income tax rate is 45 percent, and the top
corporate tax rate is 30 percent (45 percent for

oil companies). Other taxes include a value-added
tax. The overall tax burden equals 11.9 percent of
total domestic income. Over the past three years,
government spending has amounted to 23.5 percent
of the country’s output (GDP), and budget deficits
have averaged 6.4 percent of GDP. Public debt is
equivalent to 54.6 percent of GDP.
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The combined value of exports and imports is equal
to 79.4 percent of GDP. The average applied tariff
rate is 11.6 percent. As of June 30, 2018, according to
the WTO, Benin had one nontariff measure in force.
Bureaucratic barriers hinder investment. Despite the
development of microfinance institutions, overall
access to credit remains low. About 41 percent of
adult Beninese have access to an account with a
formal banking institution.
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BHUTAN

WORLD RANK: REGIONAL RANK:

74 16 hutan’s economic freedom score is 62.9, making its economy the
74th freest in the 2019 /ndex. Its overall score has increased by 1.1
ECONOMIC FREEDOM STATUS: ; ; : g :
points, with higher scores for judicial effectiveness, trade freedom, and
MODERATELY FREE labor freedom offsetting declines in business freedom and fiscal health.

Bhutan is ranked 16th among 43 countries in the Asia-Pacific region, and
its overall score is above the regional and world averages.

The public sector has long been the main source of economic growth,
but the government now recognizes that private-sector growth is crucial.
Bhutan has made progress in modernizing its economic structure and
reducing poverty. Economic diversification is now a higher priority,
particularly with demographic shifts bringing more young people into
the labor market. The government has acted to ensure greater security
for property rights. Constraints on private-sector development include
an inefficient regulatory framework, significant nontariff barriers to trade,
and a rudimentary investment code.
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BACKGROUND: The small Himalayan kingdom of Bhutan transitioned from absolute monarchy to constitu-
tional parliamentary democracy in 2008. Former Prime Minister Tshering Tobgay’s People’s Democratic Party,
which won a majority in the National Assembly in 2013, lost unexpectedly to Lotay Tshering’s Bhutan United
Party in October 2018 elections. Bhutan has one of the world’s smallest and least-developed economies.

Until a few decades ago, the landlocked country was agrarian with few roads, little electricity, and no modern
hospitals. Recent interregional economic cooperation, particularly involving trade with Bangladesh and India,
is helping to encourage economic growth. Connections to global markets are limited and dominated by
exports of hydropower to India, but those exports could increase if chronic construction delays are resolved.
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The government has improved contract enforcement
by creating a special court to resolve commercial
disputes as part of its efforts to move decisively
toward judicial-based rule of law. Judicial indepen-
dence is now largely respected. The law provides
criminal penalties for corruption by officials, and

the government generally implements such laws
effectively, although there are isolated reports of
government corruption.
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A modern regulatory framework has not been fully
developed. Despite recent efforts, the business
climate remains hampered by inconsistent enforce-
ment of regulations and a lack of transparency. The
labor supply-and-demand imbalance persists. The
state maintains significant financial and commercial
controls, and Bhutan is the largest recipient of Indian
foreign aid, especially through cofinancing of numer-
ous hydropower projects.
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Tax Government Fiscal
Burden Spending Health

The top income tax rate is 25 percent, and the
corporate tax rate is 30 percent. Other taxes include
property and excise taxes. The overall tax burden
equals 13.4 percent of total domestic income. Over
the past three years, government spending has
amounted to 30.7 percent of the country’s output
(GDP), and budget deficits have averaged 1.2
percent of GDP. Public debt is equivalent to 102.4
percent of GDP.
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The combined value of exports and imports is equal
to 74.0 percent of GDP. The average applied tariff
rate is 2.8 percent. Investment in some sectors is
restricted. Bhutan needs a more efficient banking
sector to channel long-term capital to facilitate
private-sector development. An underdeveloped
regulatory framework limits access to capital. About
38 percent of adult Bhutanese have access to an
account with a formal banking institution.
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BOLIVIA

B olivia’s economic freedom score is 42.3, making its economy the
173rd freest in the 2019 /ndex. Its overall score has decreased by 1.8
points, with a steep drop in fiscal health as well as lower scores for tax
burden, government integrity, and trade freedom swamping modest
improvements in investment freedom and government spending.
Bolivia is ranked 30th among 32 countries in the Americas region, and
its overall score is below the regional and world averages.

WORLD RANK: REGIONAL RANK:

Bolivia’s overall economic development remains severely hampered by
structural and institutional problems. Heavily dependent on the hydro-
carbon sector, the economy lacks dynamism. Other problems include
poor economic infrastructure, a weak regulatory framework, lack of
access to market financing, a nontransparent investment regime, perva-
sive corruption, and weak rule of law. The state’s presence in economic
activity is gradually increasing through nationalization, and the judiciary
is becoming more vulnerable to political interference.
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BACKGROUND: Resource-rich Bolivia has had strong economic growth, buoyed by exports of natural gas
to Brazil and Argentina, but also faces deeply rooted poverty, social unrest, and illegal drug activity. Leftist
President Evo Morales’s third consecutive five-year term began in 2015. His Movement Toward Socialism
controls all political institutions and suppresses dissent. In a 2016 referendum, voters rejected his proposal
to run for a fourth term in the October 2019 election. In 2018, however, ignoring opponents’ reminders

that “Bolivia Said No,” Morales unilaterally eliminated constitutional term limits and announced plans to run
for reelection and remain in office indefinitely. Although the economic outlook has brightened, nearly 40
percent of Bolivians remain below the poverty line.

12 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | BOLIVIA

RULE OF LAW
(+1.5) (+0.9) (-3.4)
100 —
80 —
70 —
60 —
so8 T T TT7
o
Property Judicial Government
Rights Effectiveness Integrity

The lack of an adequate land title verification system
and an unreliable dispute resolution process create
risk and uncertainty in real property acquisition.

The ruling MAS party tightly controls all institutions
including the judiciary, which removed term limits
for public officials in 2018. Moreover, the judicial sys-
tem remains highly discredited because of ongoing
scandals, corruption and influence peddling, and
little effectiveness in reducing impunity.
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The entrepreneurial environment is burdened with
red tape and inconsistent enforcement of commer-
cial regulations. Employment regulations are rigid
and not conducive to productivity growth. There
are government-established minimum wages for the
public and private sectors. The government controls
the prices of such products as sugar, maize, and
bread, and the cost of state subsidies for gasoline,
oil, and other fuels is nearly 8 percent of GDP.

GOVERNMENT SIZE

(-3.3) (+2.8) (-29.2)

100 —

80 —

70 —

60 —

50 —

Tax Government Fiscal
Burden Spending Health

The top income tax rate is 13 percent, and the
corporate tax rate is 25 percent. Other taxes include
value-added and transactions taxes. The overall tax
burden equals 31.1 percent of total domestic income.
Over the past three years, government spending
has amounted to 411 percent of the country’s
output (GDP), and budget deficits have averaged
7.0 percent of GDP. Public debt is equivalent to 50.9
percent of GDP.
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The combined value of exports and imports is equal
to 56.7 percent of GDP. The average applied tariff
rate is 4.8 percent. As of June 30, 2018, according
to the WTO, Bolivia had three nontariff measures in
force. The government prioritizes domestic invest-
ment over foreign investment. The financial sector is
vulnerable to state interference. About 60 percent
of adult Bolivians have access to an account with a
formal banking institution.
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BOSNIA AND
HERZEGOVINA

B osnhia and Herzegovina’s economic freedom score is 61.9, making
its economy the 83rd freest in the 2019 /ndex. Its overall score
has increased by 0.5 point, with improvements in labor freedom and

WORLD RANK: | REGIONAL RANK: government spending outpacing declines in scores for judicial effec-
83 37 tiveness and trade freedom. Bosnia and Herzegovina is ranked 37th
among 44 countries in the Europe region, and its overall score is below

the regional average but slightly above the world average.
ECONOMIC FREEDOM STATUS:

MODERATELY FREE Bosnia and Herzegovina’s economy has been driven by postwar recon-
struction. Trade is an engine of growth, but the overall entrepreneurial
environment remains one of the region’s most burdensome, hindering
the emergence of a dynamic private sector. The highly decentralized
government hampers policy coordination and reform, while excessive
bureaucracy, weak rule of law, and market segmentation discourage
foreign investment. Public perceptions of government corruption and
misuse of taxpayer money motivate many to remain in the large infor-
mal economy.
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BACKGROUND: The 1995 Dayton Agreement finalized Bosnia and Herzegovina’s independence. Two sepa-

rate entities exist under a loose central government: the Republika Srpska (Serbian) and Federation of Bos-

nia and Herzegovina (Muslim/Croat). Bosnian Serb nationalist leader Milorad Dodik and Sefik Dzaferovic of
the large Muslim Bosniak party won the Serb and Bosniak seats in Bosnia’s triumvirate presidency in Octo-
ber 2018 elections. The slow pace of reform has delayed accession to the European Union. The economy
relies heavily on exports of metals, energy, textiles, and furniture as well as on remittances, foreign aid, and
Chinese infrastructure investment, particularly in the energy sector. Tourism has been rising, but a large
uptick in migrant arrivals caused by shifting smuggling routes in the Balkans has strained resources.
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Property registries are largely unreliable, making
land transactions vulnerable to dispute and creating
a major barrier to the development of real prop-
erty and mortgage markets. The judiciary remains
susceptible to political influence and burdened by a
large case backlog. Inefficiency, incompetence, and
corruption are pervasive.
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Regulatory inefficiency still impairs the business
environment and limits the private investment
needed for faster economic growth. Obtaining busi-
ness licenses and launching a business remain sub-
ject to bureaucratic delays. The newly adopted labor
code is intended to enhance labor market flexibility.
The government subsidizes energy and maintains a
regime of poorly targeted agricultural subsidies.
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The top income and corporate tax rate is 10 percent,
but various governing entities have different tax
policies. The overall tax burden equals 37.0 percent
of total domestic income. Over the past three years,
government spending has amounted to 42.4 percent
of the country’s output (GDP), and budget surpluses
have averaged 0.7 percent of GDP. Public debt is
equivalent to 41.0 percent of GDP.
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The combined value of exports and imports is equal
to 86.9 percent of GDP. The average applied tariff
rate is 1.2 percent. The government’s official policy

is to treat foreign and domestic investors equally
under the law. Foreign-owned banks account for
over 80 percent of banking assets. About 63 percent
of adult Bosnians and Herzegovinians have an
account with a formal banking institution.
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~ BOTSWANA

36 3 B otswana’s economic freedom score is 69.5, making its economy

the 36th freest in the 2019 /ndex. Its overall score has decreased by
0.4 point, with declines in judicial effectiveness, government integrity,
and fiscal health exceeding improvements in the scores for tax burden,
labor freedom, and government spending. Botswana is ranked 3rd
among 47 countries in the Sub-Saharan Africa region, and its overall
score is above the regional and world averages.

ECONOMIC FREEDOM STATUS:

MODERATELY FREE

Through fiscal discipline and sound management, Botswana has trans-
formed itself from one of the world’s poorest countries to a middle-in-
come country. Economic policy is guided by the government’s efforts
to diversify the economy away from dependence on the volatile mining
sector and toward agriculture, services, and manufacturing. The regula-
tory environment encourages growth, and openness to foreign invest-
ment and trade promotes competitiveness and resilience. The indepen-
dent judiciary provides strong protection of property rights.
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BOTSWANA: Sparsely populated Botswana has a land area larger than Spain and is dominated by the vast
Kalahari Desert. The Botswana Democratic Party (BDP) has governed this multiparty democracy since
independence from the United Kingdom in 1966. President Mokgweetsi Masisi took power in April 2018
after former President lan Khama finished his second and final five-year term. In 2014, the BDP received
less than 50 percent of the vote for the first time as opposition groups gained significant support from
young and urban middle-class voters. Botswana has abundant diamond and other natural resources, a
market-oriented economy, and one of Africa’s highest sovereign credit ratings, and ecotourism in its exten-
sive nature preserves is helping to diversify the economy.
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Increases in Botswana'’s property rights and intellec-
tual property rights scores caused its overall score

in the Property Rights Alliance’s 2017 International
Property Rights Index to improve as well. Courts
enforce commercial contracts. Botswana remains
rated the African continent’s least corrupt country,
but there are almost no restrictions on the private
business activities of public servants, and an increase
in tender-related corruption has been reported.
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The regulatory environment protects the overall
freedom to establish and run a business relatively
well. A one-stop shop for entrepreneurs is in place,
and the process for business closings has become
easy and straightforward. Employment regulations
are relatively flexible. Maize, diesel, and petroleum
are subject to price controls, and the govern-
ment continues other subsidies through state-
owned enterprises.
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The top personal income tax rate is 25 percent, and
the top corporate tax rate is 22 percent. Other taxes
include property, inheritance, and value-added
taxes. The overall tax burden equals 24.9 percent

of total domestic income. Over the past three years,
government spending has amounted to 33.7 percent
of the country’s output (GDP), and budget deficits
have averaged 1.8 percent of GDP. Public debt is
equivalent to 15.6 percent of GDP.
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The combined value of exports and imports is equal
to 97.1 percent of GDP. The average applied tariff
rate is 0.6 percent. As of June 30, 2018, according
to the WTO, Botswana had 21 nontariff measures

in force. Foreign investment in some sectors is
restricted. Generally adhering to global standards in
the transparency of banking supervision, the finan-
cial sector provides considerable access to credit
and has expanded.
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BRAZIL

B razil’'s economic freedom score is 51.9, making its economy the
150th freest in the 2019 /ndex. Its overall score has increased by 0.5
point, with improvements in labor freedom and government spending
outpacing declines in judicial effectiveness and government integrity.
Brazil is ranked 27th among 32 countries in the Americas region, and its
overall score is below the regional and world averages.

Brazil’s bloated and overly centralized federal government has been
crushing economic freedom for decades. The new administration is
likely to reduce barriers to foreign investment; prioritize efforts to
revitalize Mercosur (the customs union of Argentina, Brazil, Paraguay,
and Uruguay); be open to the more free-market Pacific Alliance (Mexico,
ECONOMIC FREEDOMISTATUS: Chile, Colombia, and Peru); and continue the sound, market-oriented
MOSTLY UNFREE policies of its predecessor. Pension reforms are likely to pass in 2019 to
slow the growth of government spending, maintain debt sustainability,
and reduce inflationary pressures. Lower interest rates and inflation will
aid recovery.
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BACKGROUND: Brazil, the world’s fifth-largest country, has a mostly coastal population of more than 200
million and is dominated by the Amazon River and the world’s largest rain forest. Public corruption has
led to political chaos. In 2018, former President Luiz Inacio “Lula” da Silva of the socialist Workers’ Party
went to prison on corruption charges. His successor, Dilma Rousseff, was removed from office in 2016 for
budgetary misconduct, and her successor, market-oriented centrist Michel Temer, was likewise tainted by
corruption. New President Jair Bolsonaro scored an upset victory in October 2018, with a large majority
of voters hoping he will restore law and order, stabilize the economy, and put Brazil on a path to eco-
nomic freedom.

18 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | BRAZIL

RULE OF LAW

(+1.5) (-3.8) =53)

100 —

80 —

Property Judicial Government
Rights Effectiveness Integrity

Mortgage registration is uneven, and there is no
standardized contract. Although largely indepen-
dent, the judiciary is overburdened, inefficient, and
often subject to intimidation and other external
influences, especially in rural areas. Corruption
scandals have undermined trust in both public

and private institutions and contributed to Brazil’s
17-point decline in Transparency International’s 2017
Corruption Perceptions Index.
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Bureaucratic hurdles abound, and it is costly and
time-consuming to launch or expand a business.
Rigid and outmoded labor regulations undermine
employment growth, and the nonsalary cost of
employing a worker is burdensome. To reduce its
heavy debt, the government tried to cut subsidies
by removing price controls on products of the state-
run Petrobras oil company, but violent nationwide
protests in 2018 forced a policy reversal.
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The personal income tax rate is 27.5 percent. The
standard corporate rate is 15 percent, but other taxes,
including a financial transactions tax, make the effec-
tive rate 34 percent. The overall tax burden equals
32.2 percent of total domestic income. Over the past
three years, government spending has amounted to
38.6 percent of the country’s output (GDP), and bud-
get deficits have averaged 9.1 percent of GDP. Public
debt is equivalent to 84.0 percent of GDP.
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The combined value of exports and imports is equal
to 24.1 percent of GDP. The average applied tariff
rate is 8.0 percent. As of June 30, 2018, according
to the WTO, Brazil had 634 nontariff measures in
force. Investment faces bureaucratic and regula-
tory hurdles. The financial sector is diversified and
competitive, but government involvement remains
considerable, and public banks account for over 50
percent of loans to the private sector.
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BRUNEI

woggw: REGI(i\IXANK: DARUSSA LAM

ECONOMIC FREEDOM STATUS:

MODERATELY FREE

B runei Darussalam’s economic freedom score is 65.1, making its econ-
omy the 63rd freest in the 2019 /ndex. Its overall score has increased
by 0.9 point, with significantly higher scores on property rights and

tax burden exceeding declines in trade freedom, government integrity,
and judicial effectiveness. Brunei Darussalam is ranked 14th among 43
countries in the Asia-Pacific region, and its overall score is above the
regional and world averages.

Large budget deficits continue, exacerbated by relatively low oil and gas
prices that reduce government revenue. The government hopes that a
well-educated, largely English-speaking population, excellent infrastruc-
ture, and political stability will attract foreign investment to diversify the
economy to other industries such as information technology, tourism,
and halal manufacturing that are permitted by Islamic law. Brunei
benefits from moderately well-maintained monetary stability (its dollar
is pegged to the Singapore dollar at parity) and a relatively high degree
of market openness.
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BACKGROUND: Brunei, two enclaves surrounded by the Malaysian state of Sarawak, lies on the northern
coast of Borneo. The sultan serves as his own prime minister, minister of defense, foreign minister, and
minister of finance. He is advised by several councils, including a Legislative Council and Privy Council,
which he appoints. Oil and gas account for over half of GDP, 90 percent of government revenue, and 90
percent of exports but generate few jobs. Most of the population works directly for the government. The
economy has slowed substantially because of lower global oil prices and is further hampered by OPEC
production caps. Brunei has extremely low manufacturing capacity and imports most of its manufactured
goods and food.

120 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | BRUNEI DARUSSALAM

RULE OF LAW
(+7.4) (-1.1) -1.7)
100 —
80 —
70 —
60 —
so8& [0
0
Property Judicial Government
Rights Effectiveness Integrity

Protection of private property is weak, although
property registration and contract enforcement
have improved. Only Brunei citizens may purchase
land; foreign firms must have a local partner. The
constitution does not provide for an independent
judiciary. Brunei is one of the world’s last remaining
autocracies, and the sultan wields nearly absolute
power. In March 2018, the government took another
step to implement a Sharia penal code.
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Registration requirements for starting a business
have been simplified, and a one-stop shop now facil-
itates the overall operation of small and medium-size
enterprises. The labor market is relatively flexible.
The government still heavily subsidizes many basic
goods and services such as fuel, power, food, health
care, and education.
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Brunei has no personal income tax. The top corpo-
rate tax rate is 18.5 percent for most companies and
55 percent for oil and gas companies. The overall
tax burden equals 24.2 percent of total domestic
income. Over the past three years, government
spending has amounted to 36.6 percent of the
country’s output (GDP), and budget deficits have
averaged 16.1 percent of GDP. Public debt is equiva-
lent to 2.7 percent of GDP.
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The combined value of exports and imports is equal
to 85.2 percent of GDP. The average applied tariff
rate is 0.5 percent. As of June 30, 2018, according to
the WTO, Brunei Darussalam had one nontariff mea-
sure in force. State-owned enterprises distort the
economy, and foreign ownership of land is restricted.
The small financial sector remains dominated by
banks. Islamic financial services have grown consid-
erably in recent years.
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BULGARIA

B ulgaria’s economic freedom score is 69.0, making its economy the
37th freest in the 2019 /ndex. Its overall score has increased by
0.7 point, with improvements in monetary freedom and fiscal health

WORLD RANK: | REGIONAL RANK: exceeding declines in scores for government integrity and business
37 19 freedom. Bulgaria is ranked 19th among 44 countries in the Europe
region, and its overall score is above the regional and world averages.
ECONOMIC FREEDOM STATUS: The institutional and structural reform process, although somewhat
MODERATELY FREE hindered by political conflicts, is gradually being implemented to

complete the transition from a centralized, planned economy to a more
liberal, market-driven one. Reforms include privatization of state-owned
enterprises, adoption of a favorable investment regime, liberalization of
trade, and strengthening of the tax system. Public debt has been well
managed. However, corruption in public administration, a weak judiciary,
low productivity, and organized crime continue to hamper Bulgaria’s
investment climate and economic prospects.
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BACKGROUND: Communist domination of the former People’s Republic of Bulgaria ended in 1990. The
country joined NATO in 2004 and the European Union in 2007. Boyko Borissov of the center-right GERB
party was elected prime minister for the third time in 2017. His coalition was supported by three nationalist
parties in the United Patriots coalition. Rumen Radev, a pro-Russian, independent candidate and former
air force commander, won the largely ceremonial presidency in 2016. Tourism, information technology and
telecommunications, agriculture, pharmaceuticals, and textiles are leading industries. Bulgaria has been
trying—so far unsuccessfully—to join the eurozone and Schengen Area. Heavily dependent on Russian gas,
Bulgaria is seeking a link to the Turkish Stream pipeline, which is currently under construction.

