
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































VIETNAM (continued)

The judicial system is not independent and lacks efficiency. Private property rights are not
strongly respected, and resolution of disputes can take years. Infringement of intellectual
property rights iscommon. Corruption is due in large part to a lack of transparency and media
freedom, but systems for holding officials accountable for their actions are inadequate as well.
Many companies report having to pay bribes for customs clearances.

|

The top income tax rate is 35 percent, and the top corporate tax rate is 25 percent. Other taxes
include avalue-added tax (VAT) and a property tax. The overall tax burden equals 24.3 percent
of total domestic income. Government spending is equivalent to 30.3 percent of GDP. Deficits
have been persistently high, but public debt has remained at around 38 percent of GDP. A huge
stimulus package in 2009 has threatened fiscal health.

\H

Despite ongoing reform efforts, the overall regulatory framework lacks efficiency. Although no
minimum capital is required, starting a business still takes more than the world average of 30
days and seven procedures. Completing licensing requirements still takes more than 100 days.
The labor market remains dominated by the public sector, but there is considerable informal
labor activity. Inflation has spiked, damaging monetary stability.

I

The trade-weighted average tariff rate is 5.7 percent, with some additional non-tariff barriers
limiting more dynamic gains from trade. Despite a desire to attract more foreign investment,
the investment regime lacks efficiency, and flows are severely hampered by various restric-
tions. The financial sector continues to expand, with capital markets evolving. Directed lending
by state-owned commercial banks has been scaled back in recent years.
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* Sanaa

World Rank: 113

ORI 1 2

emen’s economic freedom score is 55.9, making its econo-

my the 113th freest in the 2013 Index. Its score is 0.6 point
higher than last year, reflecting notable improvements in the
control of government spending, fiscal freedom, and invest-
ment freedom that outweigh declines in four other areas,
including a significant drop in business freedom. Yemen is
ranked 12th out of 15 countries in the Middle East/North
Africaregion, and its overall score is lower than the world and
regional averages.

Economic freedom has fluctuated erratically in Yemen, which
remains mired in economic stagnation and political instabil-
ity. Severely hampered by state interference, the formal econ-
omy lacks much-needed dynamism, and informal economic
activity is expanding. Monetary stability remains fragile, and
there are price controls on almost all goods and services. Gov-
ernment interference in the financial sector further distorts
price levels and constrains private-sector growth by allocating
credit on non-market terms.

Systemic corruption and deficiencies in the judicial regime
continue to undermine the rule of law, which remains uneven
and fragile across the country. Contracts and property rights
are not well respected, and the threat of government expro-
priation remains high.

BACKGROUND: Yemen is one of the Arab world’s poorest
countries. The government faces chronic challenges from
secessionists, unruly tribes, and Islamist extremists opposed
to its moderate foreign policy and cooperation with the Unit-
ed States against al-Qaeda. In early 2011, important members
of President Ali Abdullah Saleh’s government defected to a
growing coalition of opposition forces. Saleh, forced to resign
in a deal brokered by the Gulf Cooperation Council, trans-
ferred power to Vice President Abd Rabbuh Mansur al-Hadi
after a February 2012 election. The government initiated an
economic reform program in 2006, but declining oil produc-
tion, terrorist attacks, kidnappings, clashes between Sunni
and Shia Muslims, tribal rivalries, a strong al-Qaeda presence,
and growing water shortages have undermined tourism, for-
eign investment, and growth.

How Do We Measure Economic Freedom?
See page 477 for an explanation of the methodology
or visit the Index Web site at heritage.org/index.

Quick Facts

Population: 25.1 million
GDP (PPP): $58.0 billion
-10.5% growth in 2011

5-year compound annual growth 1.4%

$2,307 per capita
Unemployment: n/a
Inflation (CPI): 17.6%

FDI Inflow: -$712.8 million
Public Debt: 42.5% of GDP

2011 data unless otherwise noted.
Data compiled as of September 2012.
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YEMEN (continued)

The judicial system is subject to political pressure. Enforcement of contracts is weak, and pri-
vate property rights are not strongly respected. Foreigners may own property, but foreign firms
must operate through Yemeni agents. The civil service is overstaffed, underpaid, and highly
vulnerable to corruption. Government officials at every level solicit bribes from foreign com-
panies at every step of a project.

|

The top income tax rate is 20 percent, and the top corporate tax rate is 20 percent. Other taxes
include a general sales tax (GST) and a property tax. The overall tax burden equals 7.1 percent
of total domestic income. Government spending has risen to 30.1 percent of GDP. The budget
has been chronically in deficit, and public debt equals 42.5 percent of GDP. Two Arab Monetary
Fund loans have helped the fiscal situation in the wake of civil unrest.

The regulatory efficiency needed to develop a more dynamic private sector has not been estab-
lished. Given the level of ongoing political and economic volatility, it is difficult to gauge the
lasting effectiveness of earlier regulatory reforms aimed at broad-based economic expansion
and dynamic job creation. The weakness of the private sector results in chronically high under-
employment as well as unemployment. Inflation has spiked.

|

The trade-weighted average tariff rate is 4.2 percent, and some additional non-tariff barriers
further limit trade freedom. Officially, the government permits foreign investment in most sec-
tors and grants equal treatment to domestic and foreign investors. In practice, the inefficient
investment regime inhibits dynamic growth in new investment. The economy is largely cash
based, and the small financial system remains dominated by the state.
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World Rank: 175

Regional Rank: 46

imbabwe’s economic freedom score is 28.6, making its

economy the 175th freest in the 2013 Index. Its score has
increased by 2.3 points from last year, reflecting particularly
strong improvement in control of government spending. Zim-
babwe is ranked last out of 46 countries in the Sub-Saharan
Africaregion and is the second-least free country ranked in
the 2013 Index.

The Zimbabwean economy has begun to stabilize after years
of severe monetary and fiscal problems that can be laid
directly at the feet of the repressive Mugabe regime. Since the
inception of the so-called Inclusive Government of Zimbabwe
in 2009, the country has gained some traction in recovering
from a catastrophic economic collapse. Renewed economic
growth has been driven primarily by the mining industry, sup-
ported by the gradual ending of hyperinflation.

Nonetheless, instability and policy volatility remain hall-
marks of excessive government interference and mismanage-
ment of the economy. The indigenization law, which requires
private businesses to surrender 51 percent of their ownership
to Zimbabweans, severely undermines property rights and
investor confidence.

BACKGROUND: When it became independent in 1965, Zim-
babwe enjoyed a diversified economy, a well-developed infra-
structure, and an advanced financial sector. It is now one of
Africa’s poorest countries. Robert Mugabe became prime
minister in 1980 and president in 1987. In 2008, his ZANU-
PF party lost its parliamentary majority in a hotly contested
election, but Mugabe won the runoff when opposition leader
Morgan Tsvangirai withdrew after widespread intimidation
of his supporters. Under a power-sharing agreement, Mugabe
remains head of state, the cabinet, and the armed services. As
a key component of reform, a new constitution was required,
and the Constitution Select Committee produced a first draft
in February 2012. However, ZANU-PF and its military con-
tinue to impede this effort. Elections are set for 2013, but
Mugabe and his party have pushed for an early election before
promulgation of the new constitution in order to prolong his
rule.

How Do We Measure Economic Freedom?
See page 477 for an explanation of the methodology
or visit the Index Web site at heritage.org/index.

ZIMBABWE
N\

Quick Facts

Population: 12.6 million

GDP (PPP): $6.1 billion

9.3% growth in 2011

5-year compound annual growth -0.1%
$487 per capita

Unemployment: 95.0% (2009)
Inflation (CPI): 3.5%

FDI Inflow: $387.0 million

Public Debt: 70.3% of GDP

2011 data unless otherwise noted.
Data compiled as of September 2012.
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ZIMBABWE (continued)

- |
RULE OF LAW 100 | 165th
220 m— | 151st

The authoritarian executive branch strongly influences the judiciary and openly challenges
court outcomes. Expropriation iscommon. The government’s land reform program, character-
ized by chaos and violence, has badly damaged the commercial farming sector, turning Zimba-
bwe into a net importer of food products. Corruption, encouraged by government officials at
all levels, remains pervasive.

LIMITED 718 mEEeeeeeeee——— | 127th

GOVERNMENT 66.4 I 88th

The top income tax rate is 45 percent, and the top corporate tax rate is 25 percent. Other taxes
include a value-added tax (VAT) and a capital gains tax. The overall tax burden equals 12.9
percent of total domestic income. Government spending has fallen to 33.5 percent of GDP.
The budget has been in deficit, and public debt amounts to about 70 percent of total domestic
output.