122 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | BULGARIA

RULE OF LAW
(-1.1) (-0.6) (=3.1)
100 —
80 —
70 —
60 —
so8& [0
0
Property Judicial Government
Rights Effectiveness Integrity

Property rights are not well protected. The judiciary
in Bulgaria’s “flawed democracy” has benefited

from legal and institutional reforms associated with
EU accession, but practical gains in efficiency and
accountability have been lacking. The court system
remains the least trusted government institution.
The government has struggled to combat corruption,
which is fueled by human and narcotics trafficking
and contraband smuggling.
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Launching a business has become less time-con-
suming, and licensing requirements have been eased,
although the pace of change has lagged behind that
of some other countries. Relatively flexible labor
regulations enhance employment growth, but there
is room for further reform. State-owned enterprises,
such as airports, are being privatized, and govern-
ment subsidies to the largely state-owned, loss-mak-
ing energy sector are gradually being reduced.
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The individual income and corporate tax rates are a
flat 10 percent. Other taxes include value-added and
estate taxes. The overall tax burden equals 28 per-
cent of total domestic income. Over the past three
years, government spending has amounted to 34.7
percent of the country’s output (GDP), and budget
deficits have averaged 0.1 percent of GDP. Public
debt is equivalent to 23.9 percent of GDP.
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The combined value of exports and imports is equal
to 131.1 percent of GDP. The average applied tariff
rate is 2.0 percent. As of June 30, 2018, according

to the WTO, Bulgaria had 116 nontariff measures in
force. Generally, foreign and domestic investors are
treated equally under the law. About 75 percent

of adult Bulgarians have an account with a formal
banking institution. The level of nonperforming loans
remains relatively high.
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BURKINA FASO

B urkina Faso’s economic freedom score is 59.4, making its economy
the 96th freest in the 2019 /ndex. Its overall score has decreased by
0.6 point, with a sharp drop in fiscal health and lower scores for govern-
ment spending and judicial effectiveness overwhelming improvements

WORLD RANK: | REGIONAL RANK: in property rights and government integrity. Burkina Faso is ranked
96 9 9th among 47 countries in the Sub-Saharan Africa region, and its overall
score is above the regional average but below the world average.
ECONOMIC FREEDOM STATUS: Improved political stability, increased public investment, and better
MOSTLY UNFREE macroeconomic management, coupled with robust cotton and gold

exports, have enabled Burkina Faso to achieve annual growth exceeding
5 percent for the past seven years, although most citizens have yet to
benefit significantly from it. Earlier reforms have led to some reduction
in poverty, but weak rule of law and systemic weaknesses in the pro-
tection of property rights still hinder the emergence of a more vibrant
entrepreneurial environment.
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BACKGROUND: The former French colony of Burkina Faso is one of the world’s poorest countries. When
former President Blaise Compaoré was forced to resign after 27 years in power for trying to change the
constitution’s two-term limit, President Roch Marc Christian Kaboré of the People’s Movement for Progress
was elected to a five-year term in 2015. Burkina Faso has few natural resources and a weak industrial base.
About 90 percent of the population is engaged in subsistence farming, and cotton is the principal cash
crop. Literacy rates are well below the regional average. In addition to frequent attacks by terrorist groups
linked to al-Qaeda, ongoing challenges include political insecurity in neighboring Mali, unreliable energy
supplies, and poor transportation links.
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Protection of private property is weak. Only about
5,000 land titles have been granted since 1960. The
judiciary is weak and unwilling to prosecute senior
officials charged with corruption. Challenges faced
by the new government include poor access to
information, limited enforcement powers of anticor-
ruption institutions, misappropriation of public funds,
and the lack of an effective separation of powers.
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Although progress has been mixed, the implementa-
tion of reforms to streamline regulations has helped
to enhance the overall entrepreneurial environment.
Measures to modernize the labor market and
enhance its flexibility have progressed slowly. The
state subsidizes fuels and electricity; maintains

price supports for cotton, rice, and other staple
goods; and influences other prices through state-
owned enterprises.
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The top individual income tax rate is 27.5 percent,
and the top corporate tax rate is 28 percent. Other
taxes include a value-added tax. The overall tax
burden equals 16.3 percent of total domestic income.
Over the past three years, government spending

has amounted to 25.8 percent of the country’s
output (GDP), and budget deficits have averaged
4.7 percent of GDP. Public debt is equivalent to 38.3
percent of GDP.
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The combined value of exports and imports is equal
to 62.8 percent of GDP. The average applied tariff
rate is 7.4 percent. Nontariff barriers are consider-
able, and foreign investment remains hindered by
bureaucracy. The government has pursued banking
liberalization and restructuring, limiting its direct
participation, but financial firms still lack the capac-
ity to provide a full range of modern services.
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BURMA

B urma’s economic freedom score is 53.6, making its economy the
139th freest in the 2019 /ndex. Its overall score has decreased by 0.3
point, with a significantly lower score for fiscal health overwhelming
modest improvements in property rights and government integrity.
Burma is ranked 35th among 43 countries in the Asia-Pacific region, and
its overall score is below the regional and world averages.

Burma has enjoyed robust economic growth of at least 6 percent during
its long transition to democracy, with reforms aimed at reintegrating
into the global economy and attracting foreign investment in the energy,
garment, information technology, and food and beverage sectors. The
ECONOMIC FREEDOM STATUS: government is accelerating agricultural productivity and land reforms,
MOSTLY UNFREE modernizing the financial sector, and developing transportation and
electricity infrastructure. Nevertheless, Burma remains one of Asia’s
poorest countries. The legacy of past isolationism and economic
mismanagement is poor infrastructure, endemic corruption, underdevel-
oped human resources, and inadequate access to capital.
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BACKGROUND: Burma’s slow transition from military dictatorship continued when National League for
Democracy (NLD) leader Aung San Suu Kyi was released from detention in 2010. She now acts as state
counsellor and leader of the NLD, which won an absolute parliamentary majority in 2015. Although her
confidante Htin Kyaw was elected president, Suu Kyi essentially fills the role. The army remains a major
political force and controls several cabinet portfolios, including defense, border, and home affairs. The
Rohingya human rights and refugee crisis that began in 2017 has stalled political reform and slowed the
pace of economic reform. Wages in Burma remain low compared with wages in low-labor-cost Asian rivals,
and more than 25 percent of the population lives in poverty.
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The government has improved property registration
by reducing the cost of stamp duties. The judiciary
is not independent. Political-appointee judges

adjudicate cases according to governmental decrees.

Burma has a deep-rooted problem with graft, so
anticorruption measures such as the Myanmar Com-
panies Law of 2017 have been prioritized. High-level
corruption has been reduced, but petty corruption
remains common.
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The regulatory system lacks transparency and clarity,
and inconsistent enforcement of regulations injects
uncertainty into business decision-making. The labor
market lacks flexibility, and informal-sector employ-
ment is substantial. Fixed prices for electricity, diesel,
and petrol have resulted in shortages, although the
government has pledged to privatize some heavily
subsidized state-owned enterprises.
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The top individual income tax rate is 20 percent,
and the top corporate tax rate is 30 percent.

Other taxes include commercial and capital gains
taxes. The overall tax burden equals 6.5 percent of
total domestic income. Over the past three years,
government spending has amounted to 22.1 percent
of the country’s output (GDP), and budget deficits
have averaged 3.5 percent of GDP. Public debt is
equivalent to 34.7 percent of GDP.
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The combined value of exports and imports is equal
to 39.1 percent of GDP. The average applied tariff
rate is 4.6 percent. As of June 30, 2018, according to
the WTO, Burma had one nontariff measure in force,
but other barriers to trade persist. Numerous state-
owned enterprises distort the economy, undermin-
ing private investment. About 30 percent of adult
Burmese have access to an account with a formal
banking institution.
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BURUNDI

B urundi’s economic freedom score is 48.9, making its economy the
162nd freest in the 2019 /ndex. Its overall score has decreased by
2.0 points, with a plunge in fiscal health and lower monetary freedom
and investment freedom scores overwhelming higher scores for judicial
@ effectiveness and government spending. Burundi is ranked 39th among
47 countries in the Sub-Saharan Africa region, and its overall score is
well below the regional and world averages.

WORLD RANK: REGIONAL RANK:

As political repression persists and donors withhold funding, Burundi’s
government has no development policy and no resources with which to
counter pervasive poverty. Instead, it uses subsidies and higher pub-
ECONOMIC FREEDOM STATUS: lic-sector salaries to solidify loyalty to the regime. Burundi’s economy,

REPRESSED hampered by extensive state controls and structural problems, lags in
productivity growth and lacks dynamism. The lack of enforcement of
property rights and the weak rule of law have driven many people and
enterprises into the informal sector.
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BACKGROUND: Burundi has had a turbulent history since gaining independence from Belgium in 1962; its
first democratically elected president was assassinated in 1993 after only 100 days in office. Sidestepping
the two-term constitutional limit, President Pierre Nkurunziza was elected to a third term in 2015, sparking
violence that killed hundreds. The government used violence and intimidation to ensure passage of a May
2018 referendum further centralizing presidential power. Western countries have suspended aid because of
the government’s abuses of human rights and poor implementation of policy. Fuel shortages in 2017 due
to a lack of hard currency brought many businesses to a standstill. Subsistence agriculture dominates the
economy, and well over half of the population lives below the poverty line.
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Burundi remains one of the world’s poorest nations
and one of sub-Saharan Africa’s most corrupt. Pri-
vate property is vulnerable to government expropri-
ation and armed banditry, and property registration
is difficult. The judiciary is nominally independent,
but judges are subject to political pressure. Govern-
ment procurement is conducted nontransparently
amid frequent allegations of cronyism. Customs
officials reportedly extort bribes.
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The overall business environment remains severely
constrained by burdensome regulations and
inefficiency. Continuing instability and bureaucratic
corruption impede entrepreneurial activity. In the
absence of a modern labor market, the informal
sector accounts for most employment. Subsidies
and rationing of fuel and electricity persist, and the
state influences other prices through state-owned
enterprises and agriculture-support programs.
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The top individual income and corporate tax rates
are 35 percent. A value-added tax recently replaced
the general sales tax. The overall tax burden equals
12.3 percent of total domestic income. Over the past
three years, government spending has amounted

to 23.6 percent of the country’s output (GDP), and
budget deficits have averaged 6.6 percent of GDP.
Public debt is equivalent to 56.7 percent of GDP.
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The combined value of exports and imports is equal
to 38.2 percent of GDP. The average applied tariff
rate is 5.9 percent. As of June 30, 2018, according to
the WTO, Burundi had three nontariff measures in
force. Openness to foreign investment is below aver-
age. The underdeveloped financial sector provides

a very limited range of services. About 8 percent

of adult Burundians have an account with a formal
banking institution.
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CABO VERDE

C abo Verde’s economic freedom score is 63.1, making its economy
the 73rd freest in the 2019 /ndex. Its overall score has increased

by 3.1 points, with spikes in scores for fiscal health and labor freedom
easily outpacing a decline in judicial effectiveness. Cabo Verde is ranked
4th among 47 countries in the Sub-Saharan Africa region, and its overall
score is above the regional and world averages.

WORLD RANK: | REGIONAL RANK:

73 4 The government aims to expand and modernize infrastructure, improve
eSS the business environment by cutting red tape and implementing other
MODERATELY FREE business-friendly reforms, streamline administrative procedures, increase
labor market flexibility, and strengthen the performance of state-owned
enterprises. Though its economy is vulnerable to external shocks, Cabo
Verde has benefited from reasonably well-maintained monetary stabil-

ity, a relatively high level of market openness that facilitates trade and
investment, a sound and transparent legal framework, and an indepen-
dent judiciary that institutionalizes and supports the rule of law.
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BACKGROUND: Colonized by the Portuguese in the 15th century, Cabo Verde has few natural resources
but managed to become a trading center and is now a stable, multiparty parliamentary democracy. Jorge
Carlos Fonseca of the Movement for Democracy was elected to a second five-year term as president in
2016. The economy relies on services, which account for about 75 percent of GDP. Tourism and emigrants’
remittances are also important. Foreign aid finances the country’s traditionally high trade deficit. The gov-
ernment wants to generate all energy through renewables by 2020. China invests heavily in Cabo Verde,
which has announced its willingness to participate in China’s “One Belt, One Road” initiative.
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Private property is reasonably well protected, and The top personal income tax rate is 35 percent, and
the government is implementing reforms to increase the top corporate tax rate is 24 percent. Other taxes
the reliability and protection of land information. include a value-added tax. The overall tax burden
The judiciary’s constitutional independence is equals 23.7 percent of total domestic income. Over
generally respected, but a shortage in staff creates a the past three years, government spending has
case backlog that causes significant delays. Levels of amounted to 31.0 percent of the country’s output
transparency are relatively high and levels of corrup- (GDP), and budget deficits have averaged 3.6
tion are relatively low in Cabo Verde compared to percent of GDP. Public debt is equivalent to 126.0
those in other African nations. percent of GDP.
REGULATORY EFFICIENCY OPEN MARKETS
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100 — 100 —

80 — 80 —

70 — 70 —

60 — 60 —

50 — 50 —

Business Labor Monetary Trade Investment Financial
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The overall business environment has become more The combined value of exports and imports is equal
efficient. The process for launching a business is to 103.1 percent of GDP. The average applied tariff
more streamlined, and licensing requirements are rate is 10.9 percent. As of June 30, 2018, according
less burdensome. Despite efforts to reform the labor to the WTO, Cabo Verde had four nontariff mea-
market, the unemployment rate remains persistently sures in force. Foreign and domestic investors are
high. The market determines most prices, and sub- generally treated equally under the law. The number
sidies to the state-owned, loss-making airline were of nonperforming loans in the banking system has
reduced in 2016, but the government still subsidizes decreased. Credit is generally allocated on mar-
electricity and water. ket terms.
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CAMBODIA

C ambodia’s economic freedom score is 57.8, making its economy
the 105th freest in the 2019 /ndex. Its overall score has decreased
by 0.9 point, with a steep decline in trade freedom and a lower fis-
cal health score overwhelming improvements in labor freedom and
v judicial effectiveness. Cambodia is ranked 22nd among 43 countries in
the Asia-Pacific region, and its overall score is below the regional and
world averages.

WORLD RANK: REGIONAL RANK:

Through its “One Belt, One Road” program, China’s influence in Cam-
bodia will continue to grow as it finances major infrastructure projects
without making Western-style demands for domestic policy reforms.
ECONOMIC FREEDOM STATUS: The economically crucial garment sector is gradually losing its regional
MOSTLY UNFREE cost-competitiveness and has lost tariff-free access to the European
Union because of the government’s continuing crackdown on the politi-
cal opposition. Weak property rights and pervasive corruption continue
to constrain economic freedom, and institutionalization of a more
independent judiciary remains a key area for reform.
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BACKGROUND: Nominally a democracy, Cambodia has been ruled by former Khmer Rouge member

and now Prime Minister Hun Sen since 1985. Hun Sen’s Cambodian People’s Party (CPP) implemented an
unprecedented crackdown against the opposition Cambodia National Rescue Party (CNRP) in the lead-up
to local elections in 2017 and formalized Cambodia’s status as a one-party state in the 2018 national
elections. CNRP leader Kem Sokha is imprisoned, and the party itself was banned and dissolved by the
Cambodian Supreme Court. Media have been censored, and civil society groups have been repressed. The
economy is still heavily dependent on tourism and the garment industry. More than half of the labor force
is engaged in subsistence farming, and Cambodia remains one of Asia’s poorest countries.
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Property rights are regularly abused for politi-

cally favored private projects, and the land titling
system is corrupt and costly. Powerful politicians,
bureaucrats, and military officers have grabbed an
estimated 12 percent (or more) of Cambodia’s land
through state-sanctioned seizures. The judiciary is
subject to bribery and political pressure and marred
by inefficiency, poor training, and a lack of indepen-
dence. Corruption remains a serious problem.
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Measures to modernize commercial codes and facil-
itate private-sector development have been imple-
mented in recent years. All sectors of the economy
are open to foreign competition and investment.
Labor force participation is high, but many jobs are
informal. The government provides households with
annual energy subsidies costing tens of millions of
dollars in an effort to lower the price of domestic
electricity by 2020.
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The top individual income and corporate tax rates
are 20 percent. Other taxes include excise and
value-added taxes. The overall tax burden equals
15.0 percent of total domestic income. Over the past
three years, government spending has amounted

to 21.7 percent of the country’s output (GDP), and
budget deficits have averaged 2.3 percent of GDP.
Public debt is equivalent to 35.1 percent of GDP.
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The combined value of exports and imports is equal
to 124.9 percent of GDP. The average applied tariff
rate is 9.8 percent. As of June 30, 2018, according
to the WTO, Cambodia had one nontariff measure
in force. New foreign investment may be screened
by the government. Privatization has gradually
improved financial-sector efficiency. Banking has
become more market-oriented, with credit increas-
ingly available to the private sector.
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CAMEROON

C ameroon’s economic freedom score is 52.4, making its economy the
145th freest in the 2019 /ndex. Its overall score has increased by 0.5
point, with higher scores for investment freedom and labor freedom
offsetting a sharp decline in fiscal health. Cameroon is ranked 29th
among 47 countries in the Sub-Saharan Africa region, and its overall
score is below the regional and world averages.

WORLD RANK: | REGIONAL RANK:

A difficult business environment and the existence of a large informal
economy hinder diversification of the formal economy. Other problems
T include an inefficient and top-heavy civil service, poor infrastructure,
MOSTLY UNFREE endemic corruption, and continuing inefficiencies of a large parastatal
system in key sectors. Restrictions on trade through nontariff barriers
raise costs. Weak rule of law fails to stem the corruption that erodes
incentives for long-term economic expansion. More comprehensive and
sustained economic reforms, including increased budget transparency
and privatization of state-owned enterprises, are needed urgently.
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BACKGROUND: Former French and British colonies merged in the 1960s to form Cameroon. President
Paul Biya, now 85 years old, is Africa’s second-longest-ruling head of state. He abolished term limits in
2008 and went on to win seven-year terms of office in 2011 and again in 2018 in elections marred by irregu-
larities. Tensions between the Anglophone minority and the central government erupted into violence with
atrocities reportedly committed by both sides. The Islamist terrorist Boko Haram movement frequently
attacks across Cameroon’s 1,230-mile border with Nigeria. The economy depends on oil for about 40
percent of export earnings. Cameroon is building Central Africa’s only deep-sea port in Kribi, financed
primarily by China’s Export-Import Bank, and is expanding hydropower generation.
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Protection of real and intellectual property rights is
weak, and land disputes are common. The inefficient
judicial system is vulnerable to political interference.
Corruption and cronyism are systemic, and demands
for bribes, from gaining school admission to fixing
traffic infractions, are commonplace. Revenues from
oil and minerals extractions are not openly reported.
Enforcement of anticorruption statutes targets
political opponents.
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Private enterprises still face numerous impediments
related to regulatory inefficiency and nontrans-
parency. Despite some reforms, requirements for
business entry and exit are time-consuming and
costly. The labor market remains inefficient. The
government subsidizes electricity, retail gasoline,
diesel, and liquid natural gas while maintaining price
controls for food and other consumer goods.
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The top individual income tax rate is 35 percent,

and the top corporate tax rate is 33 percent. Other
taxes include value-added and inheritance taxes.
The overall tax burden equals 15.6 percent of

total domestic income. Over the past three years,
government spending has amounted to 20.4 percent
of the country’s output (GDP), and budget deficits
have averaged 5.0 percent of GDP. Public debt is
equivalent to 33.8 percent of GDP.
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The combined value of exports and imports is

equal to 36.9 percent of GDP. The average applied
tariff rate is 15.8 percent. The investment code
includes several general minimum requirements, and
local content, though not yet enshrined in law, is
increasingly a requirement of contracts. The cost of
financing remains high, and access to credit remains
limited in rural areas. There is a wide network of
microfinance institutions.
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CANADA

C anada’s economic freedom score is 77.7, making its economy the
8th freest in the 2019 /ndex. Its overall score has not changed, with
increases in government integrity, labor freedom, and fiscal health
countered by declines in judicial effectiveness, trade freedom, and

WORLD RANK: | REGIONAL RANK: government spending. Canada is ranked 1st among 32 countries in the
8 1 Americas region, and its overall score is well above the regional and
world averages.
ECONOMIC FREEDOM STATUS: The government is emphasizing trade diversification, export promotion,
MOSTLY FREE and support for small businesses and domestic industries affected by

protectionism. It has also maintained an expansionary fiscal policy, and
business investment has grown. Gradual monetary tightening by the
central bank, however, has kept inflation contained. Canada’s economic
competitiveness has been sustained by the solid institutional founda-
tions of an open-market system and a high degree of regulatory effi-
ciency. The independent judiciary provides strong protection of property
rights and upholds the rule of law.
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BACKGROUND: Canada is the world’s second-largest country by land area and has its 10th-largest
economy. Prime Minister Justin Trudeau’s Liberal Party shifted Canadian politics to the left after ending
the Conservative Party’s decade-long rule in 2015. Although the government prioritizes green policies, its
support for the fossil fuel industry is crucial to the economy’s health. Canada closely resembles the U.S. in
its market-oriented economic system, patterns of production, and high living standards. Leading sectors
include automotive and other manufactures, forest products, minerals, and petroleum. About three-quar-
ters of Canada’s exports go to the United States, so the successful 2018 renegotiation of the North Ameri-
can Free Trade Agreement (now called USMCA) was crucial.
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Although 89 percent of Canada’s land area is owned
by the state, the 11 percent that is privately owned
is well protected. Protection of intellectual prop-
erty rights meets world standards. Enforcement of
contracts is very secure, and expropriation is highly
unusual. The independent and transparent judiciary
vigorously prosecutes corruption. Canada has a
reputation for clean government, and the level of
corruption is very low.

REGULATORY EFFICIENCY

(+0.1) (+2.4) (-0.3)

100 —

80 —
70 —
60 —

50 —

Labor
Freedom

Business
Freedom

Monetary
Freedom

The transparent regulatory framework facilitates
commercial activity, allowing business formation and
operation to be efficient and dynamic. Relatively
flexible labor regulations enhance employment
growth. The government has pledged to phase

out extensive fossil fuel subsidies to meet G-20
environmental standards, but heavy state subsidies
to airplane manufacturer Bombardier and other
favored businesses continue.

— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | CANADA

RULE OF LAW

(-0.5) -7.7) (+6.3)

GOVERNMENT SIZE

(+0.1) (-1.0) (+1.9)

100 —

80 —

70 —

60 —

50 —

Tax Government
Burden Spending

Fiscal
Health

The top federal personal income tax rate is 33
percent, and the top corporate tax rate is 15 percent.
Other taxes include value-added and property
taxes. The overall tax burden equals 31.7 percent of
total domestic income. Over the past three years,
government spending has amounted to 40.3 percent
of the country’s output (GDP), and budget deficits
have averaged 0.7 percent of GDP. Public debt is
equivalent to 89.7 percent of GDP.
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The combined value of exports and imports is equal
to 64.1 percent of GDP. The average applied tariff
rate is 1.6 percent. As of June 30, 2018, according

to the WTO, Canada had 435 nontariff measures in
force. Foreign investment in some sectors, including
aviation and telecommunications, is capped by the
government. The banking sector remains sound. A
wide range of nonbank financial companies operate
in a prudent business environment.
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CENTRAL AFRICAN
REPUBLIC

he Central African Republic’s economic freedom score is 49.1, mak-
ing its economy the 161st freest in the 2019 /ndex. Its overall score
has decreased by 0.1 point, with declines in fiscal health, trade freedom,
and business freedom outpacing improvements in labor freedom and
monetary freedom. The Central African Republic is ranked 38th among
WORLD RANK: | REGIONAL RANK: 47 countries in the Sub-Saharan Africa region, and its overall score is
161 38 well below the regional and world averages.

The CAR is one of the world’s least-developed countries, constrained
ECONOMIC FREEDOM STATUS: by a poor transportation system, a largely unskilled work force, and a
REPRESSED legacy of misdirected macroeconomic policies. The CAR scores very
poorly on such regulatory factors as labor market flexibility and taxa-
tion. Progress to achieve a more welcoming business environment has
been marginal. More than half of the population lives in rural areas and
depends on subsistence agriculture. Ongoing concerns include high debt
levels and weakening security conditions in diamond-exporting areas.
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BACKGROUND: A former French colony, the Central African Republic became independent in 1960. After
more than 30 years of mostly incompetent and frequently brutal military regimes, a democracy was estab-
lished in 1993 that ended with a 2003 military coup led by Francois Bozizé, who was later elected presi-
dent. In 2013, mostly Muslim Séléka rebels led by Michel Djotodia overthrew Bozizé. Subsequent sectarian
violence precipitated French military intervention and the deployment of U.N. peacekeepers. Djotodia
stepped down in 2014, and former Prime Minister Faustin-Archange Touadéra was elected president in

2016. Militia violence continues to fuel displacement and hunger. The CAR has abundant timber, gold, and

uranium, and previously-banned exports of diamonds have resumed in some parts of the country.
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Protection of property rights is weak. There have
been numerous reports of armed militias entering
homes without judicial authorization, seizing and
damaging property without due process, and evict-
ing persons from their places of residence both in
Bangui and throughout the countryside. The courts
do not enforce their rulings, and access to lawyers is
difficult and costly. Corruption remains pervasive.
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Establishing a business remains time-consuming,
and other burdensome and opaque regulatory
requirements increase the cost of conducting busi-
ness. The labor market remains severely underdevel-
oped. Growing political instability and government
distortions of the economy through subsidies and
price controls undermine the basic functioning of
state institutions.
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The top personal income tax rate is 50 percent, and
the top corporate tax rate is 30 percent. Other taxes
include a value-added tax. The overall tax burden
equals 9.0 percent of total domestic income. Over
the past three years, government spending has
amounted to 13.9 percent of the country’s output
(GDP), and budget deficits have averaged 0.1
percent of GDP. Public debt is equivalent to 53.4
percent of GDP.
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The combined value of exports and imports is equal
to 44.3 percent of GDP. The average applied tariff
rate is 14.5 percent. Persistent nontariff barriers

and impediments to investment are made worse by
political volatility. The financial system is underdevel-
oped, and access to financing for businesses remains
very limited. About 16 percent of adult Central
Africans have access to an account with a formal
banking institution.
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CHAD

had’s economic freedom score is 49.9, making its economy the

159th freest in the 2019 /ndex. Its overall score has increased by
0.6 point, with improvements in fiscal health, labor freedom, and
monetary freedom exceeding declines in business freedom and trade
freedom. Chad is ranked 36th among 47 countries in the Sub-Saha-
ran Africa region, and its overall score is well below the regional and
world averages.

WORLD RANK: REGIONAL RANK:

ECONOMICEREEDOMISTATUS: After a deep economic contraction, economic growth in Chad resumed

REPRESSED slowly in 2018 as higher global prices drove rising oil production.
Modest economic recovery in Nigeria, an important trading partner,
also provided a slight boost for external demand, as did partial privat-
ization of the cotton parastatal. The burden of servicing the external
debt remained particularly heavy in 2017 at around 40 percent of fiscal
revenue. The state’s presence in the economy is still considerable. The
weakness of the overall regulatory and legal framework hinders pri-
vate-sector development.
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BACKGROUND: A former French colony, Chad endured three decades of civil war and invasions by Libya
before the restoration of peace in 1990. A rebellion in northern Chad flares up sporadically, and Chad
remains locked in combat with the Islamist terrorist group Boko Haram, based in neighboring Nigeria.
President Idriss Déby, who seized power in 1990, won a fifth term in 2016, touching off large protests.

In 2018, a new constitution expanded presidential power and restored term limits, but they will not be
retroactive so will not apply to Déby. Landlocked Chad pays dearly for imported goods, and oil accounts
for approximately 60 percent of export revenues. Cotton, cattle, livestock, and gum arabic provide the bulk
of nonoil exports.
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Protection of private property is undermined by the
lack of titles or deeds. Fraud in property transac-
tions remains common, and the costs to register
property are high. The rule of law is weak, and

the judiciary lacks real independence. Corruption

is endemic at all levels of government, from the
siphoning off of the nation’s oil wealth by the presi-
dential cabinet to petty corruption by local officials.
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The absence of modern commercial regulations
imposes considerable costs on businesses, as do
such other institutional deficiencies as a lack of
access to financing. The labor market is mostly infor-
mal, and the workforce remains mostly unskilled.
The government subsidizes inefficient state-owned
enterprises, and the country’s economy is distorted
by heavily subsidized oil.
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The top individual income tax rate is 60 percent, and
the top corporate tax rate is 45 percent. Other taxes
include value-added and property taxes. The overall
tax burden equals 5.3 percent of total domestic
income. Over the past three years, government
spending has amounted to 15.9 percent of the
country’s output (GDP), and budget deficits have
averaged 2.4 percent of GDP. Public debt is equiva-
lent to 52.5 percent of GDP.
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The combined value of exports and imports is equal
to 73.5 percent of GDP. The average applied tariff
rate is 16.4 percent. There are few formal restrictions
on trade and investment, but the overall investment
environment remains challenging because of various
burdens on private enterprises. Chad’s capital
market is underdeveloped. Less than 10 percent of
personal and small-business financial transactions
passes through formal banks.
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WORLD RANK: | REGIONAL RANK:

18] 3 CHILE

ECONOMIC FREEDOM STATUS:

MOSTLY FREE

hile’s economic freedom score is 75.4, making its economy the 18th

freest in the 2019 /ndex. Its overall score has increased by 0.2 point,
with increases in labor freedom, business freedom, and monetary free-
dom offsetting a steep decline in judicial effectiveness. Chile is ranked
3rd among 32 countries in the Americas region, and its overall score is
above the regional and world averages.

Expectations of more business-friendly policies and maintenance of
Chile’s long record of broadly sound macroeconomic policymaking

by the Pifiera government helped to boost confidence in 2018 and
brought about a recovery in investment after four years of contraction.
The government introduced tax reform measures and proposals to
incentivize accelerated depreciation of capital investment in addition
to new incentives for entrepreneurship and innovation. Chile’s open-
ness to global trade and investment and its transparent regulatory
environment and strong rule of law continue to provide a solid basis for
economic dynamism.
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BACKGROUND: Chile is the world’s leading copper producer, and its exports of minerals, wood, fruit, sea-
food, and wine drive GDP growth. Center-right President Sebastian Pifiera’s efforts to repeal the socialist
policies of his predecessor, Michelle Bachelet, have been slowed by his party’s lack of a congressional
majority. He also has had to deal with persistent student demonstrations demanding free education (a
significant drain on the budget) and politically powerful trade unions’ opposition to labor market reforms.
Although its dependence on imported oil makes Chile vulnerable to volatility in global commodities
markets, solid economic fundamentals undergirded an economic rebound in 2018. Chile retains the Pacific
Alliance’s best investment profile and benefits fromm many free-trade agreements.
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Real and intellectual property rights and con-

tracts are strongly respected, and expropriation is
rare. The judiciary is independent, and the courts
generally enforce property and contractual rights
competently and are free from political interference.
Although Chile remains among the least corrupt
countries in South America, a series of high-level
scandals in 2016-2017 damaged former President
Bachelet’s credibility.
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The overall regulatory framework facilitates entre-
preneurial activity and productivity growth. Chile
has made resolving insolvency easier by clarifying
and simplifying provisions on liquidation and
reorganization. Increases in the minimum wage have
exceeded overall productivity growth in recent years.
The government controls electricity and water prices,
and a controversial system of price bands applies to
sugar, wheat, gasoline, and automobile use.
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The top individual income tax rate has been cut

to 35 percent, but the top corporate tax rate has
increased to 25 percent. The overall tax burden
equals 20.4 percent of total domestic income. Over
the past three years, government spending has
amounted to 25.2 percent of the country’s output
(GDP), and budget deficits have averaged 2.5
percent of GDP. Public debt is equivalent to 23.6
percent of GDP.
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The combined value of exports and imports is equal
to 55.7 percent of GDP. The average applied tariff
rate is 0.6 percent. As of June 30, 2018, according

to the WTO, Chile had 107 nontariff measures in
force. Chile has a successful record of attracting

FDI, supported by its market-oriented policies. The
financial system is sound and competitive, and credit
is allocated on market terms. Nonperforming loans
have decreased steadily.
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CHINA

hina’s economic freedom score is 58.4, making its economy the

100th freest in the 2019 /ndex. Its overall score has increased by 0.6
point, with higher scores on judicial effectiveness and labor freedom
outpacing a sharp drop in fiscal health. China is ranked 20th among 43
countries in the Asia-Pacific region, and its overall score is below the
regional and world averages.

Increasing tensions in the U.S.-China economic relationship have height-
ened business uncertainties, and despite still impressive growth rates,
the government adopted looser economic policies in 2018 to mitigate
WORLD RANK: | REGIONAL RANK: mounting risks to future growth. China remains “mostly unfree.” Non-
transparent state-owned enterprises dominate the financial sector and
many basic industries. The official ideology of “Socialism with Chinese
Characteristics” has chilled liberalization, heightened reliance on mer-
cantilism, raised bureaucratic hurdles to trade and investment, weakened
the rule of law, and strengthened resistance from vested interests that
impede more dynamic economic development.

ECONOMIC FREEDOM STATUS:

MOSTLY UNFREE
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BACKGROUND: Communist Party General Secretary Xi Jinping’s regime has produced no significant
free-market reforms since taking power in 2013. Xi has centralized his authority, ousted internal political ene-
mies, and backed authoritarian policies to tighten control of civil society. China is the world’s second-largest
economy and biggest exporter, but its per capita income is still below the global average. A slowdown in
economic growth, which may be more severe than official statistics indicate, poses serious challenges for a
government whose legitimacy depends increasingly on its ability to raise living standards. Much will depend
on how well Xi’s new ideological economic framework translates into government policy. Xi's “China 2025”
program to achieve Chinese dominance of high-tech sectors has engendered pushback from global rivals.
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Rights Effectiveness Integrity

All land in China is owned by the state, and protec-
tion of foreign intellectual property is inadequate.
The judicial system is heavily influenced by govern-
ment agencies and the Chinese Communist Party.
Corruption remains endemic, and the leadership
has rejected fundamental reforms such as requiring
public disclosure of assets by officials, creating
genuinely independent oversight bodies, or lifting
political constraints on journalists.

REGULATORY EFFICIENCY
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Elimination of the minimum capital requirement has
made it easier to launch a new business, but the over-
all regulatory framework remains complex and uneven.
The labor market remains tightly controlled. Imple-
mentation guidelines on labor issues often differ from
agency to agency, and labor laws are applied differ-
ently in different localities. The government subsidizes
numerous state-owned enterprises and is committed
to price controls for essential goods and services.
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The top personal income tax rate is 45 percent,

and the top corporate tax rate is 25 percent. Other
taxes include value-added and real estate taxes.
The overall tax burden equals 17.5 percent of

total domestic income. Over the past three years,
government spending has amounted to 31.6 percent
of the country’s output (GDP), and budget deficits
have averaged 3.5 percent of GDP. Public debt is
equivalent to 47.8 percent of GDP.
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(-0.2) (No change) (No change)
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The combined value of exports and imports is equal
to 37.8 percent of GDP. The average applied tariff
rate is 3.5 percent. As of June 30, 2018, according
to the WTO, China had 365 nontariff measures in
force. China’s restrictive foreign investment approval
system shields inefficient state-owned enterprises
from competition from private and foreign compa-
nies. The government maintains its tight grip on the
financial system.
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COLOMBIA

C olombia’s economic freedom score is 67.3, making its economy the
49th freest in the 2019 /ndex. Its overall score has decreased by 1.6

WORLD RANK: | REGIONAL RANK: points, with worsening tax burden, business freedom, and trade free-
49 8 dom scores overpowering modest improvements in labor freedom and
monetary freedom. Colombia is ranked 8th among 32 countries in the

Americas region, and its overall score is above the regional and world

ECONOMIC FREEDOM STATUS: e
averages. Deeper institutional reforms are needed to strengthen the rule
MODERATELY FREE of law and reduce corruption.

Deeper institutional reforms are needed to strengthen the rule of law
and reduce corruption. Fiscal reform and constitutional and judicial
reforms will be among the key policy goals in the government’s efforts
to promote entrepreneurship. The Dugue administration is likely to follow
orthodox economic policies, underpinning macroeconomic stability. Its
budgetary priorities stress economic reactivation measures and include
incentives for minerals and hydrocarbons exploration and for infrastruc-
ture projects as well as tax breaks for investments in innovation.
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BACKGROUND: Colombia is Latin America’s oldest democracy and third-largest economy. A five-decade
guerrilla insurgency led principally by the narco-funded Revolutionary Armed Forces of Colombia (FARC)
caused hundreds of thousands of casualties. Ivan Duque, a young center-right protégé of former President
Alvaro Uribe, won 54 percent of the vote in the 2018 election on campaign promises of tougher peace
negotiations with the FARC, economic growth for job creation, better health care, and anticorruption efforts.
Unfortunately, the country Dugue inherited is once again the world’s largest producer of cocaine. The Colom-
bian economy is heavily dependent on exports of petroleum, coffee, and cut flowers. Colombia is a founding
member of the Pacific Alliance and has free-trade agreements with the U.S. and many other nations.
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RULE OF LAW
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Property rights are generally enforced. The justice
system exhibits independence from the executive,
but corruption, bribery, influence peddling, and
abuse of privileged information persist. Drug
trafficking and the violence and corruption that it
engenders continue to erode institutions. Colombia
was low-ranked on corruption (125th) and security
(132nd) in the World Economic Forum’s 2017 Global
Competitiveness Index.
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Simplified procedures for establishing and running a
business have improved the efficiency of the overall
business environment. The labor regulatory frame-
work is generally conducive to private business
activity and job growth, but reforms are needed

to lower nonwage costs. In an effort to reduce
record levels of cocaine output, the government has
offered subsidies to farmers who would agree to
shift away from growing coca.

GOVERNMENT SIZE
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Tax Government Fiscal
Burden Spending Health

The top individual income and corporate tax rates
are 33 percent. Other taxes include value-added and
financial transactions taxes. The overall tax burden
equals 19.9 percent of total domestic income. Over
the past three years, government spending has
amounted to 28.9 percent of the country’s output
(GDP), and budget deficits have averaged 3.2
percent of GDP. Public debt is equivalent to 49.4
percent of GDP.
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The combined value of exports and imports is equal
to 34.9 percent of GDP. The average applied tariff
rate is 7.0 percent. As of June 30, 2018, according to
the WTO, Colombia had 149 nontariff measures in
force. Foreign investment in some sectors is subject
to investment registration and concession agree-
ments with the government. Foreign investors may
own 100 percent of financial institutions. Credit is
generally allocated on market terms.
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COMOROS

C omoros’s economic freedom score is 55.4, making its economy the
124th freest in the 2019 /ndex. Its overall score has decreased by 0.8
point, with declines in trade freedom, fiscal health, and government
spending outpacing improvements in scores for tax burden, labor
freedom, and monetary freedom. Comoros is ranked 20th among 47
countries in the Sub-Saharan Africa region, and its overall score is above
the regional average but below the world average.