REGULATORY 334 mE— | 168th
EFFICIENCY 219 m— | 174th
0.0 [ 176th

The overall regulatory environment is opaque. Starting a business takes nine procedures and
90 days in comparison to the world averages of seven procedures and 30 days. Completing
licensing requirements costs over 40 times the level of average annual income. The formal
labor market is not functioning, and the informal sector continues to be the source of employ-
ment. Monetary stability has been fragile in light of the previous hyperinflation.

OPEN 504 HE— | 170th
MARKETS 00 | 170th
100 = | 170th

The trade-weighted average tariff rate is prohibitively high at 17.3 percent, with non-tariff
barriers that affect agricultural products and other sectors constraining trade freedom even
further. Heavy government interference cripples investment opportunities. Extensive state
involvement in financial decisions and ongoing political instability have caused Zimbabwe’s
financial sector to contract significantly in recent years.

LIMITED REGULATORY
e R GOVERNMENT EFFICIENCY AN
0

+6.6 -1.5 0
-2.0 +27.7 1.7 0
0 0

468 2013 Index of Economic Freedom



Appendix



€S 819 819 €S 0€s Era 998 979 0¢s €S L'¢S 88 ] 66v €09 08y 91y LSy €78 uooJawey
G'8% 918 615 999 999 695 695 L'98 009 119 L'€9 L'09 965 €69 6065 8'69 8% - - eipoquried
06y 187 96¥ Gly 88y [A1% 697 L8y - - - - - 9y Ty L'vy 4%14 - - Ipuning
A0} L'8E 81¢ L'9¢ L€ G6¢ 0Ty (010]7 1014 9ty 677 114 197 6Ly 414 LGy 4%14 314 - ewing
665 909 909 765 G169 LSS 789 8'98 999 08 689 889 L'98 LSS 099 Gvs oS 1494 - 0Osed eupting
099 L'79 679 €9 919 L'€9 129 79 €79 A 019 TLS 674 el [A1% LGy 9Ly 98y 009 elebing
L1S 61S €98 998 195 9% 298 609 L79 079 €9 G719 679 119 €19 €S 98 T8y 719 [1zeig
90.L 969 889 €0L 169 89 789 8'89 €69 669 989 ¢99 899 8'99 6¢9 879 768 919 899 BUBMS]Og
€L €L G.S 95 €S 6€S 1A% 998 887 L'vy 90v 1A% 99¢ 3414 76¢ 76¢ - - - BUIN0B3ZIBH pue elusog
[YA4 ¢09 008 1494 9¢s T€S Az 815 789 ) 9 799 089 099 959 889 799 99 899 elnjog
099 999 919 019 LS - - - - - - - - - - - - - - uenyg
918 A 095 A 758 A 33 0s €S 979 675 €19 709 G719 909 L9 €19 Gvs - ulusg
€L 679 8't9 G719 0¢€9 0¢9 €t9 L9 ) 879 Gt9 999 699 €e9 09 765 g9 919 69 9zl|eg
(69 069 ¢0L T0L TeL LTL 34 81L 069 L'89 789 919 8¢9 Gt9 69 L'79 919 099 - wnibjeg
08y 06y 6Ly L8y (0014 (514 oLy Gly L9v Tey L'6€ 06€ 08¢ 17 AT 08¢ 8'6€ L'8¢ 1401% Sniejeg
€69 069 G189 €89 GTL gL 00L 67L TOL 769 gL 9¢tL gL G69 199 619 ) €79 - Sopeq.eg
9% A% 0¢s 118 Gly A% L9y 6¢S Sly 008 (404 619 ¢18 687 009 0¢s 667 1718 L'8¢ ysape|Bueg
GGL [A°7A LLL €9L 8L [A4A ¢ 91L ¢ TSL €L 94L 6GL L'SL ¢SL 94, ToL 9L 9L urelyeg
T0L 089 089 €19 €0L TL 07¢L gL 9L TeL GtL L 8L 6¢L Lyl Sl Sl 0L 81L Seureyed ay L
A 689 965 889 085 €99 979 (A% 1A% €S Tvs ] €09 867 iy Tey 0ve 00¢ - uelieqazy
81L €0L 6L 91L L YL 971L TTiL 8'89 919 919 v19 789 789 079 799 99 689 00.L elisny
98 €8 g8 98 98 (A4 118 66. 06 61, Vil €LL VL TLL 7oL 94, A (037 Tl elessny
769 8'89 L'69 {69 669 669 989 90L 8'69 €0L €9 089 799 0¢9 799 967 L9v (44 - eluswly
L9y 08y L8 AL €'¢s (A% 0s €8 L7 6€S €95 L'S9 989 00L 90.L 60L geL Lyl 089 eunuably
ely L9v A1 v8y 0Ly 697 L'y gty - - - - - e L'eC 617C e VA4 Ve elofuy
967 078 7S 695 999 9% 758 LSS A% 185 L1S 079 €18 899 AL 898 675 Y9 LSS eliably
99 199 09 099 L'€9 729 719 €09 8.9 §'89 899 899 999 9'€g A% 6€S 818 8'ts L6y elUeq|y
- - - - - - - - - - - - - - - - - - - uelsiuey by
€l0¢ 7oz 1oz 010z 600 800C [OOCZ 900 S00C ¥00C €00C ¢O0OC 100CZ 000C 666L 866L L66L 966l G661 fayuno)

XXX CRIO Il opaa. 21wouod3 Jo xapuy

2013 Index of Economic Freedom

470



7S €S 709 €09 g19 809 e ¢85  08G  [YS 665 /€S 85 ¥8S 8 085  pIS  L[Y9 i3
yey 07 G0S IS 0% S5 98§ 605 TS S¥S 88y 86y 68y  COS  [9y C6v I8y 6%y %Y wdoyi3
€aL el A7) Lyl v9L 6LL 0'8L 6YL [A/) vLL LLL 9., T9L 669 8'¢tL Gl 169 759 99 Blu0ls3
€9 79t L9 €S  GBe - - : - - - - - - - - : - - vall3
€ 8y Gy 98y €15 915 65 G €65 €65 IS v9r 6y 9%y ISy - - - - BaUIng [euojenb3
[99 /89 889 669 869 G89 689 969 . ¢l GlL 0eL O08L €9 14 ZOL GO TOL 169 J0peAfeS |3
g5 6/S 165 065 08 G8G  U¥G  CeS 8% GG €%S  I¥§ G915 085 89 G¥S 0% LG 10/63
69y €8y Ty g6y G2 2% £S5 9¥S 645 v¥S  [pS I[85 19 865 629 829 019 109 LIS 10pend3
/65 209 009 €09 265  L/S 895 €95 IS  9pS 85 98  U6S 0BG  [8S U85 Ge§ 85 85  oygnday veouwog
669 919 €89 789 979 - - - - : - - - - - - - - - BluILI0g
665 685 G¥S 015 €15 IS ¥eS 265 ¢S5 99 LSS 8/S €85 IS§ 1S 6% G - - anogilg
T9L A 98L 6LL 96. 6L 0LL ¥'SL €aL vl A 1L €89 €89 789 619 619 €9 - ewiusd
60, 669 vO. 869 69 189 Y9 ¥99 9¥9 09 /9 G99 ZOL 989  [69 ¥89 889 189  8/9 agnday Yooz
069 8L €8, 60L 80, € /1L 8L 6L Tw. €8 08 O 719 89 789 619 L9 : sy
g8z ¢8. Lz L9 6l Sz 98, €60 G%  W¥E 1% vee 9K €16 L6, I8 8z 8L 8L Bgn)
€19 609 TI9 765 TS5 T¥S  veS 98§ 615 65 €85 UG L0598 TeS LIS L9 08p - R0
WS e¥S  ¥SS ¥ 095 685 6¥S 795 995 S  L95 €5 8¥S  ¢0§ /1S €15 G0S 667 ¥ 110N, 2100
0/9 089 €9 6%9 ¥99 ¢¥9 O¥9 699 199  ¥99 09 S/9 99 ¥89 79 999 9%9 799 089 RO B1S0)
Gy 8oy 9ty Cer v €%  vyy 8%y 9 6y Ly €Sy €¥y 90y 9  8EE  ZZr €0 - Jo day-06u0)
96¢ T LOv ¥ 8 - - - - - - - - 8% 0¥ 90y 66  G6E  pIy  Jo ey wag-0Buo
Gly LSy 8ty 6Y gey - - - - - - - - - - - - - - S0I0W0Y
969 089 089 G99 €29 779 665 Y09 965 219 Iv9  CP9 99 €69 €99 §%9  ¥99  €¥9  G¥9 BIgW0[0)
61 715 05 015 ceS 165 079 985 L85 G795 87 976 ¥9S  8¥S  TeS LG €15 08 B
06 £8L VL CLL €'8L 98L LLL 0'8L 81L 69L 09L 81L T6L Lyl TvL 6vL 66L 9¢L A 9yd
1A1% ha% 13°14 Gly 7A% 8Ly T0S 008 128 T€S 9¢S 6y 1414 89y CLy 99¥ 314 - - peyd
¥0S €05 €6y ¥8y €8y 98y 905  C¥S  §9S  G/S 009 868 - - - - : - - oqnday ueallyy [enue)
59 G0 9¥9 819 €19 6/S G9G  985  8/S  [8S 795 9/ €95 615 LOS 08 Ly L6F - apia) ade)
y6, 66, 08 Y08 08 08 0B, v 8% €% 8w 9w I SOL €69 G89  6/9 €OL  ¥69 epeLE)
€10 70Z 10Z O0l0Z 600Z 800Z (007 900Z SOOZ +00Z €00Z ZOOZ 1OOZ 000Z 666l 866L L66 9661 S66L Knuno)