A burdensome business environment and lack of tourism-related
infrastructure undermine economic development. Structural reforms to
diversify the economic base of one of the world’s poorest countries have
produced minimal results, and policies to enhance regulatory efficiency
and open markets for the private sector have not advanced. The rule of
law remains fragile because of corruption and an inefficient judicial sys-
tem that is vulnerable to political interference. These deficiencies make
Comoros a less attractive tourist destination than some of its neighbors.
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BACKGROUND: The Union of the Comoros has experienced more than 20 attempted coups since indepen-
dence in 1975, most recently in 2013. Under a constitution adopted in 2001, the presidency rotates among
the country’s three islands. In 2016, former coup leader Azali Assoumani won the presidency in a runoff
election. In 2018, Assoumani suspended the constitutional court, cracked down on the opposition, and won
a referendum to centralize executive power and perhaps remain in office through 2021. As a former colony,
Comoros prioritizes its aid and trade relations with France; the French Treasury guarantees the Comorian
franc. Comoros is a leading producer of ylang-ylang, cloves, and vanilla. In 2017, it applied for membership
in the Southern African Development Community.
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Property rights are not well protected, and enforce-
ment of contracts is weak. The judicial system, based
on both the French legal code and Sharia (Islamic
law), is weak and subject to political influence.
Anticorruption laws are in place but not enforced.
Corruption is reported at all levels of government
and is driven in part by internal political disputes
and competition over resources by the three

island administrations.
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The regulatory environment still imposes significant
burdens on entrepreneurs. Minimum capital require-
ments to launch a company exceed the average level
of annual income. With development of a modern
labor market lagging, the informal sector accounts
for most jobs. The government regulates prices and
subsidizes state-owned but poorly managed water,
electricity, and oil utilities.
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The top personal income tax rate is 30 percent, and
the top corporate tax rate is 50 percent. Other taxes
include value-added and insurance taxes. The overall
tax burden equals 14.5 percent of total domestic
income. Over the past three years, government
spending has amounted to 29.8 percent of the
country’s output (GDP), and budget deficits have
averaged 2.1 percent of GDP. Public debt is equiva-
lent to 28.4 percent of GDP.
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The combined value of exports and imports is equal
to 61.9 percent of GDP. The average applied tariff
rate is 5.0 percent. Foreign and domestic investors
are generally treated equally under the law. The
small financial sector still lacks adequate regulation
or supervision. Banking is not well established

in Comoros, and many people are without bank
accounts and rely on informal lending.
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DEMOCRATIC REPUBLIC
OF CONGO

he Democratic Republic of Congo’s economic freedom score is 50.3,
making its economy the 157th freest in the 2019 /ndex. Its overall
score has decreased by 1.8 points, with sharp declines in monetary free-
dom, business freedom, and labor freedom overwhelming an improve-

ment in judicial effectiveness. The Democratic Republic of Congo is
ranked 34th among 47 countries in the Sub-Saharan Africa region, and
its overall score is well below the regional and world averages.

WORLD RANK: | REGIONAL RANK: Economic development in the DRC has been severely undermined

by decades of instability and violence. Poor economic management
aggravated by repeated political crises has constrained economic
freedom and trapped much of the population in persistent poverty.
Arbitrary taxation, poor infrastructure, marginal enforcement of property
rights, and weak rule of law have driven many people and enterprises
into the informal sector, which accounts for more than 80 percent of
economic activity.
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BACKGROUND: Joseph Kabila, who won the DRC'’s first multiparty election in 40 years in 2006, was
reelected president in 2011 in a process rife with violence. His schemes to secure a constitutionally prohib-
ited third term delayed 2016 national elections and sparked protests that were often brutally suppressed
by state security services. Former Vice President and warlord Jean-Pierre Bemba was expected to run for
the presidency in December 2018. Militia groups are active throughout the country. The DRC’s immense
natural resource wealth includes large deposits of rare earth minerals used in many high-technology prod-
ucts. The DRC is Africa’s largest copper producer, but its political instability and high inflation discourage
international investors. The country remains among the world’s least developed.
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Protection of property rights is weak, and legislation
to strengthen it has languished in the parliament
since 2015. The judicial system is weak, unreliable,
and corrupt. Human rights abuses and banditry
deter economic activity. Massive corruption in the
government and weak rule of law remain prevalent.
Enforcement of anticorruption laws is relatively rare
and usually done for political reasons.
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The regulatory system remains unfavorable to
private entrepreneurship. Outmoded regulations
increase the cost of running businesses and hamper
private-sector development. Agriculture is the
largest source of employment, and formal-sector
employment is not substantial. Prices are controlled
and regulated by the government, and heavily sub-
sidized and inefficient state-owned enterprises are a
burden on the economy.
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Burden Spending Health

The top personal income tax rate is 30 percent, and
the top corporate tax rate is 40 percent. Other taxes
include rental and vehicle taxes. The overall tax
burden equals 10.8 percent of total domestic income.
Over the past three years, government spending

has amounted to 14.2 percent of the country’s
output (GDP), and budget deficits have averaged

1.3 percent of GDP. Public debt is equivalent to 15.7
percent of GDP.
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The combined value of exports and imports is equal
to 75.0 percent of GDP. The average applied tariff
rate is 11.2 percent. As of June 30, 2018, according
to the WTO, the Democratic Republic of Congo had
one nontariff measure in force, but other barriers

to dynamic trade flows persist. About 27 percent of
adult Congolese have access to an account with a
formal banking institution.
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REPUBLIC OF CONGO

he Republic of Congo’s economic freedom score is 39.7, making
its economy the 176th freest in the 2019 /ndex. Its overall score has
increased by 0.8 point, with increases in scores for government spend-
j ing, monetary freedom, and business freedom exceeding drops in fiscal
health and trade freedom. The Republic of Congo is ranked 46th among
47 countries in the Sub-Saharan Africa region, and its overall score is
well below the regional and world averages.

WORLD RANK: REGIONAL RANK:

Repressive governance continues to deprive the Congolese people of
economic freedom. The authoritarian socialist government could not
furnish basic public goods and infrastructure despite the commodity
SOOI AR ISP boom. Although rising oil output and prices are providing relief for

REPRESSED Congo’s fiscal and external accounts, public debt remains unsustainably
high. The weak judiciary undermines the protection of property rights
and fuels corruption. Many are trapped in subsistence-level poverty. The
large informal economy provides most of Congo’s limited private-sec-
tor growth.
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BACKGROUND: The Republic of Congo became independent from France in 1960. Denis Sassou-Nguesso
seized power in 1979 and ruled until he allowed a multiparty election, which he lost, in 1992. He seized
power again following a 1997 civil war and then won flawed elections in 2002, 2009, and 2016. A referen-
dum approved in 2015 modified the constitutional limits to permit Sassou-Nguesso to run again. One of
sub-Saharan Africa’s largest oil producers, Congo lacks infrastructure to exploit its natural gas reserves and
hydropower potential. China plans to build a special economic zone in the port city of Pointe-Noire, and
the government also plans to build an oil pipeline from Pointe-Noire to the north.

152 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | repusLic oF conGo

RULE OF LAW

(+0.8) (+1.4) (+0.7)

100 —

80 —
70 —
60 —

50 —

Property Judicial Government
Rights Effectiveness Integrity

Laws to acquire or dispose of real property are not
always followed. Contract terms are not transparent,
and “informal” tax collectors regularly solicit bribes.
The judiciary is underfunded and crippled by exec-
utive intervention, institutional weakness, and a lack

of technical capability. Corruption remains pervasive.

Deals involving the state oil company negotiated
by people close to the president’s family have been
used as vehicles for graft.
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Many aspects of doing business are subject to
inefficient regulations. Bureaucracy and a lack of
transparency continue to hinder the entrepreneurial
environment. Existing regulations are not enforced
effectively. A modern labor market has not been
developed, and the public sector remains the largest
source of formal employment. The government

has dissolved some of its heavily subsidized and
loss-making power and water utilities.
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The top individual income tax rate is 45 percent.

The top corporate rate is 34 percent. Other taxes
include a value-added tax and a tax on rental

values. The overall tax burden equals 29.5 percent
of total domestic income. Over the past three years,
government spending has amounted to 44.5 percent
of the country’s output (GDP), and budget deficits
have averaged 19.0 percent of GDP. Public debt is
equivalent to 119.1 percent of GDP.
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The combined value of exports and imports is equal
to 138.6 percent of GDP. The average applied tariff
rate is 11.6 percent, and nontariff barriers further
impede trade freedom. Diversifying investment
beyond the petroleum sector, which accounts for
over 90 percent of foreign direct investment inflows,
is a key government priority to stimulate develop-
ment. The financial sector remains underdeveloped,
hampered by state interference.
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COSTA RICA

C osta Rica’s economic freedom score is 65.3, making its economy

the 61st freest in the 2019 /ndex. Its overall score has decreased by
0.3 point, with declines in fiscal health, judicial effectiveness, and trade
freedom exceeding improvements in labor freedom and property rights.
Costa Rica is ranked 11th among 32 countries in the Americas region,

and its overall score is above the regional and world averages.

WORLD RANK: REGIONAL RANK:

61 11 The new government is expected to continue the policy predictability,
support for strong institutions, and favorable attitude toward trade
ECONOMIC FREEDOM STATUS: and private foreign direct investment that have created an attractive
MODERATELY FREE business environment in Costa Rica. Although the regulatory regime has

improved, deeper institutional reforms are needed. Excessive govern-
ment bureaucracy still discourages dynamic entrepreneurial activity,
slowing the pace of privatization and fiscal reform. Widening budget
deficits have put public debt on an upward trend. The judicial system,
while transparent and not corrupt, remains inefficient.
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BACKGROUND: The most prosperous of the Central American Common Market’s five countries, Costa
Rica has a long history of democratic stability and one of Latin America’s highest levels of foreign direct
investment per capita. Center-left Citizens’ Action Party (PAC) candidate Carlos Alvarado’s victory in the
2018 election, which saw the main center-right Social Christian Unity Party’s candidate derailed by a con-
tentious fight over same-sex marriage, maintained the PAC’s control of the presidency and the legislature.
Traditional agricultural exports of bananas, coffee, sugar, and beef are still the backbone of its commod-
ity-driven export economy, but Costa Rica is also one of Central America’s most popular ecotourism
destinations and an exporter of medical devices and other high-value-added goods and services.

154 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | COSTA RICA

RULE OF LAW

(+3.5) (-3.8) +2.7)

100 —

Property Judicial Government
Rights Effectiveness Integrity

Property rights are secure, and contracts are gener-
ally enforced. Despite reforms in 2018, however, land
registries remain unreliable. The judicial branch is
independent, but its processes are often slow. Drug
trafficking and budgetary constraints have under-
mined the security and justice sectors. A complex
bureaucracy slows the pace of capacity-building,
and corruption, including among high-ranking
officials, remains a problem.
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The overall business framework does not ade-
quately support entrepreneurial activity. Licensing
requirements have been reduced, but procedures
for launching a business remain cumbersome. The
nonsalary cost of employing a worker remains high.
Hoping to become the world’s first decarbonized
society, Costa Rica subsidizes hydroelectric power
generated by the state-owned electric utility.
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The top personal income tax rate is 25 percent, and
the top corporate tax rate is 30 percent. Other
taxes include general sales and real property taxes.
The overall tax burden equals 23.6 percent of

total domestic income. Over the past three years,
government spending has amounted to 19.6 percent
of the country’s output (GDP), and budget deficits
have averaged 5.7 percent of GDP. Public debt is
equivalent to 49.1 percent of GDP.
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The combined value of exports and imports is equal
to 67.6 percent of GDP. The average applied tariff
rate is 1.8 percent. As of June 30, 2018, according
to the WTO, Costa Rica had 65 nontariff measures
in force. The government restricts investment in
some sectors of the economy. The growing financial
sector functions relatively well. About 68 percent of
adult Costa Ricans have access to an account with a
formal banking institution.
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COTE D’IVOIRE

C o6te d’lvoire’s economic freedom score is 62.4, making its economy
the 78th freest in the 2019 /ndex. Its overall score has increased by
0.4 point, with gains in labor freedom and judicial effectiveness outpac-
ing a sharp decline in fiscal health. Céte d’Ivoire is ranked 5th among 47
countries in the Sub-Saharan Africa region, and its overall score is above
the regional and world averages.

WORLD RANK: REGIONAL RANK:

78 5 Ongoing pro-market and pro-business reforms include measures to
streamline bureaucratic procedures, simplify corporate taxes, cut
ECONOMIC FREEDOM STATUS: business costs, and support small and medium-sized enterprises. The
MODERATELY FREE government intends to increase its efforts to improve access to credit.

Improvements underway in transportation links and electricity and water
infrastructure should increase productivity. Although progress may slow
in advance of the 2020 presidential election, implementation of deeper
institutional reforms to strengthen the rule of law, depoliticize the
judiciary, fight corruption, and protect property rights will be critical to
reinforcing vibrant economic growth.
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BACKGROUND: Following independence in 1960, cocoa and cashew exports made Cote d’lvoire West
Africa’s second-largest economy, but prosperity did not prevent political turmoil. After a North-South civil
war ended in 2007, rebel leader Guillaume Soro joined former President Laurent Gbagbo’s government. U.N.
and French forces ensured that the internationally recognized winner of the 2010 election, Alassane Ouattara,
took office. Ouattara won a second five-year term in 2015, and the U.N. withdrew its troops in 2017. Quat-
tara’s launch of the ruling coalition’s Houphouetist Rally for Democracy and Peace in 2018 was divisive. The
government’s pro-business reforms and strong private investment in such areas as agriculture, agribusiness,
mining, light manufacturing, housing, and services have driven robust economic growth in recent years.
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Protection of property rights is fragile, and only

4 percent of land is titled. The judiciary is not
independent, and judges are highly susceptible to
external interference and bribes. Court cases are
frequently postponed for years or decades with

no clear explanation. Persistent corruption in the
judiciary, police, military, customs, contract awards,
tax offices, and other government institutions
discourages investment.
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Considerable effort has been made to modernize
the regulatory framework. The business start-up
process has become more straightforward, and min-
imum capital requirements have been reduced. The
nonsalary cost of employing a worker is relatively
low. Price controls exist in the gas, power, and water
sectors, and the government subsidizes some agri-
cultural crops to diversify away from dependence on
cocoa exports.
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The top individual income tax rate is 36 percent, and
the top corporate tax rate is 25 percent. Other taxes
include value-added and interest taxes. The overall
tax burden equals 18.2 percent of total domestic
income. Over the past three years, government
spending has amounted to 23.1 percent of the
country’s output (GDP), and budget deficits have
averaged 3.7 percent of GDP. Public debt is equiva-
lent to 46.4 percent of GDP.
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The combined value of exports and imports is equal
to 48.6 percent of GDP. The average applied tariff
rate is 8.2 percent. As of June 30, 2018, according
to the WTO, Céte d’lvoire had 15 nontariff measures
in force. In most sectors, there are no laws that
limit foreign investment. Credit allocation is based
on market terms and has increased to support the
private sector and economic development.
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CROATIA

C roatia’s economic freedom score is 61.4, making its economy the
86th freest in the 2019 /ndex. Its overall score has increased by
0.4 point, with a spike in fiscal health offsetting a precipitous drop in

WORLD RANK: | REGIONAL RANK: judicial effectiveness. Croatia is ranked 38th among 44 countries in the
86 38 Europe region, and its overall score is below the regional average but
above the world average.
ECONOMIC FREEDOM STATUS: In 2018, the government announced three main reform goals: improved
MODERATELY FREE economic competitiveness, an education system tied to labor market

needs, and sustainable public finances. The debt-restructuring process
of Agrokor, Croatia’s largest company, may add to the fiscal deficit.
Significant remaining challenges include political volatility and a level
of public-sector debt that makes government spending on health care
and pensions fiscally unsustainable. There is a significant risk that the
government will struggle to pass far-reaching reforms in other areas.
Pervasive corruption undermines the rule of law, and protection of
property rights is weak.
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BACKGROUND: Croatia’s declaration of independence in 1991 contributed to the breakup of Yugoslavia
along ethnic and religious lines. Croatia joined NATO in 2009 and the European Union in 2013. Prime Min-
ister Andrej Plenkovic of the center-right HDZ party formed a coalition with the liberal Croatian People’s
Party and several smaller parties in 2017. Political uncertainty hinders economic progress. Shipbuilding
and tourism are major industries. A 2018 agreement to avoid bankruptcy positioned a Russian bank as the
largest shareholder in Croatia’s largest private company, Agrokor. A weak export base, emigration, and the
slow pace of privatization remain significant challenges. The government enacted legislation in 2018 to
expedite construction of a liquid natural gas import terminal at Krk Island.
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Private property rights are well established,
although conflicting claims and legal ambiguity can
cloud some title cases. The government has simpli-
fied property registration by reducing real estate
transfer taxes. Judicial independence is generally
respected. Efforts to address case backlog and train-
ing concerns continue. According to Transparency
International’s Corruption Perceptions Index, Croatia
has made little progress in its anticorruption efforts.
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Despite reforms to streamline the procedures

for establishing a business, the overall regulatory
environment remains burdensome and inefficient. A
new labor law has been implemented in an attempt
to make the labor market flexible and dynamic.
Progress is slow on structural reforms to reduce
subsidies and privatize state-owned enterprises, as
required by the European Commission’s Excessive
Deficit Procedure.
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The top personal income tax rate is 40 percent,

and the top corporate tax rate has been cut to 18
percent. Other taxes include value-added and excise
taxes. The overall tax burden equals 37.9 percent of
total domestic income. Over the past three years,
government spending has amounted to 47.1 percent
of the country’s output (GDP), and budget deficits
have averaged 1.2 percent of GDP. Public debt is
equivalent to 78.4 percent of GDP.
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The combined value of exports and imports is equal
to 100.4 percent of GDP. The average applied tariff
rate is 2.0 percent. Croatia implements a number

of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and guotas. Inbound foreign investment faces no
screening mechanisms. Croatia’s financial markets
are open to foreign investment, and over 90 percent
of the banking sector is foreign-owned.
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CUBA

Lo C uba’s economic freedom score is 27.8, making its economy the
178th freest in the 2019 /ndex. Its overall score has decreased by 4.1
WORLD RANK: | REGIONAL RANK: points, precipitated by a steep plunge in fiscal health. Cuba is ranked
31st among 32 countries in the Americas region, and its overall score is
178 31 well below the regional and world averages.

ECONOMIC FREEDOM STATUS: State control of the economy by the nearly bankrupt Cuban government
REPRESSED is both pervasive and economically inefficient in one of the world’s last
Communist dictatorships. Liberalizing pro-market reforms were adopted
nearly a decade ago to raise productivity. They remain in effect, at least
in theory, but no serious effort has been made to implement them. Much
of the labor force performs low-productivity functions in Cuba’s bloated

government sector. All courts are subject to political interference, and
private property is strictly regulated. Excessive bureaucracy and the lack
of regulatory transparency continue to limit trade and investment.
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BACKGROUND: Miguel Diaz-Canel was named president when the late Fidel Castro’s 87-year-old brother
Raul stepped down in February 2018, but Diaz-Canel is merely a figurehead: Raul retains the real power as
head of the Communist Party and the Cuban military, and his family controls much of the economy. The
Cuban people remain disillusioned, and diplomatic relations with the U.S. have soured. Without significant
supplies of subsidized oil from nearly bankrupt Venezuela, Cuba’s dysfunctional economy is even more
dependent on foreign exchange inflows from emigrants’ remittances and the tourism-generated foreign
currency that the regime needs to survive. Low, state-dictated wages trap many workers below the pov-
erty line. The agriculture sector is starved for investment, and the banking system is primitive.
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Most means of production are owned by the state.
Property seizures by police without legal justifica-
tion are common. There is practically no separation
among the judiciary, the National Assembly, and
the Communist Party, which can appoint or remove
judges at any time. Corruption is a serious problem
that remains unaddressed. Widespread illegality
permeates Cuba’s few private enterprises and vast
state-controlled economy.
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Only limited private economic activity is permitted.
Inconsistent and nontransparent application of reg-
ulations impedes entrepreneurship. State control of
the formal labor market has led to the creation of a
large informal economy. Prices are tightly controlled
and regulated to contain inflation. Cuba has been
very dependent on subsidized oil from Venezuela
and Russia.
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The top income tax rate is 50 percent, and the top
corporate tax rate is 30 percent. Other taxes include
property transfer and sales taxes. The overall tax
burden equals 41.5 percent of total domestic income.
Over the past three years, government spending

has amounted to 64.2 percent of the country’s
output (GDP), and budget deficits have averaged

7.1 percent of GDP. Public debt is equivalent to 47.7
percent of GDP.
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The combined value of exports and imports is equal

to 31.6 percent of GDP. The average applied tariff
rate is 8.0 percent. As of June 30, 2018, according to
the WTO, Cuba had 50 nontariff measures in force.
State-owned enterprises significantly distort the
economy. Access to credit for private-sector activity
is severely impeded by the shallow financial market.
Despite a decade of incremental changes, the state
remains firmly in control.
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CYPRUS

C yprus’s economic freedom score is 68.1, making its economy the
44th freest in the 2019 /ndex. Its overall score has increased by 0.3
point, with improvements in labor freedom, government integrity, and
government spending offsetting a steep decline in judicial effective-
WORLD RANK: | REGIONAL RANK: ness. Cyprus is ranked 22nd among 44 countries in the Europe region,
44 22 and its overall score is just below the regional average but well above
the world average.

ECONOMIC FREEDOM STATUS: Although the post-financial crisis economic recovery is firmly

MODERATELY FREE entrenched, progress has slowed on reforms undertaken by the gov-
ernment to improve fiscal discipline and such other structural reforms
as the sale of state assets to improve the efficiency of state-owned
enterprises and raise funds to reduce government debt. Inefficient bank-
ruptcy court procedures have impeded liquidation of some nonperform-
ing loans. Cyprus does particularly well in trade freedom and monetary
freedom. The regulatory framework is relatively transparent and efficient,
and the financial sector has stabilized.
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BACKGROUND: Cyprus gained independence from the United Kingdom in 1960. Tensions between the
Greek majority and Turkish minority have led to repeated episodes of violence, and a U.N. buffer zone has
separated the Greek Cypriot Republic of Cyprus from the Turkish Republic of Northern Cyprus since 1974.
The Republic of Cyprus joined the European Union in 2004. U.N.-brokered reunification talks have yet to
resume after collapsing in 2017. Center-right Cyprus President Nicos Anastasiades, who has served as head
of state and head of government since 2013, won a second five-year term in 2018. Services such as tourism,
finance, shipping, and real estate account for more than 80 percent of GDP. Development of offshore
hydrocarbon resources is a priority.
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There are significant restrictions on ownership of
real estate by non-EU residents. An independent
and impartial judiciary that operates under British
traditions and upholds due process rights retains
high levels of public trust in the Republic of Cyprus,
although long court delays tend to undermine that
trust. Corruption, patronage, and a lack of transpar-
ency are endemic in the Turkish-controlled area.
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The regulatory framework generally facilitates
entrepreneurial activity. With no minimum capital
requirement, it takes six procedures to launch a
company. Relatively flexible labor regulations facili-
tate employment and productivity growth, although
union power is quite strong. The government is
committed to privatization of its heavily subsidized
state-owned enterprises and the Cyprus Coopera-
tive Bank.
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The top personal income tax rate is 35 percent, and
the top corporate tax rate is 12.5 percent. Other
taxes include value-added and real estate taxes.

The overall tax burden equals 33.6 percent of

total domestic income. Over the past three years,
government spending has amounted to 38.7 percent
of the country’s output (GDP), and budget surpluses
have averaged 0.7 percent of GDP. Public debt is
equivalent to 99.3 percent of GDP.
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The combined value of exports and imports is equal
to 131.6 percent of GDP. The average applied tariff
rate is 2.0 percent. Cyprus implements a number

of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and guotas. There is no general screening of foreign
investment. The banking sector has regained sta-
bility in recent years. More than 90 percent of adult
Cypriots have access to a formal banking institution.
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WORLD RANK: | REGIONAL RANK:
ECONOMIC FREEDOM STATUS:

MOSTLY FREE

CZECH REPUBLIC

he Czech Republic’'s economic freedom score is 73.7, making its

economy the 23rd freest in the 2019 /ndex. Its overall score has
decreased by 0.5 point, with lower scores for judicial effectiveness and
monetary freedom overwhelming modest improvements in government
spending and property rights. The Czech Republic is ranked 13th among
44 countries in the Europe region, and its overall score is above the
regional and world averages.

Amid rising populism and political polarization, the government has
been pulled slightly to the left by its Communist and other left-leaning
coalition partners but is expected to continue pro-EU, pro-business, and
fiscally prudent policies. Implementation of critical reforms by previous
administrations streamlined business start-up procedures, embedded a
relatively efficient tax regime to facilitate entrepreneurial growth, and
institutionalized an openness to global trade and investment. Contrib-
uting to overall stability and competitiveness, a relatively sound legal
framework sustains judicial effectiveness and government integrity.
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BACKGROUND: The “Velvet Revolution” ended Czechoslovakia’s Communist dictatorship in 1989, and

the Czech Republic became independent from Slovakia in 1993. President MiloS Zeman of the center-left
Czech Social Democrat Party won a second term in 2018. Prime Minister Andrej Babis of the populist ANO
movement, a billionaire former finance minister, formed a fragile minority coalition government in 2018
with the Social Democrats but relies on the support of the Communist Party. The return of the Communists
to political power set off large protests in many cities. The Czech Republic’s prosperous market economy,
led by automobile exports, boasts one of the European Union’s highest GDP growth rates, one of its lowest
unemployment levels, and a rising standard of living.
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Property rights are relatively well protected, and
contracts are generally secure. The independence

of the judiciary is largely respected, although its
complexity and multilayered composition delays the
delivery of judgments and acts as a drag on invest-
ment. While corruption and political pressures still
threaten law enforcement agencies, the Office of the
Public Prosecutor has become more independent in
recent years.
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Businesses can be formed and operated without
bureaucratic interference, and no minimum capital is
required. Recent reforms have reduced the cost and
number of procedures required to launch a company.
The labor market is relatively flexible, and the unem-
ployment rate continues to decline. Monetary policy
continues toward gradual normalization following
the removal of an exchange rate floor to permit
market forces to determine currency prices.
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The individual income tax rate is a flat 15 percent,
and the standard corporate tax rate is 19 percent.
Other taxes include value-added and inheritance
taxes. The overall tax burden equals 34.0 percent

of total domestic income. Over the past three years,
government spending has amounted to 40.0 percent
of the country’s output (GDP), and budget surpluses
have averaged 0.5 percent of GDP. Public debt is
equivalent to 34.7 percent of GDP.
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The combined value of exports and imports is equal
to 151.7 percent of GDP. The average applied tariff
rate is 2.0 percent. The Czech Republic implements
a number of EU-directed nontariff trade barriers
including technical and product-specific regulations,
subsidies, and quotas. The government has grad-
ually reduced bureaucratic barriers to investment.
The financial sector remains resilient. Banks are well
capitalized and stable.
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DENMARK

D enmark’s economic freedom score is 76.7, making its economy the
14th freest in the 2019 /ndex. Its overall score has increased by 0.1
point, with improvements in scores for government spending and labor
freedom countering declines in judicial effectiveness and monetary
WORLD RANK: | REGIONAL RANK: freedom. Denmark is ranked 6th among 44 countries in the Europe
14 6 region, and its overall score is above the regional and world averages.

Despite political polarization over immigration issues, Denmark’s
ECONOMIC FREEDOM STATUS: economy continues to perform notably well in regulatory efficiency.

MOSTLY FREE Open-market policies sustain flexibility, competitiveness, and large trade
and investment flows. A transparent and efficient legal system buoys
robust entrepreneurial activity. Banking regulations are sensible, and
lending practices are prudent. Monetary stability is well maintained, and
the judicial system provides strong protection for property rights. Reg-
ulatory flexibility and strong institutionalization of exceptional business
efficiency have counterbalanced some of the shortcomings of heavy
social spending.
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BACKGROUND: Denmark, a modern economy well integrated into the global marketplace, has been a member
of the European Union since 1973. Lars Lokke Rasmussen of the center-right Liberal Party formed a minority
government to become prime minister for a second time after parliamentary elections in 2015. The libertarian
Liberal Alliance and the Conservative People’s Party joined in 2016 to shore up the minority government. The
government has introduced longer waiting periods for family reunification and temporary border controls

to reduce migrant arrivals while also ending automatic acceptance of mandatory U.N. refugee resettlement
quotas. The economy depends heavily on foreign trade, and the private sector includes many small and
medium-size companies and world-leading firms in pharmaceuticals, maritime shipping, and processed foods.
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Protection of property rights is strongly enforced,
with a trusted, independent, and fair judicial system
institutionalized throughout the economy. Intellec-
tual property rights are respected, and enforcement
is consistent with world standards. Denmark enjoys
a reputation as one of the world’s least corrupt
nations and was ranked 2nd out of 180 countries

in Transparency International’s 2017 Corruption
Perceptions Index.
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Denmark has one of the world’s most attractive
business environments, although an increase in the
cost of building permits in 2017 has made running

a business more expensive. Unemployment is low,
and a shortage of skilled workers in some sectors,
including construction, has led to labor bottlenecks.
Monetary stability is well established, and the gov-
ernment hopes to phase out subsidies on renewable
energy by 2030.
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The top personal income tax rate is 56 percent, and
the top corporate tax rate is 23.5 percent. Other
taxes include value-added and inheritance taxes.
The overall tax burden equals 45.9 percent of

total domestic income. Over the past three years,
government spending has amounted to 53.4 percent
of the country’s output (GDP), and budget deficits
have averaged 0.7 percent of GDP. Public debt is
equivalent to 36.4 percent of GDP.
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The combined value of exports and imports is equal
to 103.4 percent of GDP. The average applied tariff
rate is 2.0 percent. Denmark implements a number
of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and quotas. The financial system is resilient. The
banking sector, characterized by relatively prudent
lending in a sound regulatory framework, has
regained its stability after a period of uncertainty.
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DJIBOUTI

D jibouti’s economic freedom score is 47.1, making its economy the
@ 169th freest in the 2019 /ndex. Its overall score has increased by 2.0
points, with significant spikes in scores for property rights and the tax
burden far outpacing a decline in trade freedom. Djibouti is ranked 43rd
WORLD RANK: | REGIONAL RANK: among 47 countries in the Sub-Saharan Africa region, and its overall
score remains well below the regional and world averages.

Djibouti’'s economy depends heavily on port services, and the govern-
ECONOMIC FREEDOM STATUS: ment’s 2018 cancellation of a long-term contract with DP World in favor
REPRESSED of a China-backed free-trade zone threatens to undermine the country’s
overall investment climate. The government’s contempt for court rulings
in DP World’s favor will erode confidence in the already weak legal
system. Institutional weaknesses such as poor governance and lack of
a sound judicial framework severely undercut economic expansion and
constrain long-term economic development. Corruption continues to
increase the cost of doing business.
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BACKGROUND: The French Territory of the Afars and the Issas became Djibouti in 1977. President Ismael
Omar Guelleh won a fourth five-year term in 2016 after parliament eliminated a constitutional two-term
limit. Djibouti is home to the only permanent U.S. base in Africa, along with bases maintained by China,
France, Italy, Germany, and Japan, and is seeking U.N. mediation of a festering border dispute with Eritrea.
Djibouti has few natural resources and imports most of its food. Its service-based economy depends on
commerce related to Djibouti’s strategic location at the mouth of the Red Sea, which makes its deep-water
port facilities and railway key assets. In 2018, Djibouti launched Africa’s biggest free-trade zone, which will
be managed by Chinese companies.
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12 ECONOMIC FREEDOMS | DJIBOUTI

RULE OF LAW

(+10.7) (+4.3) (-0.9)
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Property Judicial Government
Rights Effectiveness Integrity

Accountability and property rights remain well
below global standards. Judicial proceedings and
trials are time-consuming, prone to corruption, and
politically manipulated. Sharia law prevails in family
matters. Power remains heavily concentrated in
the hands of the president, and repression of the
political opposition is common. Corruption is a
serious problem, and institutions lack authority to
implement meaningful reforms.

REGULATORY EFFICIENCY
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Djibouti passed several positive business reforms in
2017. Starting a business was made more affordable,
and obtaining construction permits was made easier.
However, the overall regulatory framework’s lack

of transparency and clarity injects considerable
uncertainty into entrepreneurial decision-making. A
modern labor market has not been fully developed.
The government increased subsidies ahead of the
2018 elections.

GOVERNMENT SIZE
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Tax Government Fiscal
Burden Spending Health

The top personal income tax rate is 30 percent,

and the top corporate tax rate is 25 percent. Other
taxes include property and excise taxes. The overall
tax burden equals 29.2 percent of total domestic
income. Over the past three years, government
spending has amounted to 49.2 percent of the
country’s output (GDP), and budget deficits have
averaged 14.4 percent of GDP. Public debt is equiva-
lent to 30.6 percent of GDP.

OPEN MARKETS

(-4.5) (No change) (No change)
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Trade Investment Financial
Freedom Freedom Freedom

The combined value of exports and imports is equal
to 108.5 percent of GDP. The average applied tariff
rate is 17.3 percent. State-owned enterprises distort
the economy, preventing much-needed dynamic
private investment from taking place. Credit is
generally allocated on market terms, but credit for
entrepreneurial activity is still limited by high costs
and lack of access to the full range of financ-

ing instruments.
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DOMINICA

D ominica’s economic freedom score is 63.6, making its economy the

72nd freest in the 2019 /ndex. Its overall score has decreased by
0.9 point, with sharp drops in scores for government spending, invest-
ment freedom, and judicial effectiveness outpacing increases in trade
freedom and government integrity. Dominica is ranked 14th among

WORLD RANK: | REGIONAL RANK: 32 countries in the Americas region, and its overall score is above the

72 14 regional and world averages.

Since Hurricane Maria, the government has focused on repairing

ECONOMIC FREEDOM STATUS: infrastructure to restore service to cruise ships. Because government
MODERATELY FREE services are historically inefficient, reconstruction has required heavy
public spending and external aid. However, gradual reform has improved
the overall investment framework, and this should help the rebuilding
process. Dominica’s independent legal system generally adjudicates
business disputes effectively and encourages a relatively low level of
corruption, sustaining judicial effectiveness and government integrity.
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BACKGROUND: A small and mountainous island in the Lesser Antilles, Dominica is a member of the
Organization of Eastern Caribbean States (OECS). Prime Minister Roosevelt Skerrit of the Dominica Labour
Party has been in office since 2004 and may run for a fourth term in 2019. Historically, the economy has
depended on agriculture (primarily bananas) and tourism. The government’s efforts to promote diversi-
fication have led to creation of an offshore medical education sector and have encouraged investments

in such agricultural exports as coffee, patchouli, aloe vera, exotic fruits, and cut flowers. Devastation from
Hurricane Maria, which destroyed much of the country’s agricultural sector and damaged its transportation
and physical infrastructure in 2017, has stressed the government’s already fragile finances.
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RULE OF LAW
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Private property rights are generally respected,
although enforcement of intellectual property rights
remains weak. The judiciary is independent and
based on English common law, but there are severe
case backlogs. Corruption is not a major problem,
despite the sometimes ineffective implementation of
anticorruption statutes. Nonbank financial institu-
tions are monitored to combat money laundering
and the financing of terrorism.
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Dominica has made progress in eliminating regu-
latory bottlenecks and reducing the overall cost of
conducting business. The nonsalary cost of employ-
ing a worker is moderate, but the labor market lacks
flexibility in other areas. As part of its post-hurricane
assistance package from the World Bank and other
lenders, the government will need to implement
structural reforms and eliminate price controls.

GOVERNMENT SIZE
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The top individual income tax rate is 35 percent,

and the top corporate tax rate is 30 percent. Other
taxes include value-added and environmental

taxes. The overall tax burden equals 25.8 percent of
total domestic income. Over the past three years,
government spending has amounted to 39.4 percent
of the country’s output (GDP), and budget surpluses
have averaged 3.8 percent of GDP. Public debt is
equivalent to 87.6 percent of GDP.
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The combined value of exports and imports is equal
to 100.4 percent of GDP. The average applied tariff
rate is 8.4 percent. As of June 30, 2018, according to
the WTO, Dominica had two nontariff measures in
force. Foreign investment may be screened by the
government. The financial sector remains under-
developed. Shallow markets and a lack of available
financial instruments restrict overall access to credit.
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DOMINICAN REPUBLIC

he Dominican Republic’s economic freedom score is 61.0, making
its economy the 89th freest in the 2019 /ndex. Its overall score has
decreased by 0.6 point, with lower scores for judicial effectiveness and
WORLD RANK: | REGIONAL RANK: investment freedom exceeding improvements in trade freedom, labor
89 19 freedom, and monetary freedom. The Dominican Republic is ranked
19th among 32 countries in the Americas region, and its overall score is
just above the regional and world averages.

ECONOMIC FREEDOM STATUS:

MODERATELY FREE The National Development Strategy requires buy-ins from civil society
groups, making advances on politically difficult fiscal, electricity, and
labor reforms possible but time-consuming. Diversification has strength-
ened the economy’s resilience, and regulatory efficiency has improved.
Relatively high openness to global trade and strong economic growth
have improved the business climate. However, nontransparency and
institutional weaknesses have undermined competitiveness, and the rule
of law is not strongly sustained by the judicial system. Corruption and
political patronage are the main complicating factors in doing business.
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BACKGROUND: The Dominican Republic occupies the more verdant and arable eastern side of the island
of Hispaniola. President Danilo Medina of the center-right Dominican Liberation Party (PLD) won a second
four-year term in 2016. Medina’s efforts to extend his presidency past the limit of two consecutive terms
have been blocked by former president and PLD party rival Leonel Fernandez. The PLD’s dominance of
government contributes to political stability but also risks undermining checks and balances and weak-
ening the country’s multiparty democracy. Long viewed primarily as an exporter of sugar, coffee, and
tobacco, the economy has been the Caribbean’s most vibrant in recent years, driven by mining activity and
strong growth in such service-based sectors as tourism and finance.
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12 ECONOMIC FREEDOMS | pominicaN REPUBLIC

RULE OF LAW
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A persistently insecure investment climate is
undermined by government expropriation, institu-
tional weaknesses, and inadequate enforcement of
land tenure laws. Protection of intellectual property
rights is poor. Judicial decisions are subject to wide-
spread political influence. Corruption is found at all
levels of the government, the judiciary, the security
forces, and the private sector. Institutionalized graft
is linked to significant levels of narco-trafficking.
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The cost of completing licensing requirements has
been reduced, and the process for launching a
business has been streamlined. The nonsalary cost
of employing a worker is moderate, but restrictions
on work hours are rigid. Electricity subsidies were
reduced from 2 percent to 0.6 percent of GDP in
the 2018 budget, but preferential fuel subsidies, real
estate deductions, and corporate tax incentives
remain in effect.
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The top individual income tax rate is 25 percent,
and the top corporate tax rate is 27 percent. Other
taxes include value-added, estate, and net wealth
taxes. The overall tax burden equals 13.6 percent of
total domestic income. Over the past three years,
government spending has amounted to 17.9 percent
of the country’s output (GDP), and budget deficits
have averaged 2.1 percent of GDP. Public debt is
equivalent to 37.7 percent of GDP.
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The combined value of exports and imports is equal
to 52.9 percent of GDP. The average applied tariff
rate is 4.6 percent. As of June 30, 2018, according to
the WTO, the Dominican Republic had 89 nontariff
measures in force. In general, the government

does not discriminate against or screen foreign
investment. About 62 percent of adult Dominicans
have access to an account with a formal bank-

ing institution.
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ECUADOR

E cuador’s economic freedom score is 46.9, making its economy the
170th freest in the 2019 /ndex. Its overall score has decreased by 1.6
points, with a steep drop in fiscal health and lower scores for govern-
ment integrity and judicial effectiveness far exceeding gains in labor
freedom and monetary freedom. Ecuador is ranked 29th among 32
countries in the Americas region, and its overall score is well below the
ECONOMIC FREEDOM STATUS: regional and world averages.