P XXMNBERO IO 022144 duiou0d3 Jo xapu

471

Appendix



0¢9 9€9 129 079 709 19 969 ¢09 6€S L'6¥ €'¢s 7S 819 705 ely Ly - - - Uelsupezey
0L 669 689 799 799 79 ) L'€9 199 799 €99 99 €89 §19 ¥19 899 9€9 8'09 L'29 ueplog
81L 971L 8L 6¢L 8L 0°¢L L'l geL €9 €9 919 L'99 60L L'0L 769 ¢0L €0L 9L 06L Uedter
899 799 LS9 G99 ¢99 LS9 G99 799 019 L'99 029 L79 L'€9 G99 L'79 1.9 119 199 19 edfewer
909 889 €09 L'?9 719 979 89 079 679 [Ag) €79 9€9 0¢9 619 919 165 789 809 [AL] Apey
699 819 G189 L19 919 €99 819 719 979 719 179 699 799 G99 €89 089 L'¢9 079 G179 [9RlS]
LS. 69. L'8L €18 (A4 G8 98 (A4 808 €08 608 g08 [AL] T9L 9L L'EL 9L G'89 689 puejal|
- - - - - - - - - - - 94l 2! [4Al [4Al [4Al [AAs 2! - bl
[A%4 (¥ay Tev ey k44 0'sy (0014 (0014 G0g 8¢y [A%% 79 6GE T9¢ 89¢ 09¢ Gve T9¢ - uel|
695 799 095 G'qq A% (A% (A% 619 6¢S TS 895 81S G'¢s ¢SS g79 7'€9 07?9 079 675 eIssuopul
A 98 914 8'ts 778 7S 6¢€S (A4 A% G178 (AL AL 06v vl 09 L6y L6y iy 314 elpu|
TeL 60L 89 LEL 6GL 8'¢L 09L 8aL 99, TeL GeL TEL VL 0L YL A G0L - - puej)
€19 1.9 999 799 899 919 819 099 Gt9 L'¢9 0¢9 g9 999 79 965 695 €69 899 A Arebuny
€68 668 L'68 L'68 006 168 668 988 G68 006 868 768 668 G68 G'88 088 988 G06 988 Buoy Buoy
785 889 989 €84 L'8% 685 765 v1S €'qg €99 709 L'8% 019 918 198 9% 095 999 019 SeinpuoH
T8y L0§ TS 805 G0% 06y 719 404 14414 AL 90 6Ly VA% LSy (14 A1 8'ay 0Ty 0ty 11eH
8'tS €78 1494 14414 4414 88y L'ES 999 G99 0€s €09 Era ] 7S €t L'¢S A% T0S LSy euedng
118 T0S Gov 9ty 1414 1444 T9% gov 09y 9y Tey gy Gty L've Gee - - - - nessig-esuing
AL 809 L8 819 078 8¢ Gvs 8¢S v1S 795 919 6'¢S 789 ¢85 765 079 6¢S 689 765 esuing
009 609 679 079 765 865 09 65 G6% 965 €79 €79 199 €79 99 899 1’99 L'€9 079 B[ews)en9
A A €09 L'¢9 809 909 L'8% 709 068 765 889 165 7€9 0719 0719 909 965 G09 ¢79 909819
€19 L'09 765 ¢09 785 019 918 998 G9g 765 8% ¢lLS 089 785 769 019 L'98 LS 998 euey9
8'¢L 0TL 81L 1L G0L 90.L 80.L 8'0L 789 G69 169 0L G69 L'99 9'99 €79 g9 769 8'69 Auewsa
[A4A 769 0L 0L 8'69 {69 €69 Y9 T.S 685 989 L'98 £'8% €ra G'¢s (A4 g9y 4% - eifioag
889 889 v1S 1799 894 695 LS €L G9g €69 €98 LS 999 L'¢S TS A% 6¢S - - elqueg ayL
81§ 799 L'98 A 099 A 819 795 81S T.S L'8% 088 099 ¢85 09 {65 889 199 G/9 uoqe9
79 [A%) 919 <79 €t9 L79 129 119 G09 609 {65 088 08 ¥ 165 685 768 L'€9 19 0uel4
0L gL 0L 8¢l Sl 9L 0L 6¢L 0TL YL L'EL 9¢tL L'69 €9 6¢€9 Gt9 ¢99 L'€9 - puejul4
£10Z 20Z LOZ 0l0Z 600Z 800Z £00Z 900Z SO0Z ¥0OZ £00Z Z00Z lOOZ 000Z 666L 866L L66L 966L S66L Anyunoy)

XXX CRIO Il opaa. 21wouod3 Jo xapuy

2013 Index of Economic Freedom

472



119 §19  G6G 009 879 9€9 €09  ¥79  L6S  G9S LIS L9S 09  §8S 98 €5 68 ¥y 8l eljobuopy
§SS  ¥¥S LSS [€S  6¥S 648 L8 08S IS TS 009 IS 6¥S 965  T9S  GES 68y GG O€E eAOPION
T0S  L0S €0S 90§ LIS - - - - - - - - - - - - - - RIS3UOIOIN
0/9 €99 89 €89 8%9 799 099 /Y9 799 099 €99 0€9 909 €65 GBS 65 TS 719 T€9 00IXON
69, 0L 79 €9 €W 927  v¥69 v 79 €V ¥V L9  ¥99 719 §89 - - - - snLnep
€26 0¢S TS 0  6€S 7SS 9eS  /SS  v6S 819 065 SIS S8y 09 8w Lty O SS¥ - elueIUNe
§9 09 /S99 T99 099 T99  €/9 689  £%9 M9 779 679 €8S €6S 719 6/S  8SS €98 iy
95 896 €95 996 996 9%G  [¥S  T¥S €6 995 98§ 19 TO9 €09  ¥8S €S ¥9S 05  vTS e
06y 6y €8y 067 €78 - - - - - - - - - - - - - - SONp[eN
799 ¥99 €99  8¥9  9¥9  6E9  BE9 919 619 66§ 19 709 Z09 099 689 789 899 669  61L eiskefepy
€66 Y95 8% I¥S  LES /L7 628 ¥SS 9t 9t§ €S 695 ¢9S  ¥.S  O¥S ¥ ¥ES 795 L¥§ Imerel
029 ¥29 719 789 T v 19 079 169 609 879 895 65 v¥S 8 8IS 8ES TG 978 Jeasebepe|y
789 689 099 /99 719 119 909 Z6G 195 89S 109 08§ - - - - - - - BIUOP30EI
L 81 T8l Su 00U - - - - - - - - - - - - - - negejy
v Sy T ¥sL  ¢SL v 9%, €SL €9, 68L 66L ¥6L 108 v  ¥u lu  8U U - Binoguisxm
T2, S €L g0 00L 60L SIL 8L SOL ¥ 69 199  G%9 619 G199  ¥6S €5 L6 - eluenu]
- - - - - - - - - - - - - - - - - - - UIssuaIyoal
- BSe 98 Oy Sey /8 Ol ree 8% SlE  9¥E  ¥Se Ove  L¥e €% 0% 680 LI - ekqn
g6y 98 SO 9 I8 - - - - - - - - - - - - - - eLieg]
6y 99Y S T8F L6y TS €S L¥S 685 €05 076 68y 905 v8y I8y v8y Iy Oly - 0110537
G65  TO9  TO9 GBS I8 009  ¥09 G/ ¢S 695 L9 TS 019  T95  T6S 065 689  7€9 - uoueqaT
G99  7S9 899 799 999 €89 69 699 €99  ¥/9 099 099 ¥99  ¥E9 IT¥9  ¥E9  ¥79 09 - eIne]
10S 005 €78 1S ¥0S €0S €0S S ¥y O O 89  GEE 898 7S IS s 98e - S0e
965 209 1 €19 819 19 709 019 995 085 895 LIS €S LSS 8¥S 8IS - - - aanday zABIAY
79 679 6¥9 /19 959  T89 Y99 G99  9¥9  9€9  L99  ¥S9 789  L69  G69 €99  8¥9 99 - Jemnyy
- - - - - - - - - - - - - - - - - - - 0AOSO)
6Sy 697  8¥r Lty LS - - - - - - - - - - - - - - equty
656 S5 YIS S/ L8 €65 966 /65  6/S /S 98¢ 78S 9.5 L6 78S  ¥8S 09 Y95  G¥§ euay
€10z 7OZ L0Z O0l0Z 600Z 800Z [00Z 900Z SO00Z ¥00Z €007 TOOZ 1lOOZ 000Z 666L 866L L66L 966L S66L faquno)