REPRESSED

WORLD RANK: REGIONAL RANK:

Ecuador’s primary economic policy challenge is to reduce the large
fiscal deficit in order to curb rising public debt but avoid stifling the
ongoing economic recovery. The government took an important but
politically difficult step in that direction in 2018 by cutting fuel subsidies.
Another challenge will be to reduce the hugely bloated public sector,
which has imposed a restrictive entrepreneurial environment on the
struggling private sector. Pervasive corruption undermines the rule of
law and weakens property rights.
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BACKGROUND: The “Republic of the Equator” initially gained independence from Spain in 1830. Lenin
Moreno of the Alianza Pais (AP) was narrowly elected in 2017 to succeed former two-term President
Rafael Correa amid widespread charges of electoral fraud. Surprising his critics, Moreno moderated the
populist Correa’s hard-left and anti-market policies and promoted a successful 2018 referendum to bar
Correa from seeking another presidential term in 2021. The world’s largest banana exporter, Ecuador also
remains a major transit country for narco-trafficking. Its dollarized economy depends substantially on
petroleum, which accounts for more than half of export earnings and approximately 25 percent of pub-
lic-sector revenues. More than 25 percent of the population still lives below the poverty line.
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Protection of property rights and enforcement

of contracts are weak despite recently reinstated
penalties for the theft of intellectual property. The
judiciary’s lack of independence and investigative
capacity contributes to a climate of impunity. Some
judges accept bribes for favorable decisions and
faster resolution of cases. Corruption is pervasive,
and anticorruption laws are enforced poorly. Bribery
and facilitation payments are widespread.
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Regulatory complexity increases the cost of con-
ducting business, which has been raised further by a
new “solidarity” contribution paid by employers and
employees. Cumbersome labor regulations inhibit
dynamic expansion of employment opportunities
and foster the informal labor market. Dollarization
generates a modicum of monetary stability, but
subsidies for diesel, gasoline, and propane are a
drain on the budget.
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The top personal income tax rate is 35 percent, and
the corporate tax rate has been raised to 25 percent.
Other taxes include value-added and inheritance
taxes. The overall tax burden equals 21.2 percent of
total domestic income. Over the past three years,
government spending has amounted to 38.5 percent
of the country’s output (GDP), and budget deficits
have averaged 6.3 percent of GDP. Public debt is
equivalent to 45.0 percent of GDP.
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The combined value of exports and imports is equal
to 42.0 percent of GDP. The average applied tariff
rate is 6.8 percent. As of June 30, 2018, according

to the WTO, Ecuador had 282 nontariff measures

in force. The overall investment climate remains
uncertain. The underdeveloped and state-controlled
financial sector limits access to credit. About 57 per-
cent of adult Ecuadorians have access to an account
with a formal banking institution.
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EGYPT

E gypt’s economic freedom score is 52.5, making its economy the
144th freest in the 2019 /ndex. Its overall score has decreased by 0.9
point, with declines in scores for monetary freedom, business freedom,
and judicial effectiveness overwhelming improvements in property
rights and government spending. Egypt is ranked 11th among 14 coun-
WERIDRANS | | RHEEALRENTS tries in the Middle East and North Africa region, and its overall score is

144 11 below the regional and world averages.

Economic policy remains focused on fiscal and business-related

SIS Bl S structural reforms to restore financial stability and improve the business
environment after years of political turmoil. Growing confidence in the
availability of hard currency has raised investor confidence. Although
fuel and electricity subsidies have been reduced, they are still substan-
tial. Progress on improvements in investment and bankruptcy laws has
been slow. Weak institutional capacity and stiff opposition from interest
groups continue to block needed economic reforms.
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BACKGROUND: In 2011, the army deposed longtime President Hosni Mubarak amid the Arab Spring
protests. The ensuing political instability led to the election of a new parliament and president, recurring
street demonstrations, and an army coup that ousted Mubarak’s unpopular successor, Mohamed Morsi of
the Muslim Brotherhood’s Freedom and Justice Party, in 2013. Under a new constitution, President Abdel
Fattah el-Sisi was elected to a four-year term in 2014 and reelected in 2018. Most economic activity takes
place in the highly fertile Nile Valley. Despite sporadic terrorist attacks, the vital tourism industry has
rebounded, but economic growth continues to lag, and Cairo has become more dependent on aid from
Saudi Arabia and international financial institutions.
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Property rights are recognized, but legal com-
plexity often causes enforcement to be delayed.
The rule of law remains unstable because of the
judicial system’s increasing politicization under the
authoritarian government. Corruption is pervasive
at all levels of government, and official mechanisms
for investigating and punishing it are very weak.
Approximately half of the population surveyed
reported paying a bribe in 2017.
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Ongoing regulatory reforms have made starting a
business less time-consuming, but registering prop-
erty has become more expensive. In the absence

of a well-functioning labor market, informal labor
activity persists in many sectors. The government
continues to reduce electricity subsidies and plans
to suspend all petroleum product subsidies by 2019
in an effort to control the debt.
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The top individual income tax rates is 25 percent,
and the top corporate income tax rate is 23 percent.
Other taxes include property and general sales
taxes. The overall tax burden equals 18.0 percent of
total domestic income. Over the past three years,
government spending has amounted to 32.6 percent
of the country’s output (GDP), and budget deficits
have averaged 11.0 percent of GDP. Public debt is
equivalent to 103.3 percent of GDP.
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The combined value of exports and imports is equal
to 44.8 percent of GDP. The average applied tariff
rate is 6.6 percent. As of June 30, 2018, according
to the WTO, Egypt had 156 nontariff measures in
force. Foreign investment in several sectors of the
economy is restricted, and numerous state-owned
enterprises distort the economy. About 40 percent
of adult Egyptians have access to an account with a
formal banking institution.

The Heritage Foundation | heritage.org/Index 177



EL SALVADOR

| Salvador’s economic freedom score is 61.8, making its economy
the 84th freest in the 2019 /ndex. Its overall score has decreased by
1.4 points, with declines in judicial effectiveness, trade freedom, and
investment freedom far outweighing an increase in fiscal health. E|
Salvador is ranked 17th among 32 countries in the Americas region, and
WORLD RANK: | REGIONAL RANK: its overall score is slightly above the regional and world averages.

84 17 Economic freedom has declined steadily in El Salvador after almost a
decade of statism. The Sdnchez Cerén government has made some reg-
ulatory improvements, most notably by cutting red tape in tax payment
and compliance systems, but cumbersome bureaucracy and institutional
weaknesses continue to slow development. Improving the business
climate will be a challenge for the next government, especially in light of
fiscal pressures for tax increases. Judicial independence and the rule of
law have eroded in recent years.
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BACKGROUND: After its 12-year civil war ended in 1992, El Salvador enjoyed strong economic growth under
pro-market, center-right National Republican Alliance (ARENA) presidents. Since 2009, leftist Farabundo
Marti National Liberation Front (FMLN) governments have increased the state’s role in the economy. ARENA
regained a plurality in the legislature in 2012, and presidential elections are scheduled for February 2019.
Outgoing FMLN President Salvador Sdnchez Cerén leaves a legacy of anemic economic growth; weak govern-
ment effectiveness; and a surge in violence, homicides, and drug trafficking. The economy relies on exports of
coffee, sugar, textiles and apparel, gold, ethanol, chemicals, electricity, and intermediate manufactured goods.
Remittances account for nearly one-fifth of GDP, and one-third of the population lives below the poverty line.
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Property rights are not strongly respected, and
enforcement efforts are uneven. No single natural or
legal person can own more than 605 acres of land.
The judicial system is so slow, costly, and riddled
with corruption that it undermines public trust and
the rule of law. Narco-related corruption remains

a serious problem, bribery and off-the-books
payments are common, and anticorruption laws

are weak.

REGULATORY EFFICIENCY

(-1.0) (+0.2) (-0.8)

100 —

80 —
70 —
60 —

50 —

Monetary
Freedom

Business Labor

Freedom Freedom

Despite some progress, regulations are enforced
inconsistently. The inefficient labor market lacks
flexibility, and imbalances persist in the demand for
and supply of skilled workers. Less than 30 percent
of Salvadorans work in the formal economy. Govern-
ment-imposed price controls on a range of goods
and services contributed to a fiscal deficit of about
2.2 percent of GDP in 2018.
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The top personal income and corporate tax rates are
30 percent. Other taxes include value-added and
excise taxes. The overall tax burden equals 19.7 per-
cent of total domestic income. Over the past three
years, government spending has amounted to 21.4
percent of the country’s output (GDP), and budget
deficits have averaged 2.6 percent of GDP. Public
debt is equivalent to 59.3 percent of GDP.
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The combined value of exports and imports is equal
to 72.5 percent of GDP. The average applied tariff
rate is 1.8 percent. As of June 30, 2018, according to
the WTO, El Salvador had seven nontariff measures
in force. In general, foreign and domestic investors
are treated equally, and there is no screening of
foreign investment. Banking is highly concentrated,
and four private banks account for over 70 percent
of total assets.
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EQUATORIAL GUINEA

E quatorial Guinea’s economic freedom score is 41.0, making its
economy the 174th freest in the 2019 /ndex. Its overall score has
decreased by 1.0 point, with sharp drops in government integrity and
business freedom outweighing an increase in the score for government
spending. Equatorial Guinea is ranked 44th among 47 countries in

the Sub-Saharan Africa region, and its overall score is well below the
WORLD RANK: | REGIONAL RANK: regional and world averages.

Declining proven reserves and production of oil, the major economic
driver during the hydrocarbons boom years, have reduced the govern-
ECONOMIC FREEDOM STATUS: ment’s ability to use debt-financed investment to support growth. Devel-

REPRESSED opment is uneven, and poverty remains daunting. Persistent institutional
weaknesses impede private-sector development. The rule of law is weak.
Pervasive corruption and onerous regulations are major hurdles for
foreign and domestic investment. The government has been criticized
for lack of transparency in its use and misuse of oil revenues.
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BACKGROUND: Equatorial Guinea gained independence from Spain in 1968. President Teodoro Obiang
seized power in a 1979 coup and won reelection to another seven-year term in 2016 with 93 percent of the
vote. The opposition protested the result as fraudulent. The ruling party controls 99 of 100 parliamentary
seats. In 2018, the Supreme Court approved the dissolution of the main opposition party and 30-year
prison sentences for nearly two dozen opposition members; Obiang later declared a total amnesty for
political prisoners. Equatorial Guinea was once one of Africa’s fastest-growing economies and sub-Saharan
Africa’s third-largest oil producer, but its economy is now in decline. In 2017, Obiang’s son (and vice presi-
dent) Teodorin was convicted in absentia of corruption-related charges in France.
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Property rights are enforced selectively, and the
government can seize land with little or no due
process. The judicial system is not independent, as
the president is also the chief magistrate. Graft and
nepotism are rampant. Foreign companies must
guard against the taint of money laundering that
often occurs through cross-border currency transac-
tions and illegal international cash transfers by local
companies or corrupt individuals.
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Persistent regulatory shortcomings impede devel-
opment of a more vibrant private sector. Cumber-
some procedures and high compliance costs slow
licensing and make starting a business more difficult.
Existing labor regulations are outmoded and create
challenging barriers to hiring. The government
continues efforts to stabilize fiscally by reducing fuel
subsidies but has increased other public spending.
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The top personal income and corporate tax rates

are 35 percent. Other taxes include value-added and
inheritance taxes. The overall tax burden equals 20.4
percent of total domestic income. Over the past
three years, government spending has amounted

to 32.8 percent of the country’s output (GDP), and
budget deficits have averaged 10.4 percent of GDP.
Public debt is equivalent to 42.7 percent of GDP.
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The combined value of exports and imports is

equal to 94.4 percent of GDP. The average applied
tariff rate is 15.6 percent. Pervasive corruption and
onerous regulations are impediments to foreign and
domestic investment in Equatorial Guinea. Credit
costs are high, and access to financing is limited. The
government controls long-term lending through the
state-owned development bank.
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ERITREA

‘-\ E ritrea’s economic freedom score is 38.9, making its economy the
177th freest in the 2019 /ndex. Its overall score has decreased

by 2.8 points, with a steep plunge in business freedom completely

WORLD RANK: | REGIONAL RANK: overwhelming increases in scores for judicial effectiveness and labor

freedom. Eritrea is ranked 47th among 47 countries in the Sub-Saha-

ran Africa region, and its overall score is well below the regional and

world averages.

ECONOMIC FREEDOM STATUS:

REPRESSED Eritrea remains one of the world’s most difficult places to do business.
Poor governance and lack of commitment to reform hamper economic
freedom and drive many Eritreans into the informal sector. Misman-
agement of public finances, underdeveloped legal and regulatory
frameworks, and structural anomalies severely undermine private-sector
development and impede productivity growth, dynamism, and overall
economic growth. Monetary stability remains fragile, and inflation is very
high, largely reflecting excessive money creation to fund fiscal deficits.
Enforcement of property rights is marginal, and the rule of law is weak.
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BACKGROUND: Ethiopia’s annexation of Eritrea as a province sparked a violent 30-year struggle for inde-
pendence that ended in 1991 with Eritrean rebels defeating government forces. The autocratic and repres-
sive rule of Isaias Afewerki has created a rigidly militarized society. Mandatory conscription can be for
indefinite periods. Eritrea and Ethiopia normalized relations in 2018, but Eritrea remains under U.N. sanc-
tions for allegedly supporting armed groups in the Horn of Africa, for occupying disputed territory of Dji-
bouti, and for violating sanctions against North Korea. The government has expanded military-owned and
party-owned businesses to complete the president’s development agenda. Copper and gold are important
exports, but military spending drains resources needed for the construction of public infrastructure.
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All land is considered state-owned, and property
rights are nearly nonexistent. The little private prop-
erty that does exist can be expropriated without due
process or compensation. The politicized judiciary

is understaffed, underfunded, and unprofessional.
The autocratic one-party state, widely considered

to be one of the world’s most repressive, is ruled

by the president and his inner circle. Corruption is a
major problem.
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The regulatory regime is not conducive to entre-
preneurial activity, and procedures for running a
business are opague and costly. Greater delays in
completing certain procedures have made it harder
to start a business. The vast majority of the popula-
tion is involved in subsistence agriculture, and formal
employment is rare. Monetary stability is weak, and
subsidies and price controls are core features of the
command economy.
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The top personal income and corporate tax rates are
30 percent. The overall tax burden equals 8.0 per-
cent of total domestic income. Over the past three
years, government spending has amounted to 29.5
percent of the country’s output (GDP), and budget
deficits have averaged 14.7 percent of GDP. Public
debt is equivalent to 131.2 percent of GDP.
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The combined value of exports and imports is equal
to 37.5 percent of GDP. The average applied tariff
rate is 5.4 percent. Foreign investment in several
sectors of the economy is restricted, and state-
owned enterprises distort markets. Eritrea’s financial
system remains very underdeveloped. Capital
markets are nonexistent, and long-term financing is
hard to obtain.
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ESTONIA

E stonia’s economic freedom score is 76.6, making its economy the
15th freest in the 2019 /ndex. Its overall score has decreased by 2.2
points, with significant drops in scores for financial freedom, judicial

WORLD RANK: | REGIONAL RANK: effectiveness, and monetary freedom outweighing a small gain in labor
15 7 freedom. Estonia is ranked 7th among 44 countries in the Europe region,
and its overall score is above the regional and world averages.
ECONOMIC FREEDOM STATUS: The current government continues to pursue its predecessors’ free-mar-
MOSTLY FREE ket, pro-business economic agenda and sound fiscal policies, which

have led to balanced budgets, low public debt, and greater economic
freedom. The rule of law is strongly buttressed and enforced by an
independent and efficient judicial system, but a massive money-launder-
ing scheme has eroded confidence in the banking sector. A simplified
tax system with flat rates and low indirect taxation, openness to foreign
investment, and a liberal trade regime support a resilient and well-func-
tioning economy. Management of public finance has been notably
prudent and sound.
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BACKGROUND: Estonia, independent since 1991, is a stable multiparty democracy. It joined NATO and

the European Union in 2004 and the Organisation for Economic Co-operation and Development in 2010.
In 2011, it became the first former Soviet state to adopt the euro. In 2014, the government began issuing
“E-Residency” status to noncitizens to facilitate business. JUri Ratas, leader of the left-leaning Centre Party,
became prime minister in 2016 after his party’s coalition in parliament narrowly defeated the center-right,
pro-market Reform Party of former Prime Minister Taavi Réivas. The economy relies on robust electronics
and telecommunications sectors and strong regional trade ties. The government is upgrading border secu-
rity infrastructure along its nearly 183-mile land boundary with Russia.
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Property rights and contracts are recognized, secure,
and well enforced. Expropriations are permitted for
the public interest, and compensation is provided
based on market value. Commercial codes are
applied consistently. The judiciary is independent and
well insulated from political influence. Mechanisms to
investigate and punish abuse and isolated incidents
of corruption are effective. High levels of integrity and
transparency characterize most public institutions.
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The business start-up process is straightforward, and
the cost of completing licensing requirements has
been substantially reduced. Enhancing labor pro-
ductivity and employment growth has been a key
goal in ongoing efforts to reform the labor market.
Estonia continues to subsidize energy and transpor-
tation heavily and is fighting the EU’s proposal to
reduce post-Brexit subsidy spending.
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The top personal income and corporate tax rates

are 20 percent. Undistributed profits are not taxed.
Other taxes include value-added and excise taxes.
The overall tax burden equals 34.7 percent of

total domestic income. Over the past three years,
government spending has amounted to 40.4 percent
of the country’s output (GDP), and budget deficits
have averaged 0.1 percent of GDP. Public debt is
equivalent to 8.8 percent of GDP.
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The combined value of exports and imports is equal
to 151.6 percent of GDP. Estonia implements a num-
ber of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and quotas. The average applied tariff rate is 2.0
percent. Estonia is very open to foreign investment.
Exposure of a massive money-laundering scheme
involving Russian assets has seriously undermined
confidence in the banking sector.
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ESWATINI

WORLD RANK: REGIONAL RANK: E

swatini’s economic freedom score is 54.7, making its economy the
132nd freest in the 2019 /ndex. Its overall score has decreased by
1.2 points, with plunging scores for fiscal health and property rights
ECONOMIC FREEDOM STATUS: overwhelming increases in government integrity, trade freedom, and
MOSTLY UNFREE judicial effectiveness. Eswatini is ranked 23rd among 47 countries in the
Sub-Saharan Africa region, and its overall score is just above the regional
average but below the world average.

@ Popular discontent with chronic mismanagement of public finances,
abysmal labor conditions, and resistance by the elites to demands for
democratic reform were not mitigated by the king’s unilateral decision
to change the country’s name. Eswatini needs structural reforms to
improve infrastructure, boost agricultural productivity, and increase eco-
nomic diversification to attract investment. Bureaucratic inefficiency and
corruption affect many aspects of the economy. Judicial enforcement of
contracts and property rights is vulnerable to political interference.
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BACKGROUND: Eswatini (formerly Swaziland) gained independence from the United Kingdom in 1968.
King Mswati lll, who changed the country’s name in April 2018, is Africa’s last absolute monarch. Political
parties are banned, and rights groups accuse the government of imprisoning journalists and pro-democ-
racy activists. Chiefs loyal to the king pick parliamentary candidates, and international observers declared
the 2018 elections to be not credible. Eswatini has the world’s highest HIV/AIDS rate, but the rate of new
infections has declined. The country depends on South Africa for the vast majority of its trade. Approxi-
mately 70 percent of the population works in subsistence agriculture, and unemployment is high. Manufac-
turing was diversified in the 1980s and 1990s but has grown little in the past decade.