P XXMNBERO IO 022144 duiou0d3 Jo xapu

473

Appendix



SaUIpRUBIY 3L puB

L'99 G99 699 699 g9 - - - - - - - - - - - - - - JUBJUIA JUreS
¥0L gL 80L §0L 8'89 - - - - - - - - - - - - - - BN JuleS
79 679 L'¢9 768 Az s Y¢S 8¢S 178 £'es 8Ly Y08 4%14 gy 8'6¢ T6¢ €8¢ - - epuemy
118 §0S §0S €09 805 867 [A4] Y¢S €78 88 809 L8y 867 818 §vs 8¢S 98y 919 11§ BISSNy
199 9 L'79 9 9 L9 <19 8% 128 009 905 L'8y 008 TS 709 A% 805 1414 (Y44 eluewoy
gL gL goL 069 899 ¢'e9 6¢9 729 ge9 G99 699 6719 009 079 079 - - - - Je1ed)
€9 0¢€9 09 A%) 619 6¢€9 019 6¢9 79 679 619 759 099 §'q9 999 099 9€9 §79 729 [efniod
099 79 79 [A%] €09 €09 78S €69 965 L'8S 819 099 819 009 965 {68 899 81§ L'09 puejod
'8 1.8 €98 €99 899 099 099 €99 LY 165 €19 L'09 609 g9 619 89 [AA) 09 098 sauiddijiyd 8y
89 L'89 989 919 919 89 L'29 G09 €19 L'79 979 879 969 L'89 269 099 8¢9 g9 695 Nniad
119 819 €79 €19 019 009 €'8G 995 7'€s 19§ 8% 965 €09 019 L'€9 99 €9 1.9 699 AenBeied
9€s 8'tg 9¢S Ges 87s - - - - - - - ¢lS 898 €98 {56 19§ 989 - e3UINY M3N ended
G'?9 99 679 819 L'v9 L'79 979 999 €9 €99 789 G'89 90.L 91L 9¢L 9¢L vl 81L 91, elueued
199 L'vS 78S ¢SS 019 968 ¢lS 615 ] 615 09§ 898 099 799 0¢s A% 095 789 91§ uelsiyed
189 619 8'69 L9 019 €9 899 L'€9 G99 699 979 019 L9 79 679 679 g9 759 0L Uewo
G0L 889 €0L 769 0L 989 619 619 %9 ¢99 ¢l9 v19 1.9 T0L 989 089 199 759 - femioN
G7 01 (0] 071 0¢ 0¢ 0¢ (007 08 68 68 68 68 68 68 68 68 68 68 ©310) YLION
199 €95 1’98 899 189 199 998 L8y 14414 1404 1014 609 96¥ Tes 1SS €'¢s 8¢S viy gLy eLabIN
6€S eYs grs 6'¢S 8'€s 6'¢S A% G'¢s 7S 95 s 8y 687 ()14 98y Gy 99y 8y - JaBIN
99§ 615 889 €89 865 809 L'29 8't9 G'?9 719 99 719 08 699 05 8'ts ges 7S gy enfeseln
718 1¢8 €8 Te8 0¢8 L08 718 0¢8 €8 G718 118 L'08 118 608 L8 6L 06 8L - puefesz maN
Gtl geL L'yl 0SL 01, Vil G6. A 67¢L S 9L TGL 0¢L ¥0L 9€9 69 0L L'69 - SPUElI3YIaN
09 ¢0s 109 L'¢S ces T¥s A% L'€S Y18 AL §19 €S 919 €78 €S Ges 9'€S €09 - [edaN
€09 679 L'29 9 ¥'¢9 719 Ge9 L'09 1 729 €9 199 879 L'99 799 799 919 - - BlgIWeN
068 TLS 899 099 L'SG A L'YS 678 99 AL 989 LS [A] ¢'¢S 68Y (03547 (007474 78y gy anbiquezop
965 ¢09 965 A LS 995 799 g8 ¢S 19§ 81§ 06 6¢9 [AX] 8't9 119 L'79 g9 8¢9 0320101\
979 G?9 G'?9 9€9 A - - - - - gey 99y - - - - - - - 01B3usIUON
€10 20z 1L0Z 0l0Z 600Z 800Z £00Z 900Z SO0Z ¥0OZ €00Z Z00Z 1OOZ 000Z 666l 866L L66L 966l S66L Aryunoy)

MMM DRIl opaa.y o1wouod3 Jo xapu|

2013 Index of Economic Freedom

474



€29 v¥9 G99 L[99 089 69 90. vOL SIL €L 889 TOL 8L Sw ¥ 0l €U 769 - ofieqo]. pue pepiulL
095 0l 8% Ve  THS - - - - - - - - - - - - - - ebuoy
g8y g8y I6Y Ty L8y 68y L6y Sy ¢8O 89y ISP €Sy v I8y - - - - ofioL
LSy € 8 8%y G0§ - - - - - - - - - - - - - - 21sa7-10WI |
W9 6Y9 Y9 T¥9 089 €29  GE9 €89 G279 /€9 899 T 689 999 699 €9 199  OLL €l pue|ieyL
6/ 0/5 O0/S €8S €8S  G9S 89S  G8S €95 TO9 695 €8S  6¥S 095 009 965 €65 G/ €S eluezue]
veS  ves  GES  0€S  9¥S  v¥S  98S 976 YOS L8y SOy € 89y 8y W T - - - ueashyifel
L7l 6L 80L ¥OL S69 €0L  v¥69 169 €. 969 /[ €W 8 S S ¥OoL 00L T Iw Uemie]
- 7S glS ¥ey €S ¢y €8y ¢S €9y  90r € €9 99  Zi 06 ¢ 0%y €U - eufs
08 18 618 T8 ¥6L G6. 08.L 68, €6L G6L O06L €6L 09.L 89, T6L 06L 98. 89 - pUBLIBZIMG
62, L. 6L ve G0L 80L €69 60L 869 TOL O0OL 80L 999 IS9 I¥9 0¥ €89 819  ¥I9 uspamg
7S TS T6S IS TES  ¥8S  T09 V196G 985  96G 609  9€9 979 T 079  ¥6S 985  £€9 pue|izems
0% 97 TS S THS  €YS  8¥S  TSS 61 6y 69y O8r ¥y 8y 0¥ 666 6% LOS - aleuLIng
- - - - - - - - - - - - - Ty 96t €8 66  ¢6L  ¥6S uepng
09 €8S TS 9¥S 095  ¥8S  ¥6S L85 019 919  §29  0¥9 099 €9 O¥9  9¥9  §S9 29 909 e)jUeT S
089 169 ZOL 969 TOL 769 769 789 09 689 889 889 U89 699 TS99 979 965 965 879 ureds
€0, 669 869 669 89 989 89 S/9 Y99 89 €89 G69 69 /69 /69 €EL 869 0L 0 €210 YINos
819 /79 /79 879 8E9  ¥E9 GE9 €9 679 €99 9 OY9  8€9 /€9 €€ E€¥9 €9 G279  L09 BOLIJY YInog
0y ¢9 6Sr 62w 09 - - - - - - - - - - - - - - Spue|s| Uowo|o3
19 629 9v9 v 679 709 965 619 965  ¢6S [/ 85 819 €85 €19 109 9%  ¥0§ - BIUBAOIS
189 019 §69 69 ¥69 00, 969 869 899 9¥9 0BG 8BS GBS  8ES  I¥S G5 GSS 9IS +09 eIfen0]S
088 G/8 718 T98 18 €18 T8 088 988 688 88 ¥/8 8/8 /8 698 O0/8 E/8 G98  £98 alodebus
€8y Ty 96 6L 8 €8y O ISr  8vy 9ty T - - W Ty Ly 0% €6 86 3U0a] BUI3IS
6YS 088 218 67 8l - - - - - - - - - - - - - - $9]8yakag
985 085 085 695 995 - - - - - Gty 99 - - - - - - - EIEN
6% ¥SS  /SS  9¥S €95 €8S I8 79 65 685 I8 98  18S 68 909  L6S  I8G 78S - [efauag
909 §79 799 Y9 E¥9 GZ9 609 0F9 0F9 Y09 79 €S9 79 G99 6§59 €69  [89  £89 - eIgRIY Ipnes
08y 705 G6y 887 8Ty - - - - - - - - - - - - - - adioupg pue 3wio] 0gs
S §09 909 Y09  G6§ - - - - - - - T899 809 /85 66y S5 9Ly - eOLLIES
€107 707 1oz 0l0Z 600 800Z [00Z 9007 SO00Z #00Z €00Z Z00Z 1lOOZ 000Z 666L 866l L66L 966L S66l fauno)

MDDl opaad d1wouod3 Jo xapu|

475

Appendix



98¢ €9¢ Tee v1e L'l G6¢ 0¢e Gee A1 e L'9¢ L'9€ 88t L8y Ly h44 08y L9v G8y amaequiz
L85 €85 869 088 999 €95 9% 899 099 675 €99 965 G469 8¢9 9 L'29 729 965 799 elquez
699 €99 Ay 1A% 699 8'€S Tvs 978 8'ts G0S €09 98y 19747 4% ety T9% 1414 96v 867 UsLlsA
078 €78 919 867 078 705 867 g0g I8y 19y 414 94y 19747 L'ey Ly A% 98¢ ¢or Ly WeulsIA
T9¢ 78¢ 91L¢ TLE 66€ Lvy 6Ly 91y 414 L9y 815 L'vS 979 v1S 795 0vs 88 Gvs 865 B[aNZausA
999 999 999 799 789 - - - - - - - - - - - - - - nyenueA
097 8y 8y Sly G0S 675 G179 L8y 8y T6E €8¢ G'8¢ 8¢ 18¢ g€t G7e - - - UelsiRgzn
L'69 669 0oL 869 769 619 789 €99 699 199 869 L'89 L0L €69 G689 989 G119 L'€9 679 fenbnin
09L €L 8LL 08L L08 078 18 AL 66. L'8L 8L 8L 6. 9L GGL 4L 94, L9L L9 SaJeIS paun
8L oL Sl §oL 06. v6L 66. 708 6L LLL Gl.L G8L 9LL eLL 4 G9L 9L 7L 61, wopBury papun
TIL €69 8.9 €19 L'79 979 979 ¢'¢9 ¢99 ¢L9 VL 9¢tL 6. (A7 GTL [A4A 67, 91L - Sajeliwz qely psuun
(214 T9v 8y 4% 88y 0179 G178 1A% 895 L'ES 118 8y g8y 8Ly LEy 14014 Gty 90y 66€ auren
1719 679 L79 <9 Gt9 8't9 €9 6¢9 69 79 709 079 709 ¢85 819 L'Y9 999 ¢99 6¢9 epuehin
9¢y 8ty 9ty gy [A4% vey (0% 8ty 9Ly L0§ €18 [A%% 81y 9. T9¢ 0sE - - - uejsiusung
6¢9 §79 79 8't9 919 669 v1S 019 909 8¢ 619 A% 909 €9 A 609 809 198 789 Aaypint
019 989 G'8g 685 089 709 €09 GG A 789 789 ¢09 809 €19 119 6€9 8't9 6¢€9 €9 eIsjung
£10Z 20Z LOZ 0l0Z 600Z 800Z £00Z 900Z SO0Z ¥0OZ £00Z Z00Z lOOZ 000Z 666L 866L L66L 966L S66L Anyunoy)

XXX CRIO Il opaa. 21wouod3 Jo xapuy

2013 Index of Economic Freedom

476



Methodology

The Index of Economic Freedom is constructed through analysis of 10 specific components of eco-
nomic freedom, which are grouped for ease of reference into four key categories or pillars:

Rule of law (property rights, freedom from corruption);

¢ Limited government (fiscal freedom, government spending);

Regulatory efficiency (business freedom, labor freedom, monetary freedom); and
¢ Open markets (trade freedom, investment freedom, financial freedom).

Some of the 10 components are themselves composites of additional quantifiable measures. Each
of the 10 economic freedoms is graded on a scale from 0 to 100. The 10 component scores are equally
weighted and averaged to get an overall economic freedom score for each economy.

The following sections provide detailed descriptions of the methodology used to determine the
scores for each of the 10 components of economic freedom.

RULE OF LAW
DR

The property rights componentisan assessment of the ability of individuals to accumulate private
property, secured by clear laws that are fully enforced by the state. It measures the degree to which
a country’s laws protect private property rights and the degree to which its government enforces
those laws. It also assesses the likelihood that private property will be expropriated and analyzes
the independence of the judiciary, the existence of corruption within the judiciary, and the ability of
individuals and businesses to enforce contracts.

The more certain the legal protection of property, the higher acountry’s score; similarly, the great-
er the chances of government expropriation of property, the lower a country’s score. Countries that
fall between two categories may receive an intermediate score.

Each country is graded according to the following criteria:

¢ 100—Private property is guaranteed by the government. The court system enforces contracts
efficiently and quickly. The justice system punishes those who unlawfully confiscate private

property. There isno corruption or expropriation.
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¢ 90—Private property is guaranteed by the government. The court system enforces contracts
efficiently. The justice system punishes those who unlawfully confiscate private property. Cor-
ruption is nearly nonexistent, and expropriation is highly unlikely.

e 80—Private property is guaranteed by the government. The court system enforces contracts
efficiently but with some delays. Corruption is minimal, and expropriation is highly unlikely.

e 70—Private property is guaranteed by the government. The court system is subject to delays
and is lax in enforcing contracts. Corruption is possible but rare, and expropriation is unlikely.

¢ 60—Enforcementof property rightsislaxand subject to delays. Corruptionis possible but rare,
and the judiciary may be influenced by other branches of government. Expropriationis unlikely.

¢ 50—The court system is inefficient and subject to delays. Corruption may be present, and the
judiciary may be influenced by other branches of government. Expropriation is possible but
rare.

¢ 40—The court system is highly inefficient, and delays are so long that they deter the use of the
courtsystem. Corruption is present, and the judiciary is influenced by other branches of govern-
ment. Expropriation is possible.

¢ 30—Property ownershipisweakly protected. The courtsystem is highly inefficient. Corruption
is extensive, and the judiciary is strongly influenced by other branches of government. Expro-
priation is possible.

e 20—Private property is weakly protected. The court system is so inefficient and corrupt that
outside settlementand arbitration is the norm. Property rights are difficult to enforce. Judicial
corruption is extensive. Expropriation iscommon.

e 10—Private property israrely protected,and almostall property belongs to the state. The coun-
try isinsuch chaos (for example, because of ongoing war) that protection of property is almost
impossible to enforce. The judiciary is so corrupt that property is not protected effectively.
Expropriation iscommon.

¢ O—Private property is outlawed, and all property belongs to the state. People do not have the
right to sue others and do not have access to the courts. Corruption is endemic.

Sources. Unless otherwise noted, the Index relies on the following sources for information on
property rights, in order of priority: Economist Intelligence Unit, Country Commerce, 2009-2012;
U.S. Department of Commerce, Country Commercial Guide, 2009-2012; U.S. Department of State,
Country Reports on Human Rights Practices, 2009-2012; and various news and magazine articles.

FORDODN DR DRI

Corruption erodes economic freedom by introducing insecurity and uncertainty into economic
relationships. The score for thiscomponent is derived primarily from Transparency International’s
Corruption Perceptions Index (CPI) for 2011, which measures the level of corruption in 183 countries.

The CPI is based on a 10-point scale in which a score of 10 indicates very little corruption and a
score of O indicates a very corrupt government. In scoring freedom from corruption, the Index con-
vertsthe raw CPI datato ascale of 0 to 100 by multiplying the CPI score by 10. For example, ifacoun-
try’s raw CPI datascore is 5.5, its overall freedom from corruption score is 55.

For countries that are not covered in the CPI, the freedom from corruption score is determined
by using the qualitative information from internationally recognized and reliable sources.! This pro-
cedure considers the extent to which corruption prevailsinacountry. The higher the level of corrup-
tion, the lower the level of overall economic freedom and the lower a country’s score.

Sources. Unless otherwise noted, the Index relies on the following sources for information on
informal market activities, in order of priority: Transparency International, Corruption Perceptions
Index, 2011; U.S. Department of Commerce, Country Commercial Guide, 2009-2012; Economist
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Intelligence Unit, Country Commerce, 2009-2012; Office of the U.S. Trade Representative, 2012
National Trade Estimate Report on Foreign Trade Barriers; and official government publications of
each country.

LIMITED GOVERNMENT
FIROCIHTINX

Fiscal freedom isa measure of the tax burden imposed by government. It includes direct taxes, in
terms of the top marginal tax rates on individual and corporate incomes, and overall taxes, including
all forms of directand indirect taxation at all levels of government, as a percentage of GDP. Thus, the
fiscal freedom component is composed of three quantitative factors:

] The top marginal tax rate on individual income,
<] The top marginal tax rate on corporate income, and
! The total tax burden as a percentage of GDP.

Inscoringfiscal freedom, each of these numerical variables isweighted equally as one-third of the
component. Thisequal weighting allows a country toachieve ascore as high as 67 based on two of the
factorseven if it receives a score of 0 on the third.