186 2019 Index of Economic Freedom



RULE OF LAW

(-13.6) (+7.6) (+8.1)

100 —

80 —
70 —
60 —

50 —

Judicial
Effectiveness

Government
Integrity

Property
Rights

The right to own property is protected by law, but
most Swazis reside on Swazi Nation Land that is
not covered by this constitutional protection. The
constitution provides for an independent judiciary,
but the king’s absolute power to appoint judges
limits judicial independence. Corruption is a major
problem. The legal and regulatory environments are
underdeveloped, opaque, and inconsistent.
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Saddled with an inefficient regulatory environ-
ment, Eswatini’s private sector faces considerable
challenges. Various regulatory requirements
increase the cost of carrying out sustainable
entrepreneurial activity, undercutting development
of dynamic private activity. A formal labor market
has not been fully developed. Although the IMF has
recommended reductions in subsidies and transfers,
significant economic reform appears unlikely.
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The top individual income tax rate is 33 percent, and
the top corporate tax rate is 28 percent. Other taxes
include fuel and sales taxes. The overall tax burden
equals 25.5 percent of total domestic income. Over
the past three years, government spending has
amounted to 33.9 percent of the country’s output
(GDP), and budget deficits have averaged 7.6
percent of GDP. Public debt is equivalent to 29.2
percent of GDP.
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The combined value of exports and imports is equal
to 102.2 percent of GDP. The average applied tariff
rate is 1.2 percent, but nontariff barriers persist and
deter development of more dynamic trade activity.
Foreign investment is screened, and state-owned
enterprises distort the economy. Overall supervision
of Eswatini’s banking sector is weak, and the sector
remains subject to government influence.
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ETHIOPIA

E thiopia’s economic freedom score is 53.6, making its economy the
137th freest in the 2019 /ndex. Its overall score has increased by 0.8
point, with significant increases in scores for business freedom and
labor freedom outpacing a decline in monetary freedom. Ethiopia is
ranked 26th among 47 countries in the Sub-Saharan Africa region, and
WORIDRANYE || RECICIYALRANE its overall score is below the regional and world averages.

The prime minister is encouraging greater private-sector involvement to
support the government’s plan to transform Ethiopia from an agricul-
NEICSNSO'T'Ilc_iEEng&TUES:E ?rL;re-based economy into a man_ufacturing hub, a plan that hiqges or_\
proved transport and energy infrastructure and greater agricultur

al-sector productivity. To achieve these goals, reforms are needed to
improve the burdensome and opaque business and investment regime.
The poor quality and efficiency of government services are made worse
by weak rule of law and pervasive corruption. State distortions in prices
and interest rates undermine monetary stability.
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BACKGROUND: A military junta deposed Emperor Haile Selassie in 1974 and created a socialist state. The
Ethiopian People’s Revolutionary Democratic Front (EPRDF) overthrew the junta in 1991 and established a
repressive one-party state. Protests by Ethiopia’s marginalized Oromo tribe led in April 2018 to the surprise
ascension of Prime Minister Abiy Ahmed, who released political prisoners and launched ambitious reforms
to increase the role of women in government, partially privatize state-owned enterprises, and seek rap-
prochement with longtime rival Eritrea. Tensions over Ethiopia’s almost-completed Nile River dam eased
after a water-sharing agreement was concluded with Egypt and Sudan. The economy’s strong growth has
reduced poverty.
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Ownership of all land remains in the hands of the
state, with use rights granted to landholders. The
judiciary is officially independent, but its judgments
rarely deviate from government policy. Government
officials and state institutions reportedly enjoy
preferential access to credit, land leases, and jobs.
Corruption and bribery remain significant problems,
although the new prime minister has a reform-

ist agenda.

REGULATORY EFFICIENCY
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Ethiopia has made starting a business easier by
removing the requirement to open a bank account
for company registration and eliminating the paid-in
minimum capital requirement. The underdeveloped
labor market hinders employment growth, trapping
much of the labor force in the informal economy.
The government intends to reform fuel subsidies
but also has offered tax breaks and subsidies to
foreign investors.
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The top individual income tax rate is 35 percent,
and the top corporate tax rate is 30 percent. Other
taxes include value-added and capital gains taxes.
The overall tax burden equals 12.4 percent of

total domestic income. Over the past three years,
government spending has amounted to 17.9 percent
of the country’s output (GDP), and budget deficits
have averaged 2.6 percent of GDP. Public debt is
equivalent to 56.2 percent of GDP.
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The combined value of exports and imports is equal
to 31.5 percent of GDP. The average applied tariff
rate is 12.1 percent. Ethiopia is not a member of the
World Trade Organization. The state has allowed
the private sector to participate in banking, but it
restricts foreign ownership. About 38 percent of
adult Ethiopians have access to an account with a
formal banking institution.
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FlJi

iji’s economic freedom score is 62.2, making its economy the 81st

freest in the 2019 /ndex. Its overall score has increased by 0.2 point,
with a spike in fiscal health exceeding a sharp drop for government
integrity and a lower score for trade freedom. Fiji is ranked 18th among
43 countries in the Asia-Pacific region, and its overall score is just above
the regional and world averages.

After a series of cyclones in the past few years that caused widespread

WORLD RANK: | REGIONAL RANK: damage to housing, infrastructure, and crops, the government’s goal
81 18 is to develop Fiji's physical infrastructure both to improve resilience to
tropical storms and to support economic growth. The cost of recon-
ECONOMIC FREEDOM STATUS: struction has weighed heavily on public finances. Recovery is further
MODERATELY FREE hampered by underperforming institutions, structural and policy

weaknesses, and weak rule of law. To enhance regulatory efficiency, the
government has implemented a series of pro-business reforms.
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BACKGROUND: The former British colony of Fiji gained independence in 1970. Military strongman Com-
modore Frank Bainimarama has ruled the Pacific island nation for more than a decade, and his FijiFirst
party retained its parliamentary majority in November 2018 elections. There is a long history of ethnic
tension between the indigenous, mostly Christian population and a large minority of Hindu and Muslim
Indo-Fijians. Sanctions imposed in 2006 by Fiji’'s main trading partners, including the European Union and
Australia, in reaction to the coup that installed Bainimarama hurt vital agriculture, apparel, and fishing
industries. The sanctions were lifted after Bainimarama was elected prime minister in 2014. Fiji’'s economy
relies heavily on tourism, remittances, and the sugar industry.
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Protection of property is highly uncertain. Obtaining
land titles is difficult and time-consuming. Consti-
tutional provisions meant to improve the quality
and protection of land leases have unintentionally
weakened the legal structure surrounding leases.
The judiciary is constitutionally independent but
subject to executive influence, and the constitution
restricts the jurisdiction of the courts. Enforcement
of anticorruption statutes is ineffective.
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Despite some progress, procedures for establishing
and running a private enterprise are still time-con-
suming and costly. Businesses in Fiji must cope with
increasing bureaucratic interference and a complex
land ownership system. Labor regulations remain
rigid, and an efficient labor market has not been
developed. The government has increased sugar-
cane subsidies and launched a program to subsidize
electronic transactions.

— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES
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The top individual income tax rate is 29 percent,

and the top corporate tax rate is 20 percent. Other
taxes include value-added and land sales taxes.

The overall tax burden equals 25.5 percent of

total domestic income. Over the past three years,
government spending has amounted to 30.7 percent
of the country’s output (GDP), and budget deficits
have averaged 2.9 percent of GDP. Public debt is
equivalent to 46.6 percent of GDP.
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The combined value of exports and imports is equal
to 78.0 percent of GDP. The average applied tariff
rate is 11.1 percent. Foreign investment is screened,
and investment in land is restricted. State-owned
enterprises distort the economy. The government

of Fiji has withdrawn from commercial banking, and
foreign participation is significant. Foreign exchange
controls have been eased.
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FINLAND

F inland’s economic freedom score is 74.9, making its economy the
20th freest in the 2019 /ndex. Its overall score has increased by 0.8
WORIDRANK T IRECIONATR ANK, point, with higher scores for fiscal health and government spending
outpacing small declines in judicial effectiveness and monetary free-
20 11 dom. Finland is ranked 11th among 44 countries in the Europe region,
and its overall score is above the regional and world averages.

ECONOMIC FREEDOM STATUS:
MOSTLY FREE The government must maintain fiscal sustainability as public finances

come under increasing pressure from a rapidly aging population,

reduce high labor costs, boost productivity in traditional industries,

and increase demand for exports. The quality of the legal framework

is among the world’s highest, providing effective protection of prop-
erty rights. The rule of law is well maintained, and a strong tradition of
minimum tolerance for corruption continues. Absent extraordinarily high
levels of government spending, Finland would likely rank among the
world’s 10 freest economies.

ECONOMIC FREEDOM SCORE
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BACKGROUND: Formerly part of Sweden and later the Russian Empire, Finland gained independence

in 1917, joined the European Union in 1995, and adopted the euro in 1999. Prime Minister Juha Sipila of

the Center Party formed a coalition in 2017 with the center-right National Coalition Party and the newly
formed and conservative Blue Reform party. President Sauli Niinistd of the National Coalition Party won a
second term in 2018. The export-led economy is centered on manufacturing, principally in the wood, met-
als, telecommunications, and electronics industries, and has enjoyed steady growth. Heavily dependent on
Russian energy, Finland cut tariffs on Russian electricity imports in June 2018 and has approved construc-
tion of the controversial Nord Stream Il pipeline inside its exclusive economic zone.
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Finland maintains one of the world’s strongest
property rights protection regimes and adheres to
many international agreements that aim to protect
intellectual property. Contractual agreements are
strictly honored. The quality of the judiciary is gen-
erally high. Corruption is not a significant problem in
Finland, which was ranked 3rd out of 180 countries
surveyed in Transparency International’s 2017 Cor-
ruption Perceptions Index.
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Finland’s efficient business framework facilitates
robust innovation and growth in productivity. In
2017, Finland increased the maximum length of

the probationary period for permanent employees.
The government also recently took some actions
aimed at making unemployment less attractive. The
EU has increased subsidies to Finland while the
government considers reforms in its green-energy
subsidy program.

— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES
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The top personal income tax rate is 31.25 percent,
and the top corporate tax rate is 20 percent. Other
taxes include value-added and capital income

taxes. The overall tax burden equals 44.1 percent of
total domestic income. Over the past three years,
government spending has amounted to 55.6 percent
of the country’s output (GDP), and budget deficits
have averaged 2.0 percent of GDP. Public debt is
equivalent to 61.4 percent of GDP.
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The combined value of exports and imports is equal
to 76.7 percent of GDP. Finland implements a num-
ber of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and quotas. The average applied tariff rate is 2.0
percent. Finland welcomes foreign investment. The
financial sector, with sound regulations, provides a
wide range of services.
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FRANCE

F rance’s economic freedom score is 63.8, making its economy the
71st freest in the 2019 /ndex. Its overall score has decreased by 0.1
point, with a sharp drop in the score for judicial effectiveness exceed-
WEIIDRRES || (AL TS ing improvements in fiscal health and government integrity. France is
71 35 ranked 35th among 44 countries in the Europe region, and its overall
score is below the regional average but above the world average.

ECONOMIC FREEDOM STATUS: . ) ) .

The main policy challenges in France are to boost economic growth;
MODERATELY FREE . : :

lower high unemployment (especially among youth); increase compet-
itiveness; improve public finances; and mitigate foreign investors’ neg-
ative views of the labor market. To do so, the government will have to
rely on traditionally resilient French entrepreneurs and such institutional
strengths as strong protection of property rights and a fairly efficient
regulatory regime. Government spending accounts for more than half
of total domestic output. The budget has been chronically in deficit and
will have to be cut.
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BACKGROUND: France is one of the world’s most modern countries and sees itself as a leader among
European nations. President Emmanuel Macron, founder of the center-left La République en Marche (REM)
and elected in 2017, is France’s youngest president since the establishment of the Fifth Republic. His
party’s coalition won a majority of seats in 2017 parliamentary elections that were marked by a record-low
turnout. French troops have been deployed to patrol city streets after a series of horrific terrorist attacks
by Islamist militants. France’s diversified economy is led by tourism, manufacturing, and pharmaceuticals.
The government has partially or fully privatized many large companies but maintains a strong presence in
such sectors as power, public transport, and defense.
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Property rights and contract enforcement are secure,
although real estate regulation is complex and ineffi-
cient. France has robust laws protecting intellectual
property rights. An independent judiciary and the
rule of law are firmly established. The government
actively promotes a strong anticorruption legal
framework, but corruption remains a problem in
such sectors as public works, defense, and wherever
business and politics overlap.
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The overall regulatory framework remains relatively
efficient, but the labor market is burdened with
rigid regulations and lacks the capacity to generate
more vibrant employment growth. The government
maintains an extensive system of subsidies and
price controls, especially for agriculture and clean
energy, and opposes moves to reduce EU Common
Agricultural Program subsidies.
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The top individual income tax rate is 45 percent, and
the top corporate tax rate is 33 percent. Other taxes
include a value-added tax. The overall tax burden
equals 45.3 percent of total domestic income. Over
the past three years, government spending has
amounted to 56.6 percent of the country’s output
(GDP), and budget deficits have averaged 3.2
percent of GDP. Public debt is equivalent to 97.0
percent of GDP.
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The combined value of exports and imports is equal
to 62.9 percent of GDP. The average applied tariff
rate is 2.0 percent. France implements a number of
EU-directed nontariff trade barriers including techni-
cal and product-specific regulations, subsidies, and
quotas. Investment in some sectors is restricted. The
banking sector is mostly in private hands, but the
state still owns several important institutions.
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GABON

G abon’s economic freedom score is 56.3, making its economy the
N8th freest in the 2019 /ndex. Its overall score has decreased by
1.7 points, with sharp drops in fiscal health, trade freedom, and labor
* freedom outweighing modestly higher scores for judicial effectiveness
and government integrity. Gabon is ranked 17th among 47 countries in
the Sub-Saharan Africa region, and its overall score is above the regional
average but below the world average.

WORLD RANK: | REGIONAL RANK:
118 17 The government knows it must rebuild financial buffers that were eroded
during the global oil price slump. This year’s lower economic freedom
scores, however, reflect pressure from an unhappy public to maintain
unsustainable levels of subsidies. Major structural reforms, such as
an overhaul of the tax system, are needed to promote diversification,
improve the business climate, and generate economic growth. The regu-
latory structure remains highly bureaucratic, and the rule of law is weak.

ECONOMIC FREEDOM STATUS:
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BACKGROUND: Gabon gained independence from France in 1960 and was ruled by Omar Bongo for more
than 40 years until his son, Ali Bongo Ondimba, became president in 2009. Opposition leaders accused
the Bongo family of electoral fraud to ensure dynastic succession. After Bongo secured his second
seven-year term in disputed 2016 elections, the government cracked down on the political opposition. In
2018, the parliament passed constitutional changes that critics say centralized executive power. Despite
abundant natural wealth, poor fiscal management and overreliance on oil have stifled the economy. Power
cuts and water shortages are frequent. Gabon has one of Africa’s highest average per capita incomes, but
oil wealth is held by few, and most Gabonese are poor.
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Protection of property rights is weak, and contracts
are not strongly enforced. The judiciary is inefficient
and not independent. The law is not applied consis-
tently, and bureaucratic delays often undermine the
delivery of justice. Dispute resolution takes nearly
three years on average. Anticorruption laws are not
enforced, and bribery is widespread in commerce
and business and particularly in the energy sector.
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The regulatory framework still confronts potential
entrepreneurs with significant bureaucratic and pro-
cedural hurdles. Labor regulations are outdated and
applied inconsistently. The government has slowed
IMF-recommended efforts to reduce spending and
subsidies. It continues to influence prices through
subsidies to state-owned enterprises and direct
control of the prices of other products.
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The top individual income tax rate is 35 percent, and
the top corporate tax rate is 30 percent. Other taxes
include a value-added tax. The overall tax burden
equals 17.3 percent of total domestic income. Over
the past three years, government spending has
amounted to 21.1 percent of the country’s output
(GDP), and budget deficits have averaged 2.6 per-
cent of GDP. Public debt is equivalent to 61.1 percent
of GDP.
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The combined value of exports and imports is equal
to 70.5 percent of GDP. The average applied tariff
rate is 16.9 percent. As of June 30, 2018, according
to the WTO, Gabon had two nontariff measures in
force. The government screens foreign investment,
and investment is discouraged by inefficient regula-
tory regimes. The underdeveloped financial sector
remains state-controlled. Credit costs are high, and
access to financing is scarce.
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THE GAMBIA

@ he Gambia’s economic freedom score is 52.4, making its economy

the 146th freest in the 2019 /ndex. Its overall score has increased by
0.1 point, with gains in scores for government integrity, judicial effec-
tiveness, and labor freedom exceeding losses on government spending,
investment freedom, and trade freedom. The Gambia is ranked 30th
WORLD RANK: | REGIONAL RANK: among 47 countries in the Sub-Saharan Africa region, and its overall
score is below the regional and world averages.

The economic revival sparked by transition to democratic rule has been
reflected in higher agricultural output, recovery in trade and tourism,
strengthened investor interest, and a resumption of aid inflows. After
decades of economic mismanagement, new policy initiatives such as
regulatory reform, lower corporate taxes, and easing access to land

are planned with the aim of rebuilding investor confidence. Pervasive
corruption has been a critical problem, and weak protection of property
rights has undermined the rule of law.

ECONOMIC FREEDOM STATUS:
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BACKGROUND: Geographically surrounded by Senegal, The Gambia gained independence from the
United Kingdom in 1965. Longtime dictator Yahya Jammeh took power in 1994 and won a fourth term in
2011 in flawed elections. Adama Barrow defeated Jammeh in the 2016 presidential election. After Jammeh
refused to step down, Economic Community of West African States (ECOWAS) member countries inter-
vened militarily early in 2017 and forced him to leave the country. ECOWAS later extended the mandate of
its approximately 500 troops remaining in The Gambia for another year. The new government is courting
Chinese investment and has signed a duty-free trade agreement with China. Revenue depends heavily on
peanut exports, leaving the economy vulnerable to price fluctuations and market shocks.

198 2019 Index of Economic Freedom



— — WORLD AVERAGE | ONE-YEAR SCORE CHANGE IN PARENTHESES

12 ECONOMIC FREEDOMS | THE GAMBIA
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Protection of property rights is weak. Multiple over-
lapping land tenure systems are complex and lead
to inadequate enforcement of titles. Historically, the
judiciary has suffered from executive interference,
but the Barrow administration has taken steps to
restore judicial independence. The judicial system
recognizes customary law and Sharia (Islamic law).
Anticorruption laws are ineffective, and legal institu-
tions are not yet fully developed.
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Regulatory inefficiency continues to hamper the
business environment. Chronically high unem-
ployment and underemployment persist in the
inefficient labor market. The large financial deficits
of the state-owned National Water and Electricity
Company (NAWEC) and other public enterprises are
a particularly acute problem. Growing debt leaves
little room to stimulate economic growth.
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The top personal income tax rate is 35 percent, and
the top corporate tax rate is 32 percent. Other taxes
include capital gains and sales taxes. The overall tax
burden equals 17.9 percent of total domestic income.
Over the past three years, government spending

has amounted to 31.3 percent of the country’s
output (GDP), and budget deficits have averaged

7.3 percent of GDP. Public debt is equivalent to 123.2
percent of GDP.
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The combined value of exports and imports is equal
to 60.8 percent of GDP. The average applied tariff
rate is 14.2 percent. As of June 30, 2018, according
to the WTO, The Gambia had one nontariff measure
in force. Foreign and domestic investors are gen-
erally treated equally under the law. Credit to the
private sector has increased, but the overall banking
and financial system remains underdeveloped. There
is no stock exchange.
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GEORGIA

G eorgia’s economic freedom score is 75.9, making its economy the
16th freest in the 2019 /ndex. Its overall score has decreased by
WORLD RANK: | REGIONAL RANK: 0.3 point, with a sharp drop in judicial effectiveness and lower scores
16 8 on government integrity and monetary freedom exceeding a big
gain in financial freedom. Georgia is ranked 8th among 44 countries
in the Europe region, and its overall score is above the regional and
ECONOMIC FREEDOM STATUS: world averages.