Fiscal freedom scores are calculated with aquadratic cost function to reflect the diminishing rev-
enue returns from very high rates of taxation. The data for each factor are converted to a 100-point
scale using the following equation:

Fiscal Freedom; = 100 — a (Factor;)?

where Fiscal Freedom; represents the fiscal freedom in country i for factor j; Factor; represents the
value (based on a scale of 0 to 100) in country i for factor j; and o is a coefficient set equal to 0.03.
The minimum score for each factor is zero, which is not represented in the printed equation but was
utilized because it means that no single high tax burden will make the other two factors irrelevant.

As an example, in the 2013 Index, Mauritius has a flat rate of 15 percent for both individual and
corporate tax rates, which yields a score of 93.3 for each of the two factors. Mauritius’s overall tax
burden as a portion of GDP is 18.5 percent, yielding a tax burden factor score of 89.7. When the three
factors are averaged together, Mauritius’s overall fiscal freedom score becomes 92.1.

Sources. Unless otherwise noted, the Index relies on the following sources for information on tax-
ation, in order of priority: Deloitte, International Tax and Business Guide Highlights; International
Monetary Fund, Staff Country Report, “Selected Issues and Statistical Appendix,” and Staff Country
Report, “Article IV Consultation,” 2009—-2012; PricewaterhouseCoopers, Worldwide Tax Summaries,
2009-2012; countries’ investment agencies; other governmentauthorities (embassy confirmations
and/or the country’s treasury or tax authority); and Economist Intelligence Unit, Country Commerce
and Country Finance, 2009-2012.

For information on tax burden as a percentage of GDP, the primary sources (in order of prior-
ity) were Organisation for Economic Co-operation and Development data; Eurostat, Government
Finance Statistics data; African Development Bank and Organisation for Economic Co-operation
and Development, African Economic Outlook 2012; International Monetary Fund, Staff Country
Report, “Selected Issues,” and Staff Country Report, “Article IV Consultation,” 2009-2012; Asian
Development Bank, Key Indicators for Asia and the Pacific,2009-2012; and individual contacts from
government agencies and multinational organizations such as the IMF and World Bank.
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GIXXODHN MOHDDIRIX

This component considers the level of government expenditures as a percentage of GDP. Govern-
ment expenditures, including consumption and transfers, account for the entire score.

No attempt has been made to identify an optimal level of government expenditures. The ideal
level will vary from country to country, depending on factors ranging from culture to geography to
level of development. However, volumes of research have shown that excessive government spending
that causes chronic budget deficits and the accumulation of sovereign debt is one of the most serious
drags on economic dynamism.

The methodology treats zero government spending as the benchmark, and underdeveloped coun-
tries with little government capacity may receive artificially high scores as a result. However, such
governments, which can provide few if any public goods, are likely to receive lower scores on some of
the other components of economic freedom (such as property rights, financial freedom, and invest-
ment freedom) that reflect government effectiveness.

The scale for scoring government spending is non-linear, which means that government spending
that is close to zero is lightly penalized, while levels of government spending that exceed 30 percent
of GDP lead to much worse scores in a quadratic fashion (for example, doubling spending yields four
times lessfreedom). Only extraordinarily large levels of government spending—for example, over 58
percent of GDP—receive a score of zero.

The expenditure equation used is:

GE, = 100 — a (Expenditures;)?

where GE, represents the government expenditure score in country i; Expenditures; represents the
total amount of government spending atall levels as a portion of GDP (between 0 and 100);and o.isa
coefficient to control for variation among scores (setat 0.03). The minimum component score is zero.

In most cases, general government expenditure data include all levels of government such as fed-
eral, state, and local. In cases where general government spending data are not available, data on
central government expenditures are used instead.

Sources. Unless otherwise noted, the Index relies on the following sources for information on gov-
ernment intervention in the economy, in order of priority: Organisation for Economic Co-operation
and Development data; Eurostat data; African Development Bank and Organisation for Economic
Co-operation and Development, African Economic Outlook 2012; International Monetary Fund,
Staff Country Report, “Selected Issues and Statistical Appendix,” Staff Country Report, “Article IV
Consultation,” 2009-2012, and World Economic Outlook Database 2012; Asian Development Bank,
Key Indicators for Asia and the Pacific, 2009-2012; African Development Bank, The ADB Statistics
Pocketbook 2012; official government publications of each country; and Economic Commission for
Latin America, Economic Survey of Latin America and the Caribbean 2010-2011 and Macroeconomic
Reporton Latin America and the Caribbean—June 2012.

REGULATORY EFFICIENCY
BRI

Business freedom is an overall indicator of the efficiency of government regulation of business.
The quantitative score is derived from an array of measurements of the difficulty of starting, operat-
ing, and closing a business. The business freedom score for each country is a number between 0 and
100, with 100 equaling the freest business environment. The score is based on 10 factors, all weighted
equally, using data from the World Bank’s Doing Business study:
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! Starting a business—procedures (number);

! Starting abusiness—time (days);

! Starting a business—cost (% of income per capita);

! Starting abusiness—minimum capital (% of income per capita);
] Obtaining a license—procedures (number);2

<! Obtaining a license—time (days);

! Obtaining a license—cost (% of income per capita);

! Closing a business—time (years);

! Closing a business—cost (% of estate); and

! Closing a business—recovery rate (cents on the dollar).?

Each of these raw factors is converted to a scale of O to 100, after which the average of the con-
verted valuesiscomputed. The result represents the country’s business freedom score. For example,
even if a country requires the highest number of procedures for starting a business, which yields a
score of zero in that factor, it could still receive ascore as high as 90 based on scores in the other nine
factors. Canada, for instance, receives scores of 100 in nine of these 10 factors, but the 14 licensing
procedures required by the government equate to a score of 64.5 for that factor.

Each factor is converted to a scale of 0 to 100 using the following equation:

Factor Score, = 50 factor,

average [factor,

which isbased on the ratio of the country datafor each factor relative to the world average, multiplied
by 50. For example, on average worldwide, it takes 18 procedures to get necessary licenses. Canada’s
14 licensing procedures are a factor value better than the average, resulting in a ratio of 1.29. That
ratio multiplied by 50 equals the final factor score of 64.5.

For the six countries that are not covered by the World Bank’s Doing Business report, business
freedom is scored by analyzing business regulations based on qualitative information from reliable
and internationally recognized sources.*

Sources. Unless otherwise noted, the Index relies on the following sources in determining busi-
ness freedom scores, in order of priority: World Bank, Doing Business 2013; Economist Intelligence
Unit, Country Commerce, 2009-2012; U.S. Department of Commerce, Country Commercial Guide,
2009-2012; and official government publications of each country.

LOOODEEHODNN

The labor freedom component isa quantitative measure that considers various aspects of the legal
and regulatory framework of a country’s labor market, including regulations concerning minimum
wages, laws inhibiting layoffs, severance requirements, and measurable regulatory restraints on hir-
ing and hours worked.

Six quantitative factors are equally weighted, with each counted as one-sixth of the labor freedom
component:®

<! Ratio of minimum wage to the average value added per worker,
<! Hindrance to hiring additional workers,

<! Rigidity of hours,

< Difficulty of firing redundant employees,

! Legally mandated notice period, and

. Mandatory severance pay.
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Based on data collected in connection with the World Bank’s Doing Business study, these factors
specifically examine labor regulations that affect “the hiring and redundancy of workers and the
rigidity of working hours.”®

In constructing the labor freedom score, each of the six factors is converted to a scale of 0 to 100
based on the following equation:

Factor Score, = 50 x factor [factor,

average
where country i data are calculated relative to the world average and then multiplied by 50. The six
factor scores are then averaged for each country, yielding a labor freedom score.

Thesimple average of the converted values for the six factors is computed for the country’s overall
labor freedom score. For example, even if acountry had the worst rigidity of hours in the world with a
zero score for that factor, it could still get a score as high as 83.3 based on the other five factors.

For the six countries thatare not covered by the World Bank’s Doing Business study, the labor free-
dom component is scored by looking into labor market flexibility based on qualitative information
from other reliable and internationally recognized sources.”

Sources. Unless otherwise noted, the Index relies on the following sources for data on labor free-
dom, in order of priority: World Bank, Doing Business 2013; Economist Intelligence Unit, Country
Commerce, 2009-2012; U.S. Department of Commerce, Country Commercial Guide, 2009-2012; and
official government publications of each country.

MYXDODEIDE DTN

Monetary freedom combines a measure of price stability with an assessment of price controls.
Both inflation and price controls distort market activity. Price stability without microeconomic
intervention is the ideal state for the free market.

The score for the monetary freedom component is based on two factors:

e The weighted average inflation rate for the most recent three years and
! Price controls.

The weighted average inflation rate for the most recent three years serves as the primary input
into an equation that generates the base score for monetary freedom. The extent of price controlsis
then assessed as a penalty of up to 20 points subtracted from the base score. The two equations used
to convertinflation rates into the monetary freedom score are:

Weighted Avg. Inflation; = 6, Inflation; + 6,Inflation;,_, + 6, Inflation,_,

Monetary Freedom; =100 — a \/Weighted Avg. Inflation, — PC penalty;

where 0, through 6, (thetas 1-3) represent three numbers that sum to 1and are exponentially smaller
in sequence (in this case, values of 0.665, 0.245, and 0.090, respectively); Inflation,, is the absolute
value of the annual inflation rate in country i during year t as measured by the consumer price index;
o represents a coefficient that stabilizes the variance of scores; and the price control (PC) penalty is
an assigned value of 0-20 points based on the extent of price controls.

The convex (square root) functional form was chosen to create separation among countries
with low inflation rates. A concave functional form would essentially treat all hyperinflations as
equally bad, whether they were 100 percent price increases annually or 100,000 percent, where-
as the square root provides much more gradation. The o coefficient is set to equal 6.333, which
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converts a 10 percent inflation rate into a freedom score of 80.0 and a 2 percent inflation rate into
ascore of 91.0.

Sources. Unless otherwise noted, the Index relies on the following sources for data on monetary
policy, in order of priority: International Monetary Fund, International Financial Statistics Onlineg;
International Monetary Fund, World Economic Outlook, 2012; Economist Intelligence Unit, Views-
Wire; and official government publications of each country.

OPEN MARKETS
DR NEDGANN

Trade freedom is a composite measure of the absence of tariff and non-tariff barriers that affect
imports and exports of goods and services. The trade freedom score is based on two inputs:

] The trade-weighted average tariff rate and
. Non-tariff barriers (NTBS).

Different imports entering a country can, and often do, face different tariffs. The weighted aver-
age tariff uses weights for each tariff based on the share of imports for each good. Weighted average
tariffs are a purely quantitative measure and account for the basic calculation of the score using the
following equation:

Trade Freedom, = (((Tariff,,,—Tariff, )/(Tariff .~ Tariff ) * 100) — NTB,

where Trade Freedom, represents the trade freedom in country i; Tariff , and Tariff,_,, represent
the upper and lower bounds for tariff rates (%); and Tariff, represents the weighted average tariff
rate (%) in country i. The minimum tariff is naturally zero percent, and the upper bound was set
as 50 percent. An NTB penalty is then subtracted from the base score. The penalty of 5, 10, 15, or 20
points is assigned according to the following scale:

¢ 20—NTBsare used extensively across many goods and services and/or act to effectively impede
asignificantamount of international trade.

¢ 15—NTBs are widespread across many goods and services and/or act to impede a majority of
potential international trade.

¢ 10—NTBsare used to protect certain goods and services and impede some international trade.

¢ 5—NTBs are uncommon, protecting few goods and services, and/or have very limited impact
on international trade.

¢ O—NTBsare not used to limit international trade.

We determine the extent of NTBs in a country’s trade policy regime using both qualitative and
quantitative information. Restrictive rules that hinder trade vary widely, and their overlapping and
shifting nature makes their complexity difficult to gauge. The categories of NTBs considered in our
penalty include:

¢ Quantity restrictions—import quotas; export limitations; voluntary export restraints;
import—export embargoes and bans; countertrade, etc.

¢ Price restrictions—antidumping duties; countervailing duties; border tax adjustments; vari-
able levies/tariff rate quotas.
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¢ Regulatory restrictions—licensing; domestic contentand mixing requirements; sanitary and
phytosanitary standards (SPSs); safety and industrial standards regulations; packaging, label-
ing, and trademark regulations; advertising and media regulations.

¢ Investment restrictions—exchange and other financial controls.

e Customs restrictions—advance deposit requirements; customs valuation procedures; cus-
toms classification procedures; customs clearance procedures.

¢ Directgovernmentintervention—subsidiesand other aid; governmentindustrial policy and
regional development measures; government-financed research and other technology policies;
national taxes and social insurance; competition policies; immigration policies; government
procurement policies; state trading, government monopolies, and exclusive franchises.

As an example, Botswana received a trade freedom score of 79.7. By itself, Botswana’s weighted
average tariff of 5.2 percentwould have yielded a score of 89.7, but the existence of NTBs in Botswana
reduced the score by 10 points.

Gathering tariff statistics to make a consistent cross-country comparison is a challenging task.
Unlike data on inflation, for instance, countries do not report their weighted average tariff rate or
simple average tariff rate every year; in some cases, the most recent year for which acountry reported
its tariff data could be as far back as 2002. To preserve consistency in grading the trade policy com-
ponent, the Index uses the most recently reported weighted average tariff rate for acountry from our
primary source. If another reliable source reports more updated information on the country’s tariff
rate, this factis noted, and the grading of this component may be reviewed if there is strong evidence
that the most recently reported weighted average tariff rate is outdated.

The World Bank publishes the most comprehensive and consistent information on weighted aver-
age applied tariff rates. When the weighted average applied tariff rate is not available, the Index uses
the country’s average applied tariff rate; and when the country’s average applied tariff rate is not
available, the weighted average or the simple average of most favored nation (MFN) tariff rates is
used.® In the very few cases where data on duties and customs revenues are not available, data on
international trade taxes or an estimated effective tariff rate are used instead. In all cases, an effort
is made to clarify the type of data used and the different sources for those data in the corresponding
write-up for the trade policy component.

Sources. Unless otherwise noted, the Index relies on the following sources to determine scores for
trade policy, in order of priority: World Bank, World Development Indicators 2012; World Trade Orga-
nization, Trade Policy Review, 1995-2012; Office of the U.S. Trade Representative, 2012 National Trade
Estimate Reporton Foreign Trade Barriers; World Bank, Doing Business 2011and 2012; U.S. Department
of Commerce, Country Commercial Guide, 2008—2012; Economist Intelligence Unit, Country Commerce,
2009-2012; World Bank, Data on Trade and Import Barriers: Trends in Average Applied Tariff Rates in
Developing and Industrial Countries, 1981-2010; and official government publications of each country.

PO IODHHTINN

Inan economically free country, there would be no constraints on the flow of investment capital.
Individuals and firms would be allowed to move their resources into and out of specific activities,
both internally and across the country’s borders, without restriction. Such an ideal country would
receive ascore of 100 on the investment freedom component of the Index of Economic Freedom.

In practice, most countries have a variety of restrictions on investment. Some have different
rules for foreign and domestic investment; some restrict access to foreign exchange; some impose
restrictions on payments, transfers, and capital transactions; in some, certain industries are closed
toforeign investment. Labor regulations, corruption, red tape, weak infrastructure, and political and
security conditions can also affect the freedom that investors have in a market.
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The Index evaluates a variety of restrictions that are typically imposed on investment. Points,
as indicated below, are deducted from the ideal score of 100 for each of the restrictions found in a
country’s investment regime. It is not necessary for agovernment to impose all of the listed restric-
tions at the maximum level to effectively eliminate investment freedom. Those few governments
that impose so many restrictions that they total more than 100 points in deductions have had their
scores set at zero.

Investment restrictions:

National treatment of foreign investment
*Nolnationalitreatment,prescreening!
<[Somelnationalitreatment,'somelprescreening!
<'Somelnationalitreatmentioriprescreening!

Foreign investment code
<Notransparencylandburdensomelbureaucracy!
< Inefficientlpolicylimplementation’andlbureaucracy!

= Somelinvestmentlawsandipracticesinon-transparent!

or inefficiently implemented

Restrictions on land ownership
</Allireallestatelpurchasesirestricted!
*Noforeignipurchasesiofireallestate’
eSomelrestrictionslonipurchasesiofireallestatel

Sectoral investment restrictions
e Multiplelsectorsirestricted!
*[Fewlsectorsirestricted!

e Oneloritwosectorsrestricted!

Expropriation of investments without fair compensation
< .Commoniwithinollegalirecoursel

e .Commoniwithisomelegalirecourse!
<lUncommonlbutioccurs!

Foreign exchange controls
*INolaccessbylforeignersioriresidents!
e/Accessiavailablebutlheavilylrestricted!
*/Accessiavailablelwithifewlrestrictions!

Capital controls
*Nolrepatriationofiprofits;allitransactionsirequire!
government approval
eInwardandioutward.capitallmovementsirequire!
approval and face some restrictions
<Mostitransfersiapprovediwithisomelrestrictions!