MOSTLY FREE

Since the 2003 “Rose Revolution,” reforms by successive administra-
tions have reduced petty corruption, cut regulation, simplified taxes,
opened markets, and developed transport and energy infrastructure.
The government hopes that further reductions in regulation, taxes, and
corruption will attract foreign investment and stimulate growth. Its
maintenance of monetary stability and overall sound fiscal health has
fostered macroeconomic resilience. Nonetheless, deeper and more rapid
institutional reforms to enhance judicial independence and effectiveness
are still needed to ensure dynamic and lasting economic development.
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BACKGROUND: Georgia was forcibly incorporated into the Soviet Union in 1921 and regained its indepen-
dence in 1991. Russia invaded in 2008 and continues to occupy territory in Georgia’s South Ossetia and
Abkhazia regions. In 2018, Prime Minister Giorgi Kvirikashvili resigned, citing disagreements with billionaire
Bidzina Ivanishvili and his Georgian Dream coalition, and was replaced briefly by former Finance Minister
Mamuka Bakhtadze. Salome Zurabishvili of Georgian Dream won a full term in fall 2018 elections. Georgia’s
economy has improved noticeably after years of economic downturn. Agriculture or related industries
employ over half of the workforce. Georgia signed an Association Agreement with the European Union in
2014 and is an official aspirant for NATO membership.
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Property rights are recognized, and the government
has made property registration easier. Only a quarter
of private landowners hold clear title to their prop-
erty. Although the constitution and laws provide for
an independent judiciary, political pressure threatens
impartiality. Georgia has made great progress in
fighting petty corruption, but high-level corruption
by public officials remains a problem.
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Georgia’s economy has maintained strong momen-
tum in liberalizing economic activity. It takes only
two procedures and two days to start a business,
and no minimum capital is required. The nonsalary
cost of hiring a worker is not burdensome, but the
labor market lacks dynamism. The government is
increasing subsidies for green energy and trans-
port projects.
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Tax Government Fiscal
Burden Spending Health

The flat income tax rate is 20 percent, and the flat
corporate tax rate is 15 percent. Other taxes include
value-added and dividends taxes. The overall tax
burden equals 25.8 percent of total domestic
income. Over the past three years, government
spending has amounted to 29.6 percent of the
country’s output (GDP), and budget deficits have
averaged 1.1 percent of GDP. Public debt is equiva-
lent to 44.9 percent of GDP.
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The combined value of exports and imports is equal
to 112.6 percent of GDP. The average applied tariff
rate is 0.7 percent. As of June 30, 2018, according
to the WTO, Georgia had 66 nontariff measures in
force. There are some restrictions on foreign own-
ership of agricultural land. With the banking sector
growing, access to financing has improved. Capital
markets continue to evolve, but the stock exchange
remains small.
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WORLD RANK: | REGIONAL RANK:

ECONOMIC FREEDOM STATUS:

MOSTLY FREE

GERMANY

G ermany’s economic freedom score is 73.5, making its economy the
24th freest in the 2019 /ndex. Its overall score has decreased by
0.7 point, with declines in monetary freedom and business freedom
outpacing an increase in government integrity. Germany is ranked 14th
among 44 countries in the Europe region, and its overall score is above
the regional and world averages.

Business freedom and investment freedom remain strong overall in
Germany. Long-term competitiveness and entrepreneurial growth are
supported by openness to global commerce, well-protected prop-

erty rights, and a sound regulatory environment. The current political
coalition agreement suggests that a slight loosening of fiscal policy can
be expected through increased public investment in infrastructure and
digital technologies, greater spending on child care, and implementa-
tion of a lower income tax rate. Government spending on subsidies has
reached record levels.
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BACKGROUND: Germany remains the European Union’s most politically and economically influential mem-
ber nation. Chancellor Angela Merkel has been in office since 2005. After long negotiations, Merkel secured
a fourth term in March 2018 when her centrist Christian Democratic Union and its junior partner, the Bavar-
ia-based conservative Christian Social Union, formed a tenuous coalition with the Social Democratic Party
after failing to secure an outright parliamentary majority in the September 2017 elections. Political tensions
over the issue of migration remain high. Germany’s solid economy, the world’s fourth largest and Europe’s
biggest, is based on exports of high-quality manufactured goods. Plans to build a second natural gas pipe-
line between Russia and Germany have come under fire from the U.S. and other European countries.
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German law fully protects property rights for
German citizens and foreigners. Secured interests

in property, both chattel and real, are recognized
and enforced. Germany boasts a robust regime to
protect intellectual property rights. The judiciary

is independent, and the rule of law prevails. Rare
cases of public corruption occur (for example, in the
construction sector), but corrupt acts are typically
prosecuted and punished.
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The efficient regulatory framework strongly facil-
itates entrepreneurial activity, allowing business
operation to be as dynamic as anywhere else in the
world. The national minimum hourly wage, intro-
duced in 2015, has been increasing. A 2017 regula-
tory change introduced restrictions on temporary
employment. Monetary stability is well maintained.
Subsidies hit an all-time high in 2018, and subsidy
expenditures continue to expand.
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The top personal income tax rate is 47.5 percent
(including a 5.5 percent surcharge). The federal cor-
porate rate is 15.8 percent (effectively above 30 per-
cent with other taxes). The overall tax burden equals
37.6 percent of total domestic income. Over the past
three years, government spending has amounted

to 43.9 percent of the country’s output (GDP), and
budget surpluses have averaged 0.9 percent of GDP.
Public debt is equivalent to 64.1 percent of GDP.
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The combined value of exports and imports is equal
to 86.9 percent of GDP. The average applied tariff
rate is 2.0 percent. Germany implements a number
of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsi-
dies, and quotas. Long-term competitiveness and
investment are supported by openness to global
commerce. The well-functioning and modern finan-
cial sector offers a full range of services.
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GHANA

hana’s economic freedom score is 57.5, making its economy the
109th freest in the 2019 /ndex. Its overall score has increased by 1.5
’ points, with a gain in fiscal health and higher scores for labor freedom
and monetary freedom more than offsetting declines in the tax burden
and business freedom scores. Ghana is ranked 13th among 47 countries
WORLD RANK: | REGIONAL RANK: in the Sub-Saharan Africa region, and its overall score is above the

109 13 regional average but below the world average.

Although it has prioritized industrialization to create jobs and spur
economic growth, the government faces fiscal constraints. The econ-
omy thrived for decades under relatively sound governance and a
competitive business environment, but it has suffered in recent years as
a consequence of loose fiscal policy, high budget and current account
deficits, and a depreciating currency. Heavy-handed regulation, cumber-
some bureaucracy, corruption, and political favoritism undermine overall
competitiveness and dissuade potential entrepreneurs.
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BACKGROUND: Formed from the British colony of Gold Coast and the Togoland trust territory in 1957,
Ghana became the first sub-Saharan country to gain its independence. It has been a stable democracy
since 1992. In 2016, President John Dramani Mahama of the National Democratic Congress lost his bid

for reelection to Nana Akufo-Addo of the New Patriotic Party, marking the third time that the presidency
has changed parties since the return to democracy. Long-running conflict between farmers and herders

in Ghana’s North is escalating, mirroring a trend in other parts of West Africa. A border dispute with Cote
d’lvoire over offshore oil fields continues. Africa’s second-biggest gold producer and second-largest cocoa
producer, Ghana is also rich in diamonds and oil.
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Property rights are recognized and enforced, but
the process to get clear title over land is often
difficult, complicated, and lengthy. Scarce resources
compromise and delay the judicial process, and
poorly paid judges are tempted by bribes. Despite a
robust anticorruption legal framework, enforcement
remains a major challenge, as civil servants are often
bribed with gifts and other gratuities.
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Recent years’ reforms have yielded reductions in

the number of bureaucratic procedures, but the
overall process for establishing and running a private
enterprise is cumbersome. Labor regulations remain
restrictive and outmoded. The government was
forced to end expensive cocoa subsidies in 2018, but
progress in restructuring the debt-ridden, subsidized,
and state-dominated energy sector has slowed.
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The top personal income tax rate has been raised to
35 percent. The top corporate tax rate is 25 percent.
Other taxes include value-added and capital gains
taxes. The overall tax burden equals 16.5 percent of
total domestic income. Over the past three years,
government spending has amounted to 24.5 percent
of the country’s output (GDP), and budget deficits
have averaged 6.4 percent of GDP. Public debt is
equivalent to 71.8 percent of GDP.
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The combined value of exports and imports is equal
to 90.6 percent of GDP. The average applied tariff
rate is 10.8 percent. As of June 30, 2018, according
to the WTO, Ghana had three nontariff measures

in force, but other barriers to trade persist. Foreign
investment in several sectors is restricted. The
financial system has undergone restructuring, and
the supervisory framework is relatively strong. Bank
credit to the private sector has increased.
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GREECE

g G reece’s economic freedom score is 57.7, making its economy the

106th freest in the 2019 /ndex. Its overall score has increased by 0.4
point, with strong improvements in financial freedom and fiscal health
exceeding a significant decline in judicial effectiveness. Greece is ranked
43rd among 44 countries in the Europe region, and its overall score
remains below the regional and world averages.

Despite exiting its latest economic adjustment program in 2018, the
ECOMNOTIIC TREEDOL ST, government is subject to huge policy constraints and faces an enormous
MOSTLY UNFREE level of general government debt. Competitiveness has been severely
eroded. Greece has made progress in restoring macroeconomic stability
and implementing much-needed initial fiscal adjustments, but the public
sector still consumes too much GDP, and a rigid labor market impedes
productivity and job growth. Corruption remains a problem. The econ-
omy is hostage to powerful public unions, and the government’s statist
model undermines entrepreneurs.
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BACKGROUND: Independent from the Ottoman Empire since 1830, Greece joined NATO in 1952 and the
European Union in 1981 and entered the eurozone in 2002. Prime Minister Alexis Tsipras of the Coalition
of the Radical Left (Syriza) forged another coalition government following snap elections in 2015. Greece
exited an eight-year bailout program in August 2018 after a $370 billion international rescue package con-
ditioned on economic reforms and deeply unpopular austerity measures. Economic growth has resumed,
led by shipping and tourism, but unemployment and public debt remain high. Significant Chinese invest-
ment is exemplified by state-owned COSCO’s controlling stake in the port of Piraeus. The government has
alleged Russian interference in negotiations that would permit neighboring Macedonia to join the EU.
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Greek laws extend protection of property rights to
both foreign and Greek nationals, but enforcement
is inadequate because of delays in the judicial
system. Although independent, the judiciary is inef-
ficient, slow, and understaffed. Corruption remains
a problem in Greece. While tax enforcement efforts
have become more robust in recent years, authori-
ties have largely failed to prosecute tax evasion by
economic elites.
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Sporadic efforts to enhance the business environ-
ment have been undermined by insufficient political
commitment. Labor regulations are restrictive, and
the economy lacks labor mobility. The eight-year
Greek debt crisis formally ended in 2018, but

much more progress is needed to privatize heavily
subsidized and loss-making state-owned enterprises
that cover everything from ports to oil-producing
companies and electricity-generation utilities.
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The top personal income tax rate is 42 percent. The
top corporate tax rate is 29 percent. The overall

tax burden equals 38.6 percent of total domestic
income. Over the past three years, government
spending has amounted to 50.6 percent of the
country’s output (GDP), and budget deficits have
averaged 0.8 percent of GDP. Public debt is equiva-
lent to 181.9 percent of GDP.
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The combined value of exports and imports is equal
to 67.5 percent of GDP. The average applied tariff
rate is 2.0 percent. Greece implements a number

of EU-directed nontariff trade barriers including
technical and product-specific regulations, subsidies,
and guotas. Foreign and domestic investors are
generally treated equally, but bureaucratic barriers
may discourage investment. The banking sector has
the highest ratio of bad loans in Europe.
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GUATEMALA

G uatemala’s economic freedom score is 62.6, making its economy
the 77th freest in the 2019 /ndex. Its overall score has decreased
by 0.8 point, with declines in trade freedom and business freedom out-
weighing slight improvements in fiscal health and government spending.
nERLERAE || FEEEAL R Guatemala is ranked 16th among 32 countries in the Americas region,
77 16 and its overall score is just above the regional and world averages.
Although the government has pursued orthodox economic policies to
ECONOMIC FREEDOM STATUS: support growth while preserving macroeconomic stability, economic
MODERATELY FREE development is hindered by a low-skilled workforce, widespread cor-
ruption, a weak institutional framework, poor energy infrastructure, and
fiscal constraints. These major challenges continue to dampen economic
performance and competitiveness, making it even harder to tackle the
fiscal deficit or improve public-sector efficiency. Protection of property
rights is hampered by weak rule of law. Lack of access to long-term
financing is a significant impediment to business development and
job growth.
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BACKGROUND: After a multidecade guerrilla war that killed more than 200,000 ended in 1996, macroeco-
nomic and political reforms attracted foreign investment in Guatemala. Instability spiked anew in 2015, how-
ever, when rightist President Otto Pérez Molina became embroiled in a corruption scandal. He was removed
from office and later imprisoned. Political neophyte Jimmy Morales began a five-year term as president in
2016 but has made little progress on promised improvements in health care, education, and security. In 2018,
Congress extended immunity to Morales to shield him from investigation by the U.N.-backed International
Commission Against Impunity in Guatemala (CICIG). More than half of Guatemala’s population lives below
the national poverty line. Corruption and narco-related violence continue to impede economic development.
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Property rights are defined in statutes, but protect-
ing them is difficult. When rightful ownership is in
dispute, it can be almost impossible to obtain and
subsequently enforce eviction notices. The judiciary
is hobbled by corruption, inefficiency, capacity
shortages, and the intimidation of judges and prose-
cutors. Widespread corruption and mismanagement
persist, especially in the customs and tax agencies.
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Bureaucratic hurdles, including lengthy processes
for launching a business and obtaining necessary
permits, continue to undermine overall business
freedom. High-level corruption remains a problem.
Outmoded labor regulations are rigid. A large
portion of the workforce is employed in the informal
sector. The state maintains few price controls, but
poorly targeted subsidies (for example, for electric-
ity) continue.
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The top individual income and corporate tax rates
are 31 percent. Other taxes include value-added and
real estate taxes. The overall tax burden equals 12.6
percent of total domestic income. Over the past
three years, government spending has amounted

to 12.1 percent of the country’s output (GDP), and
budget deficits have averaged 1.3 percent of GDP.
Public debt is equivalent to 24.4 percent of GDP.
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The combined value of exports and imports is equal
to 45.7 percent of GDP. The average applied tariff
rate is 1.4 percent. As of June 30, 2018, according to
the WTO, Guatemala had 30 nontariff measures in
force. The inefficient judicial and regulatory systems
discourage investment. The foreign bank presence
is small. About 45 percent of adult Guatemalans
have access to an account with a formal bank-

ing institution.

The Heritage Foundation | heritage.org/Index 209



GUINEA

G uinea’s economic freedom score is 55.7, making its economy the
“ 120th freest in the 2019 /ndex. Its overall score has increased by 3.5
points, with a sharp spike in fiscal health and higher scores for gov-
ernment spending and judicial effectiveness far outpacing a decline
in monetary freedom. Guinea is ranked 19th among 47 countries in
Bl IREC O RCCRENE the Sub-Saharan Africa region, and its overall score is now above the

120 19 regional average but below the world average.

With living costs high and public frustration growing, the government’s
efforts to curtail public spending sparked nationwide strikes in 2018
that complicated efforts to establish macroeconomic stability, improve
budget management, and enhance economic growth. The lack of a con-
sistent commitment to structural reform in the past has prevented new
investment in the mining sector. Corruption and the judicial system’s
vulnerability to political interference have weakened the rule of law and
the protection of property rights.
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BACKGROUND: In 2010, Alpha Condé won Guinea’s first presidential election since independence from
France in 1958, but the election was marred by irregularities and political violence. Condé easily won a
second five-year term in 2015 as the opposition boycotted the elections. His Rally of the Guinean People
coalition lost its slim parliamentary majority in 2017, but Condé still enjoys relatively wide support. In 2018,
about 10 protesters died in riots amid accusations of local election fraud and fear that Condé will amend
the constitution to run again. Guinea has huge bauxite reserves and large deposits of iron ore, gold, and
diamonds. Despite this great mineral wealth, many Guineans face a dearth of jobs, power cuts, and a lack
of drinking water.
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As with ownership of business enterprises, both
foreign and national individuals have the right to
own property. However, enforcement of these rights
depends on Guinea’s corrupt and inefficient legal
and administrative system. Land sales and business
contracts generally lack transparency, and land often
has overlapping deeds. There is a pervasive culture
of impunity and corruption within public institutions.
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Private enterprises find it hard to incorporate and
operate because of numerous bureaucratic and
regulatory hurdles. The government has adopted a
measure to make it easier for businesses to resolve
insolvency, but the cost of acquiring necessary
permits has increased. The labor market is underde-
veloped, and the public sector still accounts for most
formal employment. The government increased fuel
and electricity subsidies in 2018.
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The top personal income tax rate is 40 percent,

and the top corporate tax rate is 35 percent. Other
taxes include value-added and inheritance taxes.
The overall tax burden equals 15.3 percent of

total domestic income. Over the past three years,
government spending has amounted to 18.4 percent
of the country’s output (GDP), and budget deficits
have averaged 2.5 percent of GDP. Public debt is
equivalent to 39.7 percent of GDP.
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The combined value of exports and imports is equal

to 146.8 percent of GDP. The average applied tariff
rate is 10.9 percent. Nontariff barriers prevent more
dynamic trade from taking place. The judicial and
regulatory systems may impede foreign investment.
Guinea’s underdeveloped financial sector continues
to provide a very limited range of services. Many
people still rely on informal lending and have no
bank accounts.
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GUINEA-BISSAU

G uinea-Bissau’s economic freedom score is 54.0, making its

@ economy the 135th freest in the 2019 /ndex. Its overall score has
decreased by 2.9 points, with a sharp drop in scores for judicial effec-
tiveness, business freedom, and trade freedom far exceeding a modest
increase in the tax burden score. Guinea-Bissau is ranked 25th among
WORLD RANK: | REGIONAL RANK: 47 countries in the Sub-Saharan Africa region, and its overall score is
below the regional and world averages.

Political stability has improved since the formation of the new govern-
ECONOMIC FREEDOM STATUS: ment in April 2018, somewhat strengthening weak governance ahead
MOSTLY UNFREE of the 2019 presidential election. The main power brokers, including the
military, will likely continue to reform management of public finances
and tighten spending controls to sustain economic growth. The judicial
system remains inefficient and vulnerable to political interference, and
corruption is perceived as widespread. The overall regulatory framework
is not conducive to starting businesses and discourages broad-based
employment growth.

ECONOMIC FREEDOM SCORE

(¥ DOWN 2.9 POINTS )

REGIONAL AVERAGE 54.2 L 60. WORLD

(SUB-SAHARAN AFRICA REGION) AVERAGE

RELATIVE STRENGTHS: HISTORICAL INDEX SCORE CONCERNS:
Tax Burden and CHANGE (SINCE 1999): Government Integrity and
Government Spending +20.5 Investment Freedom
FREEDOM TREND QUICK FACTS
70 -
POPULATION: UNEMPLOYMENT:
1.7 million 6.1%
oy 561 56.9 GDP (PPP): INFLATION (CPI):
° ® 54.0 $3.1billion 1.1%
52.0 51.8 ® 5.5% growth in 2017
! ® L 5-year compound ;%I éNFhOW
annual growth 4.3% A3 (LT
$1,845 per capita PUBLIC DEBT:
42.0% of GDP
40

2015 2016 2017 2018 2019 2017 data unless otherwise noted. Data compiled as of September 2018

BACKGROUND: Conflict has wracked Guinea-Bissau almost continuously since independence from Por-
tugal in 1974. José Mario Vaz was elected president in 2014. In 2015, he sparked a political crisis by firing
Prime Minister Domingos Simdes Pereira, head of the ruling African Party for the Independence of Guinea
and Cape Verde. Vaz also quickly dismissed sever