Appendix

25lpointsideducted
15lpointsideducted
I5pointsideducted

20 pointsideducted
10lpointsideducted

5 points deducted

15]pointsideducted
10lpointsideducted
I5pointsideducted

20pointsideducted
10lpointsideducted
I5lpointsideducted

25pointsideducted
15pointsideducted
I5pointsideducted

25pointsideducted
15pointsideducted
I5/pointsideducted

25 points deducted

15 points deducted
I5lpointsideducted
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Up to an additional 20 points may be deducted for security problems, a lack of basic investment
infrastructure, or other government policies that indirectly burden the investment process and limit
investment freedom.

Sources. Unless otherwise noted, the Index relies on the following sources for data on capital
flows and foreign investment, in order of priority: official government publications of each country;
Economist Intelligence Unit, Country Commerce, 2009-2012; Office of the U.S. Trade Representa-
tive, 2012 National Trade Estimate Report on Foreign Trade Barriers; and U.S. Department of Com-
merce, Country Commercial Guide, 2009-2012.

FEOCOORIE NI

Financial freedom is a measure of banking efficiency as well as a measure of independence from
government control and interference in the financial sector. State ownership of banks and other
financial institutions such as insurers and capital markets reduces competition and generally low-
ersthe level of available services.

In an ideal banking and financing environment where a minimum level of government interfer-
ence exists, independent central bank supervision and regulation of financial institutions are lim-
ited to enforcing contractual obligations and preventing fraud. Credit is allocated on market terms,
and the government does not own financial institutions. Financial institutions provide various types
of financial services to individuals and companies. Banks are free to extend credit, accept deposits,
and conduct operations in foreign currencies. Foreign financial institutions operate freely and are
treated the same as domestic institutions.

The Index scores an economy’s financial freedom by looking into the following five broad areas:

| The extent of government regulation of financial services,

[ The degree of state intervention in banks and other financial firms through direct and indirect
ownership,

| The extent of financial and capital market development,

[ Government influence on the allocation of credit, and

1 Openness to foreign competition.

These five areas are considered to assess an economy’s overall level of financial freedom that
ensures easy and effective access to financing opportunities for people and businesses in the econo-
my. An overall score on ascale of 0 to 100 is given to an economy’s financial freedom through deduc-
tions from the ideal score of 100.

¢ 100—Negligible government interference.

¢ 90—Minimal government interference. Regulation of financial institutions is minimal but
may extend beyond enforcing contractual obligations and preventing fraud.

¢ 80—Nominal government interference. Government ownership of financial institutions is
asmall share of overall sector assets. Financial institutions face almost no restrictions on their
ability to offer financial services.

e 70—Limited government interference Credit allocation is influenced by the government,
and private allocation of credit faces almost no restrictions. Government ownership of financial
institutions is sizeable. Foreign financial institutions are subject to few restrictions.

¢ 60—Significant government interference. The central bank is not fully independent, its
supervision and regulation of financial institutions are somewhat burdensome, and its ability
to enforce contracts and prevent fraud is insufficient. The government exercises active own-
ership and control of financial institutions with a significant share of overall sector assets.
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The ability of financial institutions to offer financial services is subject to some restrictions.

¢ 50—Considerable governmentinterference. Creditallocationissignificantly influenced by
the government, and private allocation of credit faces significant barriers. The ability of finan-
cial institutions to offer financial services is subject to significant restrictions. Foreign financial
institutions are subject to some restrictions.

¢ 40—Strong government interference. The central bank is subject to government influence,
its supervision of financial institutions is heavy-handed, and its ability to enforce contracts
and prevent fraud is weak. The government exercises active ownership and control of financial
institutions with a large minority share of overall sector assets.

¢ 30—Extensive government interference. Credit allocation is extensively influenced by the
government. The government owns or controls a majority of financial institutions or isin a
dominant position. Financial institutions are heavily restricted, and bank formation faces sig-
nificant barriers. Foreign financial institutions are subject to significant restrictions.

¢ 20—Heavy government interference. The central bank is not independent, and its super-
vision of financial institutions is repressive. Foreign financial institutions are discouraged or
highly constrained.

¢ 10—Near repressive. Credit allocation is controlled by the government. Bank formation is
restricted. Foreign financial institutions are prohibited.

¢ 0—Repressive. Supervision and regulation are designed to prevent private financial institu-
tions. Private financial institutions are prohibited.

Sources. Unless otherwise noted, the Index relies on the following sources for data on bank-
ing and finance, in order of priority: Economist Intelligence Unit, Country Commerce and Country
Finance, 2009-2012; International Monetary Fund, Staff Country Report, “Selected Issues,” and Staff
Country Report, “Article 1V Consultation,” 2009—2012; Organisation for Economic Co-operation and
Development, Economic Survey; official government publications of each country; U.S. Department
of Commerce, Country Commercial Guide, 2009-2012; Office of the U.S. Trade Representative, 2011
National Trade Estimate Reporton Foreign Trade Barriers; U.S. Department of State, Investment Cli-
mate Statements, 2009-2012; World Bank, World Development Indicators 2012; and various news and
magazine articles on banking and finance.

GXXAEMMDEXIRDTHOHN

Period of Study. For the current Index of Economic Freedom, scores are generally based on data
for the period covering the second half of 2011 through the first half of 2012. To the extent possible,
the information considered for each factor was current as of June 30, 2012. It is important to under-
stand, however, that some component scores are based on historical information. For example, the
monetary freedom component uses a three-year weighted average rate of inflation from January 1,
2009, to December 31, 2011.

Equal Weight. In the Index of Economic Freedom, the 10 components of economic freedom are
equally weighted so that the overall score will not be biased toward any one component or policy
direction. It is clear that the 10 economic freedoms interact, but the exact mechanisms of this
interaction are not easily definable: Isa minimum threshold for each one essential? Is it possible
for one to maximize if others are minimized? Are they dependent or exclusive, complements or
supplements?

Theseare valid questions, but they are beyond the scope of our fundamental mission. The purpose
of the Index is to reflect the economic and entrepreneurial environment in every country studied in
as balanced a way as possible. The Index has never been designed specifically to explain economic
growth or any other dependent variable; that is ably done by researchers elsewhere. The raw data for
each component are provided so that others can study, weight, and integrate as they see fit.
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Using the Most Currently Available Information. Analyzing economic freedom annually
enables the Index to include the most recent information as it becomes available country by country.
A data cutoff date is used so that all countries are treated fairly. As described above, the period of
study for the current year’s Index considers all information as of the last day of June of the previous
year (in this case, June 30, 2012). Any new legislative changes or policy actions effective after that
date have no positive or negative impact on scores or rankings.®
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Endnotes

1

The following countries are not covered by
the 2011 CPI: Belize, Fiji, and Micronesia.
Obtaining a license indicates necessary
procedures, time, and cost in getting con-
struction permits.

The recovery rate is a function of time

and cost. However, the business freedom
component uses all three subvariables to
emphasize closing a business, starting a
business, and dealing with licenses equally.
The six countries that are not covered by
the World Bank’s Doing Business study are
Burma, Cuba, North Korea, Libya, Macau,
and Turkmenistan. The methodology for
business freedom dates from the 2006
Index because of the limited availability
of quantitative data before that date. For
the 1995 through 2005 editions, we used
asubjective assessment with a score of
1-5. Those earlier scores have been con-
verted by means of a simple formula to
make them comparable. Top scores were
converted to 100, the next best to 85, and
so on. This conversion formulaisdi erent
from the one used for other subjective fac-
tors, but it is unique because those other
factors are not bridging to a new, data-
driven methodology.

The labor freedom assessment in the 2009
Index expanded its factors to six from the
four used in previous editions. This refine-
ment was applied equally to past editions’
labor freedom scores to maintain consis-
tency. The assessment of labor freedom
dates from the 2005 Index because of the
limited availability of quantitative data be-
fore that time.

Appendix

For more detailed information on the
data, see “Employing Workers” in World
Bank, Doing Business, at http://www.do-
ingbusiness.org/MethodologySurveys/
EmployingWorkers.aspx. Reporting only
raw data, the Doing Business 2011 study
discontinued all of the sub-indices of
Employing Workers: the di culty of hiring
index, the rigidity of hours index, and the
di culty of redundancy index. For the la-
bor freedom component of the 2013 Index,
the three indices were reconstructed by
Index authors according to the methodol-
ogy used previously by the Doing Business
study.

See note 4.

MFN is now referred to as permanent nor-
mal trade relations (PNTR).

Occasionally, because the Index is pub-
lished several months after the cuto date
for evaluation, more recent economic
events cannot be factored into the scores.
In the past, such occurrences have been
uncommon and isolated to one region of
the world. The Asian financial crisis, for
example, erupted at the end of 1997 just

as the 1998 Index was going to print. The
policy changes in response to that crisis,
therefore, were not considered in that
year’s scoring, but they were included in
the next year’s scores. Similarly, this year,
the impact of government policies and
more recently available macroeconomic
statistics since the second half of 2012 have
nota ected the rankings for the 2013 Index
but will almost certainly show up in scores
for the next edition.
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